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*  Treasury  Department  Order  229,  Jan.  14, 1974,  raised  the  position  of  Treasurer  of  the  United  States  from 
the  operating  level  of  the  Department  to  the  Office  of  the  Secretary. 
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INTRODUCTION 

This  brief  introduction  reviews  the  major  economic  developments, 
both  domestic  and  international,  which  affected  major  Treasury  areas 
of  interest  and  responsibility  during  the  course  of  fiscal  1974.  More 
detailed  information  on  the  operating  and  administrative  activities 
of  the  Department  of  the  Treasury  is  provided  in  the  main  text  of 
the  report  and  its  supporting  exhibits.  Further  information  is  con- 
tained in  a  separate  Statistical  Appendix. 

The  Inflation  Problem 

Inflation  dominated  the  economic  and  financial  scene  during  fiscal 
1974.  Inflation  in  the  United  States  was  not  only  a  serious  domestic 
problem,  it  was  part  of  a  worldwide  siege  of  inflation.  Both  the 
domestic  and  international  economic  situations  were  complicated  by 
the  Arab  oil  embargo  and  the  subsequent  success  of  the  major  oil- 
exporting  nations  in  enforcing — at  least  temporarily — a  massive  in- 
crease in  their  receipts  from  tlie  rest  of  tlic  world. 

Domestically,  the  fiscal  year  opened  against  the  backdrop  of  the 
reimposition  of  a  wage-price  freeze  in  June  1973.  Freeze  II  was  im- 
posed in  response  to  rapidly  rising  prices  of  food  and  raw  materials. 
During  the  last  half  of  fiscal  1973,  wholesale  prices  of  farm  products, 
processed  foods,  and  feeds  had  risen  at  nearly  a  50-percent  annual 
rate  and  wholesale  prices  of  consumer  foods  rose  at  about  a  25-percent 
annual  rate.  In  response,  the  Consumer  Price  Index  for  all  items  rose 
at  an  8-percent  annual  rate  between  January  and  June  1973  in  con- 
trast to  3  percent  rates  characteristic  of  iininediatoly  preceding 
months. 

While  the  freeze,  and  Phase  IV  of  the  wage-price  control  program 
which  followed,  achieved  some  temporary  dampening  of  cost-prict 
pressures,  no  lasting  benefit  was  apparent.  Congress  allowed  the 
enabling  legislation  to  lapse,  and  wage-price  controls  were  phased  out 
by  April  30, 1974. 

By  the  end  of  fiscal  1974,  the  Consumer  Price  Index  was  rising  at 
about  an  11-percent  annual  rate,  even  more  rapidly  than  before  the 
June  1973  freeze.  The  major  change  was  a  shift  in  the  locus  of  infla- 
tionary pressures  into  the  industrial  area  during  the  course  of  the 
fiscal  year.  Wholesale  prices  of  farm  products  and  processed  foods  and 
feeds  actually  fell  during  the  last  4  months  of  the  fiscal  year  by  about 
10  percent,  in  marked  contrast  to  their  rapid  rise  earlier.  Wliolesale 
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prices  of  industrial  commodities,  on  the  other  hand,  rose  at  a  very 
rapid  rate  during  the  last  half  of  the  fiscal  year. 

By  the  end  of  the  fiscal  year,  the  outlook  for  an  early  return  to 
satisfactory  price  performance  was  uncertain.  Prices  of  industrial  raw 
materials  showed  signs  of  having  peaked.  However,  bad  weather  had 
cut  the  corn  and  soybean  crops  in  the  Middle  West  which  threatened 
higher  food  prices  in  1975.  Meanwhile,  workers  were  seeking  much 
larger  wage  increases  because  of  rapidly  rising  prices.  The  real  spend- 
able earnings  of  production  employees  actually  fell  by  several  per- 
centage points  during  the  fiscal  year.  Some  of  the  ingredients  for  a  re- 
newed wage-price  spiral  were  present  but  the  threat  was  reduced  by 
the  fact  of  a  softening  in  the  economy  which  had  taken  place  during 
the  fiscal  year.  The  most  probable  outcome — ^^and  the  objective  of  do- 
mestic economic  policy — was  a  gradual,  although  perhaps  at  times 
irregular,  process  of  disinflation. 

This  most  serious  peacetime  inflation  in  the  history  of  the  United 
States  seemed  to  be  the  result  of  two  main  causes.  First,  and  most  re- 
cently, there  had  been  a  series  of  severe  temporary  shocks  that  orig- 
inated mostly  outside  the  economy  of  the  United  States.  These  included 
the  worldwide  agricultural  crop  failures  of  1972,  enormous  pressures 
on  the  prices  of  internationally  traded  raw  materials,  two  devaluations 
of  the  dollar,  and  the  quadrupling  of  international  oil  prices  that  fol- 
lowed the  Arab  oil  embargo.  In  addition,  the  end  of  the  controls  pro- 
gram was  operating  in  the  closing  months  of  fiscal  1974  as  an  additional 
temporary  force  to  raise  some  prices  and  wages  faster  than  otherwise 
would  have  been  the  case. 

The  second,  and  more  persistent,  cause  of  inflation  was  general 
economic  policies  that  had  been  far  too  stimulative  for  a  long  period 
of  time.  On  the  fiscal  side.  Federal  expenditures  rose  at  roughly  a  6- 
percent  annual  rate  from  1955  to  1965.  From  1965  to  1974,  however. 
Federal  expenditures  surged  to  a  10-percent  annual  rate  of  growth. 
Second,  monetary  policy  also  broke  out  of  a  previously  established 
pattern.  From  1955  to  1965  the  money  supply  grew  at  a  Si^^-percent 
annual  rate.  From  1965  to  1974  the  growth  rate  more  than  doubled 
to  a  6-percent  annual  pace.  Excessive  budget  deficits  and  excessive 
growth  of  money  and  credit  prevented  the  food  and  fuel  and  other 
temporary  price  pressures  from  running  their  course  and  fading  away. 
Instead,  a  relatively  high  rate  of  inflation  had  been  deeply  embedded 
into  the  economic  system. 

The  correct  course  of  action  was  the  application  of  fiscal  and  mone- 
tary discipline  to  keep  the  economy  operating  well  within  the  limits 
of  its  capacity  to  produce.  By  the  close  of  fiscal  1974,  some  signs  of 
reduced  pressure  of  demand  began  to  appear,  but  there  were  also 
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selective  shortages  of  supplies  and  industrial  capacity,  particularly  in 
the  primary  processing  industries.  The  picture  was  mixed  and  clear 
signs  of  relief  from  inflationary  pressure  were  not  yet  apparent.  How- 
ever, continuation  of  a  substantial  degree  of  fiscal  and  monetary  re- 
straint appeared  to  be  essential.  It  was  also  possible  that  restraint 
might  have  to  be  supplemented  by  additional  policy  actions  to  assure 
that  the  burdens  of  adjustment  were  shared  as  equitably  as  possible 
and  to  guard  against  any  excessive  linancial  dislocations. 

The  Longer  Run  Economic  Outlook 

The  continuing  high  rate  of  inflation,  which  dominated  domestic 
economic  events  during  the  fiscal  year,  also  threatened  to  complicate 
the  longer  run  economic  outlook.  It  was  readily  apparent  that  there 
had  been  developments  in  the  economy  that  would  call  for  capital 
formation  at  a  considerably  higher  rate  than  previously.  There  were 
enormous  capital  requirements  to  improve  the  housing  stock,  provide 
new  systems  of  urban  transportation,  rebuild  some  basic  industries, 
clean  up  the  environment,  and  especially  to  achieve  the  goals  of 
Project  Independence.  While  the  entire  range  of  issues  was  still  under 
study  within  the  administration  at  the  close  of  the  fiscal  year,  there 
was  a  strong  presumption  that  the  economy  would  need  to  allocate  a 
larger  proportion  of  its  output  to  capital  formation  in  the  future 
than  had  been  the  case  in  the  recent  past. 

Since  1960,  plant  and  equipment  spending  in  the  United  States  was 
only  15  percent  of  total  output,  whereas  France  invested  18  percent, 
Germany  20  percent,  and  Japan  27  percent.  For  gross  domestic  invest- 
ment, which  includes  inventories,  housing,  and  public  investment,  the 
proportions  in  1973  were :  United  States,  17  percent ;  France,  26  per- 
cent; Germany,  25  percent ;  and  Japan,  37  percent. 

The  continuation  of  high  rates  of  inflation  posed  a  serious  threat 
to  the  financing  of  future  capital  requirements.  There  was  no  extensive 
experience  with  rapid  peacetime  inflation  in  the  United  States  upon 
which  precise  estimates  could  be  based,  but  it  seemed  likely  that  in- 
centives for  personal  saving  would  be  drastically  eroded  in  a  prolonged 
inflationary  process.  Corporate  saving  was  also  likely  to  be  affected 
adversely  because  conventional  accounting  techniques  lead  to  sys- 
tematic overstatement  of  profits  during  a  period  of  inflation.  For 
example,  between  1965  and  1973  corporate  retained  earnings  adjusted 
for  the  effects  of  inflation  on  inventoi-y  profits  and  depreciation  allow- 
ances actually  declined  from  about  $17  billion  to  some  $3  billion. 

A  first  essential  requirement  for  strong  longrun  economic  pei-form- 
ance  was,  therefore,  better  control  over  inflation.  Otherwise  the  out- 
look for  capital  formation  would  suffer,  sa\'ings  incentives  would  be 
undercut,  investment  would  be  directed  into  unproductive  uses,  and 
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financial  mechanisms  would  be  strained.  Control  of  inflation  was 
necessary  both  to  stabilize  the  economy  in  the  short  run  and  to  pro- 
mote the  achievement  of  satisfactory  rates  of  economic  growth  in 
the  long  run. 

Even  with  inflation  brought  under  better  control,  the  scale  of  future 
capital  requirements  appeared  to  call  into  question  the  adequacy  of 
longrun  savings  in  the  U.S.  economy.  Increased  investment  require- 
ments for  energy  and  other  rapidly  growing  activities  could,  in  prin- 
ciple, take  place  at  the  expense  of  conventional  capital  requirements. 
Some  diversion  and  substitution  would  take  place  through  the  opera- 
tion of  normal  market  forces  and  more  could  be  sought  through  public 
policy.  But  seeking  to  accommodate  all  of  the  new  capital  requirements 
within  the  constraint  of  the  relatively  low  investment  ratios  that  had 
ruled  in  the  past  might  not  lead  to  desirable  results.  It  seemed  question- 
able, for  example,  whether  national  housing  goals  could  be  met  suc- 
cessfully in  such  a  case. 

It  was  probable,  therefore,  that  it  would  be  necessary  over  the  longer 
run  to  pursue  policies  that  would  increase  the  share  of  total  economic 
output  going  into  investment.  This  would  mean,  in  practice,  that 
some  consumption  or  Government  expenditure  would  have  to  be  dis- 
placed in  favor  of  the  added  investment.  A  variety  of  steps  might  be 
taken  to  promote  such  a  shift  in  the  allocation  of  national  output. 

One  important  Government  policy  worth  consideration  would  be  an 
alteration  in  budget  policy.  The  general  goal  in  the  postwar  period 
had  been  to  achieve  a  balanced  budget  w^hen  the  economy  is  prosperous. 
If  that  goal  were  shifted  to  the  achievement  of  a  significant  surplus, 
the  flow  of  savings  available  for  private  investment  would  be  increased 
because  the  Government  would  reduce  its  own  claims  on  the  capital 
markets.  Such  a  shift  in  policy  would,  of  course,  need  to  be  examined 
very  carefully  in  terms  of  its  impact  on  general  economic  performance 
in  addition  to  the  presumed  effect  upon  the  saving-investment  process 
and  the  capital  markets. 

Another  possible  option  under  study  would  provide  new  investment 
incentives  for  industry  through  the  tax  system.  Such  an  approach  al- 
ways raises  difficult  questions,  but  there  is  an  accumulation  of  experi- 
ence which  offers  some  guidance  as  to  the  probable  effects  upon  invest- 
ment. Still  other  alternatives  would  need  to  be  examined.  The  general 
objective  would  be  additional  encouragement  for  saving  and  invest- 
ment in  the  interest  of  better  longrun  economic  performance. 

Domestic  Economic  Developments 

There  was  a  marked  contrast  in  the  general  economic  situation  be- 
tween the  first  and  second  halves  of  the  fiscal  year.  In  the  first  half  of 
the  fiscal  year,  real  output  rose  at  about  a  2-percent  annual  rate,  down 
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from  the  rapid  6i/^-percent  growth  rate  experienced  in  fiscal  year 
1973,  but  still  a  relatively  strong  perfonnance  given  the  capacity  and 
skilled  labor  constraints  that  were  being  encountered.  Meanwhile,  the. 
implicit  GNP  price  deflator  was  rising  at  about  an  Si^-percent  annual 
rate. 

Developments  in  the  second  half  of  the  fiscal  year  were  strongly 
aflfected  by  the  Arab  oil  embargo  and  the  quadrupling  of  international 
oil  prices.  Real  growth  turned  negative  at  a  7-percent  annual  rate  in 
the  first  quarter  of  calendar  year  1974  but  declined  only  fractionally 
in  the  succeeding  quarter — the  last  quarter  of  fiscal  1974.  Indeed,  on 
the  gross  domestic  product  basis  real  output  actually  rose  slightly  in  the 
last  quarter  of  fiscal  1974.  The  implicit  GNP  price  deflator  rose  at 
roughly  an  ll-percent  annual  rate  in  the  second  half  of  the  fiscal  year. 

The  oil  embargo  and  consequent  adjustments  tended  to  magnify  the 
extent  of  the  slowdown  in  economic  activity  that  was  actually  taking 
place.  Many — if  not  most — of  the  characteristic  features  of  a  conven- 
tional recession  were  absent.  Monetary  restraint  was  enforcing  a  sub- 
stantial reduction  of  activity  in  the  housing  sector,  but  the  economic 
expansion  still  displayed  considerable  strength  in  many  other  sectors 
of  the  economy.  Inflation  still  appeared  to  be  the  dominating  economic 
problem  by  the  close  of  the  fiscal  year. 

Strong  gains  in  employment  continued  during  the  fiscal  year.  Em- 
ployment rose  by  1.6  million  persons.  Slower  real  growth  and  effects 
stemming  from  the  energy  shortage  did  lead  to  some  increase  in  unem- 
ployment. The  total  unemployment  rate  rose  by  about  i/o  percentage 
point  and  averaged  514  percent  in  the  closing  months  of  the  fiscal  year. 

The  slower  rate  of  real  growth  in  the  economy  during  the  fiscal  year 
was  associated  with  a  decline  in  private  sector  productivity.  To  some 
considerable  degree  this  was  due  to  the  sharp  but  temporary  loss  of 
output  because  of  the  oil  embargo  while  employment  was  relatively 
well  maintained.  The  net  effect  was  about  a  2-percent  decline  in  private 
sector  productivity.  Compensation  per  man-hour  rose  about  8I/2  Per- 
cent, resulting  in  a  IQi/^-percent  increase  in  labor  costs  per  unit  of 
output.  During  the  second  half  of  the  fiscal  year,  labor  costs  per  unit 
of  output  rose  even  more  rapidly — at  about  a  13iA-percent  annual  rate. 

Despite  the  relatively  large  rise  in  employee  compensation,  real 
compensation  per  man-hour  actually  declined  by  about  2  percent  be- 
cause of  the  more  rapid  rise  in  prices.  This  posed  a  difficult  situation 
in  terms  of  inflation  control  since  workers  would  undoubtedly  make 
efforts  to  achieve  an  increase  in  real  wages,  while  labor  costs  per  unit 
of  output  were  already  rising  at  a  very  rapid  pace.  The  appearance  of 
these  storm  clouds  in  the  wage-price  area  only  increased  the  need  to 
achieve  an  early  reduction  of  what  had  become  an  intolerably  rapid 
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rate  of  inflation.  While  public  attention  naturally  tended  to  center 
upon  certain  basic  cost-of-living  items,  it  was  very  disturbing  that 
the  wholesale  price  index  of  industrial  commodities — where  relative 
stability  had  long  been  regarded  as  an  achievable  objective  by  many 
economists — rose  by  22  percent  during  the  fiscal  year. 

Budget  and  Fiscal  Developments 

Fiscal  policy  moved  into  a  moderately  restraining  position  during 
the  course  of  fiscal  1974.  In  the  February  budget,  receipts  were  esti- 
mated at  $270.0  billion  and  outlays  at  $274.7  for  a  deficit  of  $4.7  billion. 
On  the  full-employment  basis,  there  was  a  projected  surplus  of  $4  bil- 
lion. The  actual  results  for  the  year  were  receipts  of  $264.9  and  outlays 
of  $268.4  for  a  deficit  of  $3.5  billion.  On  the  full-employment  basis 
there  was  a  surplus  of  roughly  $10  billion. 

In  general,  the  shift  toward  fiscal  restraint  was  welcome  and  benefi- 
cial in  its  effects.  However,  there  was  some  question  whether  the 
surplus  on  the  full-employment  basis  reflected  a  sufficient  degree  of 
fiscal  restraint,  given  the  strength  of  the  inflation.  The  nominal  surplus 
was  only  i/^  percent  of  gross  national  product  and  was  computed  on 
the  basis  of  the  4-percent  unemployment  rate  which  appeared  increas- 
ingly difficult  to  reconcile  with  satisfactory  price  performance.  At  the 
same  time,  the  acceleration  of  inflation  was  increasing  tax  receipts 
more  rapidly  than  Government  expenditures.  For  this  reason,  too,  the 
full-employment  budget  gave  an  appearance  of  greater  policy  restraint 
than  it  was  in  fact  providing. 

In  the  special  circumstances  of  a  rapid  rate  of  inflation  and  heavy 
pressure  on  financial  markets,  there  was  also  the  question  whether  the 
unified  budget  concept  was  sufficiently  revealing  as  to  the  full  impact 
of  Federal  fiscal  and  financial  activities.  For  example,  the  unified 
budget  deficit  in  fiscal  1974  was  $3.5  billion  and  $4.1  billion  in  net  funds 
were  raised  in  the  securities  markets  by  the  issuance  of  U.S.  Govern- 
ment securities.  In  addition,  however,  federally  sponsored  agencies 
raised  $18  billion  in  net  funds  to  carry  on  a  range  of  federally  spon- 
sored credit  programs.  U.S.  Government  and  federally  sponsored 
agency  securities  together  accounted  for  more  than  40  percent  of  total 
funds  raised  in  the  capital  markets  during  fiscal  1974,  and  the  propor- 
tion had  been  nearly  60  percent  in  fiscal  1973.  It  was  becoming  increas- 
ingly apparent  that  a  broader  view  of  fiscal  and  financial  impact  was 
necessary  in  order  to  fully  appraise  the  growing  Federal  influence  on 
the  credit  markets  and  the  economy  generally. 

Domestic  Finances 

Credit  markets  remained  under  considerable  pressure  throughout 
the  fiscal  year.  About  $180  billion  in  total  funds  was  raised,  down  only 
slightly  from  $195  billion  in  fiscal  1973.  These  large  flows  occurred 
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during  much  of  fiscal  1974  in  an  environment  of  rapidly  rising  interest 
rates.  Short-term  market  rates  eased  somewliat  in  the  early  months  of 
the  fiscal  year  and  by  midyear  there  were  numerous  private  forecasts 
of  a  declining  rate  pattern.  Instead,  interest  rates  moved  higher  across 
the  board  during  the  second  half  of  the  fiscal  year. 

By  the  close  of  the  fiscal  year,  short-term  market  rates,  such  as 
commercial  paper,  the  bank  prime  rate,  and  Federal  funds  were  in  the 
11  to  13  percent  range.  These  private  rates  were  well  above  the  3- 
month  Treasury  bill  which  was  below  8  percent  at  the  time.  This 
reflected  some  technical  factors  and  a  widespread  investor  demand  for 
security  and  liquidity  which  made  the  Treasurj^  bill  a  particularly 
desirable  instrument.  Long-term  interest  rates  rose  by  smaller  amounts 
but  ended  the  fiscal  year  at  or  near  record  highs.  New  Aa  corporate 
bonds  were  close  to  10  percent,  tax-free  municipals  around  614  per- 
cent, and  new  home  mortgages  above  9  percent. 

Domestic  financial  markets  continued  to  function  satisfactorily  dur- 
ing the  fiscal  year  despite  the  strains  imposed  by  heavy  credit  demands 
and  high  interest  rates.  The  equity  and  long-term  debt  markets  were 
affected  adversely  by  the  continuation  of  high  rates  of  inflation  and 
real  estate  financing  became  increasingly  difficult.  However,  no  wide- 
spread financial  failures  occurred  and  the  fairly  unique  difficulties 
encountered  by  the  Franklin  National  Bank  were  prevented  from 
spreading  more  broadly  into  the  commercial  banking  system. 

Marketable  Treasury  issues  increased  by  $3.6  billion  in  fiscal  1974. 
Foreign  investments  in  special  nonmarketablo  issues  declined  by  $3.4 
billion.  Savings  bonds  outstanding  increased  in  the  fiscal  year  by  $2.5 
billion. 

All  coupon-bearing  Treasury  securities  were  sold  by  auctions  in  1974, 
with  note  offerings  sold  by  the  regular  auction  procedures  emi)loyed 
for  Treasury  bills  and  the  year's  four  offerings  of  long-term  bonds 
using  uniform-price  auctions. 

The  cycle  of  2-year  note  offerings,  maturing  at  the  end  of  calendar 
quarters,  was  reinstituted  in  fiscal  1974,  and  at  year's  end,  only  two 
maturities  in  the  full  cycle,  March  31,  and  June  30,  1975,  remained 
unfilled.  In  fiscal  1974,  the  Treasury  also  completed  the  cycle  of  52- 
week  bills  begun  the  preceding  year,  offering  the  final  July  30,  1974, 
bill  in  the  cycle  on  October  9, 1973. 

Also  in  the  area  of  Federal  finance,  the  Federal  Financing  Bank 
was  created  by  the  Federal  Financing  Bank  Act  of  1973  (Public  Law 
93-224,  signed  December  29,  1973;.  In  addition  to  improving  the 
coordination  of  Federal  and  federally  assisted  borrowings  from  the 
public  with  the  overall  economic  and  fiscal  policies  of  tlie  Government, 
the  bank  wnll  also  reduce  the  costs  of  Federal  and  federally  assisted 
borrowings  from  the  public  and  assure  that  such  borrowings  are 
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financed  in  a  manner  least  disruptive  of  private  financial  markets  and 
institutions. 

The  Federal  Financing  Bank  is  under  the  general  supervision  of  the 
Secretary  of  the  Treasury  who  is  the  Chairman  of  the  Board  of  the 
bank,  as  provided  in  the  act.  On  May  6,  1974,  the  President  appointed 
the  remaining  members  of  the  Board  of  Directors  and  the  members 
of  the  Advisory  Council.  The  Council  was  created  to  provide  advice 
and  assistance  to  the  Board  of  Directors  of  the  bank.  The  organization 
chart  on  page  449  specifies  the  members  of  the  Board,  the  Advisory 
Council,  and  the  officers  of  the  bank.  All  positions  are  ex  officio. 

The  Federal  Financing  Bank  is  authorized  under  the  act  to  purchase 
and  sell  any  obligation  which  is  issued,  sold,  or  guaranteed  by  a  Federal 
agency.  On  May  24,  1974,  the  bank  made  a  commitment  with  the 
Department  of  Health,  Education,  and  Welfare  to  purchase  from 
HEW  up  to  $27.6  million  of  notes  acquired  by  HEW  public  agencies 
under  the  medical  facilities  loan  program  (Hill-Burton).  These  notes 
carry  maturities  up  to  25  years  and  were  purchased  by  the  bank  at  an 
interest  rate  of  8%  |>ercent.  The  bank  purchased  a  $100  million  91-day 
note  from  the  Student  Loan  Marketing  Association  on  June  4, 1974,  at 
an  interest  rate  of  8.975  percent.  Both  the  "Sallie  Mae"  and  Hill-Burton 
notes  are  guaranteed  by  the  Department  of  Health,  Education,  and 
Welfare.  Also  during  fiscal  1974,  on  June  27, 1974,  the  Federal  Financ- 
ing Bank  bought  $500  million  of  Postal  Service  1-year  obligations  at 
an  interest  rate  of  9.305  percent. 

International  Affairs 

During  the  fiscal  year  ended  June  30, 1974,  the  international  economic 
and  financial  system  was  subjected  to  the  most  severe  shocks  and  strains 
since  the  years  immediately  following  World  War  II.  Inflation  reached 
unprecedented  peacetime  levels  in  many  industrial  countries,  and  bal- 
ance of  payments  deficits  on  current  account  suddenly  appeared  at  an 
annual  rate  of  about  $50  billion  a  year  for  the  oil-importing  countries 
taken  together,  as  a  result  primarily  of  the  quadrupled  price  of  im- 
ported oil.  Bad  weather  contributed  to  food  shortages  that  intensified 
inflationary  problems.  At  the  same  time,  economic  growth  in  the  indus- 
trial nations  slowed  down  generally  in  spite  of  the  steeply  rising  infla- 
tion. Serious  distress  confronted  a  number  of  poorer  developing 
countries  forced  to  compete  for  higher  priced  oil  and  other  necessary 
imports  in  world  markets. 

All  these  developments  presented  a  major  challenge  to  those  respon- 
sible for  economic  and  financial  policies  and  relations,  as  well  as  to  the 
business  and  banking  communities.  The  need  for  effective  and  enlight- 
ened international  cooperation  was  clearly  underlined  and  intensified 
in  the  face  of  these  shocks  and  strains. 
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Worldwide  infation. — By  April  1974,  year-to-year  comparisons  of 
consumer  prices,  in  terms  of  annual  rates  of  increase,  had  nearly 
doubled  in  the  United  States  to  10  i)ercent,  hud  likewise  doubled  to  24 
percent  in  Japan,  and  had  reached  10  to  15  percent  in  most  European 
industrial  countries.  Germany  was  an  exception,  holding  its  year-to- 
year  comparison  to  7  percent,  and  a  few  of  the  smaller  European  indus- 
trial countries  had  not  crossed  into  double-digit  inflationary  territory 
by  April  1974. 

Consumer  prices  began  to  rise  at  an  accelerating  pace  in  seven  major 
industrial  countries  ^  in  the  .first  half  of  1973,  rising  from  an  increase 
of  4  percent  in  1972  over  1971,  to  an  annual  rate  of  change  of  about 
7  percent  in  January-June  1973,  to  about  10  percent  in  July-December 
1973,  and  to  about  15  percent  in  January-June  1974.  At  the  same  time, 
the  growth  of  real  gross  national  product  in  these  seven  countries 
slowed  down  markedly,  from  the  cyclically  high  figure  of  8  percent 
per  annum  in  January-June  1973,  to  3  percent  in  July-December  1973, 
and  approached  zero  or  a  negative  figure  in  January-June  1974.  This 
coincidence  of  sharply  rising  prices  with  declining  real  growth  has 
markedly  intensified  the  difficulties  in  developing  and  applying  effec- 
tive anti-inflationary  policies  in  the  industrial  countries. 

Moreover,  the  rise  in  consumer  prices  was  markedly  slower  tiian  the 
very  sharp  upward  trend  in  agricultural  and  other  primary  commodi- 
ties, excluding  oil,  that  enter  into  world  trade.  This  suggests  thai  the 
pressure  on  world  supplies  of  these  basic  commodities  was  particularly 
intense.  In  calendar  year  1973  dollar  prices  for  35  major  commodities 
(excluding  petroleum)  tabulated  by  the  International  Bank  were  about 
50  percent  higher  on  average  than  in  calendar  year  1972,  and  continued 
to  advance  sharply  in  the  first  quarter  of  1974.  With  such  a  wide 
divergence  between  the  price  movements  of  basic  commodities  and  of 
consumer  prices,  the  economic  system  was  structurally  distorted.  Con- 
sumer prices  were  being  pushed  upward  by  the  high  cost  of  primary 
products.  As  the  year  1974  progressed,  slower  rates  of  economic  expan- 
sion in  the  United  States,  Japan,  and  Europe  began  to  ease  the  pres- 
sure on  supplies  of  primary  commodities.  Prices  of  some  of  these 
commodities  began  to  turn  downward  in  the  second  quarter  of  1974, 
thus  narrowing  the  spread  between  the  price  advances  of  basic  goods 
and  of  final  consumer  goods.  However,  after  the  end  of  the  fiscal  year, 
severe  drought  in  the  I'nited  States  gave  a  renewed  upward  thrust 
to  prices  of  some  basic  foodstuffs. 

By  far  the  most  severe  rise  in  commodity  prices  during  the  year  was 
the  quadrupling  of  crude  oil  prices  late  in  1973,  by  a  decision  of  the 
OPEC  group  of  oil-exporting  countries.  This  had  the  effect  of  abruptly 
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improving  the  terms  of  trade  of  these  countries  vis-a-vis  the  rest  of 
the  world.  It  also  brouoht  sudden  and  massive  changes  in  the  struc- 
ture of  world  payments,  making  the  oil  producers  supercreditors  vis- 
a-vis the  rest  of  the  world  on  an  unprecedented  scale,  and  forcing 
nearly  all  other  countries  into  deficit  in  varying  amounts  in  their  cur- 
rent international  accounts  in  terms  of  goods  and  services. 

This  large  and  perpendicular  rise  in  oil  costs  placed  an  additional 
severe  inflationary  pressure  on  costs,  and  reduced  consumers'  real  in- 
come all  over  the  world.  Reaction  to  the  resulting  reduction  in  living 
standards  from  the  sharply  higher  costs  of  energy,  as  well  as  other 
primary  goods,  stimulated  accelerated  wage  demands  around  the 
world,  and  this  in  turn  contributed  to  rising  prices  of  finished  goods. 
In  other  words,  the  economic  system  tended  to  resist  the  distortion 
in  the  structure  of  relative  prices  and  costs  in  favor  of  oil  and  primary 
goods,  and  this  was  one  major  source  of  heightened  inflationary  pres- 
sures in  all  the  consuming  countries. 

These  inflationary  shocks  attained  a  severity  rarely,  if  ever,  encoun- 
tered in  the  industrial  countries  in  peacetime  in  the  past.  The  principal 
offsetting  tendency  has  come  from  the  slower  pace  of  economic  ac- 
tivity in  industrial  countries.  Interest  rates  in  monetary  terms  have 
risen  in  major  countries  along  with  prices,  thus  giving  more  protection 
against  inflation  to  new  savings.  Calculated  in  terms  of  command  over 
goods,  interest  rates  are  much  lower  or  even  negative  in  some  cases. 
Investors  in  older  fixed-interest  securities  and  recipients  of  fixed 
incomes  generally  are  suffering  severely  as  the  real  value  of  their  assets 
or  incomes  has  declined  sharply. 

Higher  monetary  interest  rates  have  contributed  to  slowing  down 
some  activity,  particularly  in  housing  construction,  in  a  number  of 
countries.  At  the  same  time  the  fiscal  stimulus  to  major  economies  has 
been  tapering  off  in  some  cases,  as  budgetary  revenues  have  risen 
faster  than  expenditures.  Moreover,  the  higher  relative  costs  of  energy 
and  other  basic  goods  means  that  consumer's  in  importing  countries 
now  have  less  money  to  spend  on  other  things. 

The  stresses  to  which  the  world  economy  has  been  subjected  in  the 
fiscal  year  have  heightened  the  realization  of  common  problems  and 
called  attention  to  the  need  for  an  internationally  cooperative  ap- 
proach to  the  growing  spectrum  of  threats  to  international  progress. 

Balance  of  payments  changes. — Against  this  background  of  a  new 
dimension  of  inflation,  and  of  severe  structural  changes  in  relative 
prices,  balance  of  payments  positions  on  current  account  are  in  a  state 
of  flux.  Nearly  all  oil-consuming  countries  have  faced  the  prospect  of 
substantial  deficits  in  their  trade  and  current  accounts.  Some  esti- 
mates of  the  combined  current  account  surpluses  of  oil-producing 
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countries  in  calendar  year  1974,  at  current  prices  for  oil,  have  l)een  put 
as  high  as  $55-$65  billion,  as  against  about  $5  to  $6  billion  in  1973. 
In  any  case  the  change  in  world  payments  between  fiscal  1973  and 
fiscal  1974  dwarfs  by  far  past  year-to-year  shifts  in  current  account 
positions,  at  least  since  the  early  postwar  period.  Along  with  others, 
the  United  States  is  experiencing  a  worsening  in  its  trade  and  current 
account  position,  though  its  agricultural  export  potential  has  provided 
some  offsetting  support. 

In  varying  degrees,  the  oil-producing  countries  are  expected  to 
acquire  far  more  receipts  than  tliey  can  spend  on  imported  goods  and 
services.  Thus  a  very  large  share  of  their  receipts  must  be  reinvested 
outside  their  own  territories.  To  the  extent  that  these  reinvested 
receipts  are  either  held  directl}-  in,  or  recycled  through  private  or 
official  relending  into  the  various  oil-importing  countries  from  which 
they  originated,  they  need  not  put  pressure  on  gross  reserves  or  on 
exchange  rates. 

The  most  serious  difficulties  confront  poorer  developing  countries, 
whose  access  to  private  sources  of  international  finance  may  be  limited. 
They  are  dependent  on  special  concessional  financing,  and  this  requires 
the  cooperation  of  stronger  countries.  Such  assistance  from  the  new 
surplus  countries — the  oil  producers — has  been  initiated,  but  the  terms 
have  not  been  sufficiently  concessional  in  some  cases  and  such  assistance 
has  not  yet  been  made  available  to  many  poor  countries. 

Exchange  rates  and  reserve  changes. — Despite  the  stresses  and 
strains  of  rapidly  changing  payments  positions,  the  exchange  mar- 
kets showed  themselves  resilient  under  the  system  of  widespread  man- 
aged floating  rates  that  prevailed  during  the  past  year.  There  were 
swings  during  the  year,  but  when  individual  exchange  rate  changes 
vis-a-vis  the  dollar  are  weighted  to  reflect  the  relative  value  of  U.S. 
trade  with  major  individual  trading  partners  that  are  members  of  the 
Organization  for  Economic  Cooperation  and  Development  (OECD), 
the  dollar  appreciated  by  about  3  percent  during  the  fiscal  year.  More- 
over, during  the  year  the  maximum  movement  on  this  weighted  aver- 
age basis  was  little  more  than  5  percent  on  each  side  of  the  middle  rate 
for  the  year.  Fluctuations  in  the  dollar  rates  for  some  individual  cur- 
rencies were  wider,  with  some  currencies  such  as  the  German  deutsche 
mark  and  the  Canadian  dollar  appreciating  during  the  year,  while  the 
French  franc,  Italian  lira,  and  Jai)anese  yen  declined  moderately  in 
terms  of  the  dollar.  As  compared  with  May  29,  1970,  the  trade- 
weighted  exchange  rate  for  the  dollar  had  depreciated  16.5  percent,  as 
of  June  30,  1974,  in  terms  of  the  currencies  of  other  OECD  countries 
as  a  group,  and  was  down  on  the  average  about  10  percent  when  meas- 
ured against  the  currencies  of  all  of  our  trading  partners  taken 
together. 
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Under  the  system  of  managed  floating,  not  all  changes  in  the  private 
demand  for  and  supply  of  currencies  exerted  their  influence  on  ex- 
change rates.  Some  gains  and  losses  of  reserves  took  place.  After  the 
sharp  increase  in  oil  prices,  Italy,  the  United  Kingdom,  and  France 
borrowed  heavily  in  the  Eurocurrency  market  and  substantial  amounts 
of  additional  reserves  became  available  for  supporting  their  curren- 
cies in  this  way.  Nevertheless,  there  was  some  leveling  off  in  the  up- 
ward trend  of  global  reserves.  In  terms  of  special  drawing  rights 
(SDR's),  global  reserves  (excluding  Communist  countries)  were  esti- 
mated by  the  IMF  at  about  SDR  165  billions  (nearly  $200  billion)  at 
the  end  of  June  1974,  up  about  9  percent  from  a  year  earlier.  This  com- 
pares with  an  increase  of  about  12  percent  in  the  fiscal  year  1972-73. 
The  reported  reserves  of  10  major  oil-producing  countries  rose  by 
nearly  $17  billion,  while  the  reserves  of  the  rest  of  the  world  remained 
at  about  the  level  of  the  previous  year.  However,  the  industrial  coun- 
tries as  a  group  saw  a  decline  of  $4.5  billion  in  their  aggregate  pub- 
lished reserves. 

Money  m^arkets  and  international  investment. — In  money  and  cap- 
ital markets,  interest  rates  at  both  short  and  long  term  rose,  though  by 
varying  amounts,  in  most  industrial  countries.  However,  during  the 
first  half  of  the  fiscal  year,  rates  of  interest  in  many  countries  did  not 
equal  or  exceed  the  annual  percentage  rise  in  the  cost  of  living,  so 
that  in  terms  of  real  purchasing  power,  the  creditor  was  often  losing 
rather  than  gaining.  Towards  the  end  of  the  fiscal  year  interest  rates 
in  major  countries  appeared  to  have  become  more  closely  bunched  at 
higher  levels,  though  hovering  not  far  above  or  below  the  correspond- 
ing rates  of  rise  in  consumer  prices. 

The  trend  toward  a  closer  integration  of  capital  markets  in  indus- 
trial countries,  and  the  concomitant  drawing  together  of  interest  rates, 
was  given  added  impetus  through  the  phasing  out  and  final  removal 
of  the  U.S.  program  of  restraints  on  capital  outflow.  On  November  27, 
1973,  and  again  on  December  26,  1973,  the  Commerce  Department 
relaxed  the  foreign  direct  investment  regulations,  and  at  the  end  of 
December  the  Department  of  the  Treasury  and  the  Federal  Reserve 
Board  liberalized  the  interest  equalization  tax  and  the  voluntary  for- 
eign credit  rcvStraint  guidelines.  Later,  on  January  29,  1974,  these 
three  programs  were  effectively  terminated,  except  for  certain  re- 
maining statistical  reporting  requirements.  The  legal  authority  for 
the  Interest  Equalization  Act,  initiated  in  1963,  expired  on  June  30, 
1974. 

These  actions  by  the  United  States  and  the  easin<r  of  inward  or  out- 
ward capital  controls  in  Germany  and  some  other  countries  have 
facilitated  the  international  movement  of  funds  in  response  to  rates 
of  return  on  capital.  At  the  same  time,  the  more  frequent  and  wider 
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movements  of  exchange  rates  under  the  managed  floating  rate  system 
now  prevailing  help  to  dampen  large  movements  of  funds  into  and 
out  of  official  reserves  in  response  to  ditfering  degrees  of  credit  re- 
straint and  difl'ering  payments  developments  among  industrial  coun- 
tries. 

The  United  States  is  continuing  to  participate  actively  in  studies  of 
international  investment  and  multinational  corporations  being  con- 
ducted by  the  OECD.  Those  studies  have  focused  on  three  main  as- 
i^ects:  (1)  National  treatment  for  foreign  investors,  (2)  government 
policies  regarding  incentives  and  disincentives,  and  (3)  issues  per- 
taining to  multinational  corporations. 

Legislation  is  pending  in  the  Congress  tliat  would  authorize  the 
Treasury  and  Commerce  Departments  to  conduct  studies  of  foreign 
direct  and  portfolio  investment  in  the  United  States.  In  this  connection. 
Treasury  and  Commerce  are  planning  benchmark  surveys  to  improve 
the  statistic^al  data.  Treasury  will  conduct  the  survey  on  portfolio  in- 
vestment in  the  United  States,  which  was  last  surveyed  partially  in 
1949,  updating  the  basic  census  of  1941. 

International  monetary  reform. — During  the  year  a  Committee  of 
20  Governors,  representing  at  the  political  level  the  20  constituencies 
into  which  the  126  members  of  the  International  Monetary  Fund 
were  divided,  actively  pursued  this  subject.  The  group  met  both  at  the 
Ministerial  level  and,  more  frequently,  at  the  Deputies  level.  During 
the  first  half  of  the  fiscal  year,  the  group  concentrated  on  an  Outline  of 
a  long-range  monetary  system  based  on  stable  but  adjustable  par 
values,  with  floating  exchange  rates  in  particular  situations. 

This  draft  Outline,  published  fii-st  on  the  responsibility  of  the  Chair- 
man of  the  Committee  in  September  1973,  among  other  ideas,  dealt 
with  proposals  made  by  the  U.S.  representatives  designed  to 
strengthen  the  resix)nsibility  for  surplus  as  well  as  deficit  countries  to 
correct  excessive  payments  imbalances.  To  this  end  the  United  States 
had  proposed  that  the  International  Monetary  Fund  develop  a  system 
of  reserve  indicators,  under  which  disproportionately  large  gains  or 
losses  of  reserves  would  activate  international  incentives  and  pres- 
sures to  reduce  surpluses  or  deficits,  unless  the  Fund  found  overriding 
reasons  not  to  apply  such  pressures.  The  Outline  also  supported  the 
view  that  the  SDK's  in  the  Fund  should  have  a  larger  role  in  world 
reserves  in  the  future,  while  less  reliance  should  be  placed  upon  gold 
and  foreign  currency  reserves,  and  it  discussed  various  other  aspects  of 
a  proposed  system,  but  without  formally  committing  the  members  of 
the  Committee  to  its  proposals. 

Following  the  quadrupling  in  the  price  of  oil  in  the  latter  part 
of  the  calendar  year,  it  became  increasingly  doubtful  that  countries 
were  prepared  to  undertake  formal  commitment  to  the  responsibili- 
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ties  and  obligations  of  a  detailed  monetary  system  in  view  of  the  uncer- 
tain and  severe  payments  positions  that  faced  most  oil-consuming 
countries.  The  Committee,  during  January-June  197-i,  therefore  added 
to  its  Outline  of  a  future  system  certain  proposals  for  improved  inter- 
national cooperation  in  operating  an  interim  monetary  system  charac- 
terized by  managed  floating  rates  in  major  countries.  The  revised  Out- 
line, published  after  the  final  meeting  of  the  Committee  in  June  1974, 
accordingly  included  a  set  of  rules  governing  the  management  of  float- 
ing currencies,  and  revised  the  method  of  valuing  SDK's,  to  establish 
a  daily  value  fixed  by  the  exchange  rates  for  a  given  "basket,"  or  col- 
lection, of  16  leading  currencies.  Also  the  Committee  made  provision 
for  an  Interim  Committee  of  20  Governors  and  IMinisters  to  succeed 
itself,  with  a  broad  responsibility  to  oversee  the  international  monetary 
system  as  it  evolves. 

World  trade  and  trade  negotiations. — In  dollar  terms,  the  value  of 
world  imports  (c.i.f.)  reached  an  estimated  level  of  about  $600  billion 
in  the  final  quarter  of  the  calendar  year  1973,  a  rise  of  about  40  perc^^nt 
over  the  level  of  the  fourth  quarter  of  1972.  While  the  worldwide  infla- 
tion of  prices  was  largely  responsible  for  such  an  unprecedented  rate  of 
growth  in  values,  the  physical  volume  of  transactions  is  also  estimated 
to  have  advanced  at  a  higher  rate  than  the  average  annual  rise  of  about 
9  percent  in  the  decade  of  the  sixties.  While  global  data  for  the  first 
half  of  1974  were  not  available  at  the  time  of  writing,  the  upward 
trend  in  the  dollar  value  of  imports  became  slightly  less  steep  for  the 
industrial  countries  in  the  first  quarter  of  1974.  This  was  especially 
noticeable  in  Germany,  Canada,  and  Scandinavia.  The  composition  of 
trade  also  began  to  change,  as  the  cost  of  petroleum  rose  much  more 
sharply  than  that  of  other  traded  goods. 

In  the  sphere  of  trade  negotiations,  governments  continued  to  make 
preparations  for  the  multilateral  trade  negotiations  expected  to  begin 
under  GATT  auspices  in  the  fiscal  year  1974-75.  Following  an  inter- 
governmental Ministerial  meeting  in  Tokyo  in  September  1973,  a 
Trade  Negotiations  Committee  of  102  countries  met  and  agreed  on  a 
work  program  to  prepare  for  the  negotiations.  One  important  pre- 
requisite to  progress  in  these  negotiations  was  the  conclusion  in  May  of 
an  agreement  with  the  European  Community  providing  compensation 
to  the  United  States  for  trade  concessions  impaired  when  the  Com- 
munity was  enlarged  from  six  to  nine  members  in  January  1973.  This 
agreement  is  expected  to  become  formally  efi^ective  in  1975. 

Another  prerequisite  for  moving  the  multilateral  trade  negotiations 
into  serious  bargaining  is  passage  of  the  necessary  legislative  authority 
by  Congress.  The  Trade  Reform  Act  of  1973  was  approved  by  the 
House  of  Representatives,  authorizing  the  President  to  negotiate  multi- 
laterally  on  tariff  leduction  and  nontariff  barriers,  and  also  providing 


INTRODUCTION  XXXIII 

authority  to  make  adjustments  in  I'.S.  import  restrictions  when  neciK-d 
to  correct  our  payments  position,  and  to  defend  our  exports  airainst 
foreign  restrictions.  This  letrishition  was  being  considered  in  tiie  Senate 
Finance  Committee  at  the  end  of  June. 

As  one  important  examj^le  of  international  cooperation,  tJie  memheis 
of  the  OE(T)  i)ledged  tliemselves  for  1  year  not  to  resort  to  unihiteial 
trade  measures  designed  to  offset  tlie  immediate  impact  of  tlu'  liigher 
costs  of  petroleum  imports.  This  pledge  was  taken  in  recognition  of  the 
fact  that  the  OECI)  countries  as  a  group  wonld  not  be  able  to  a\oid  a 
large  trade  deficit  with  tlie  oil-exporting  countries  and  unilateral 
restrictive  trade  measures  would  not  only  aggravate  the  problems  of 
other  countries  but,  if  restrictive  action  Ijecame  widesj)read.  it  wonld 
have  a  depressing  effect  on  the  world  economy.  To  fmther  strengthen 
and  prolong  international  coopeiation  in  this  respect,  the  United 
States  i)roi)osed  ameiulments  to  the  ArticU's  of  Agreement  of  the  I  MI*' 
that  would  make  subject  to  prioi-  aj)pro\al  by  the  IMF  any  future 
governmental  actions  taken  to  strengthen  an  indi\idual  country's 
current  account  position  for  balance  of  payments  pur{)oses. 

International  development  lending  institutio/is. — Worldwide  infla- 
tion and  rising  costs  of  basic  materials  and  fnel  have  fallen  with,  special 
severity  on  many  developing  countries.  This  has  underlined  the  need 
for  international  cooperation  in  development  finance,  as  in  other  fields. 

The  Department  of  the  Ti'easury  has  the  responsibility  for  request- 
ing authorizations  and  appropriations  by  the  Congress  for  the  funds 
provided  by  the  United  States  to  the  international  and  regional  devel- 
opment lending  institutions.  These  funds  are  made  available  in  two 
forms.  Capital  subscriptions  provide  funds  that  are  lent  to  l)orrowing 
countries  on  conventional  terms,  while  contributions  to  special  funds 
are  lent  on  concessional  te^ms. 

During  fiscal  1974,  the  Congress  approved  appropriations  under 
previous  congressional  authorizations  amounting  to  $788  million,  as 
against  requests  totaling  $1,113  million  made  by  the  Treasury,  as 
follows : 

($  million) 

Requested        Appro-         Differ- 
priated  ence 

Capital  subscription: 

Inter-American  Development  Bank 193  193 

For  concessional  lending: 

International  Development  Association _ 

Asian  Development  Fund 

Fund  for  Special  Operations  of  Inter- 
American  Development  Bank 

Total 1,113  788  325 


320 
100 

320   . 
50 

.55 

500 

1 

225 

275 

553-554  O  -  74  -  3 
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Looking  to  the  future,  the  Treasurj^  requested  authorizations  for 
fiscal  1975  and  subsequent  years  totaling  $1,927  million  from  the  Con- 
gress, as  follows : 

(5  million) 
Capital  subscription : 

Asian  Development  Bank  (in  three  annual  installments) 362 

Concessional  lending : 

International  Development  Association  (in  four  annual  installments 

fiscal   1976-79) 1,  500 

Asian  Development  Fund 56 

African  Development  Fund 15 

Total    1.927 

In  July  1974,  the  Congress  completed  authorizing  legislation  cover- 
ing the  $1,500  million  for  the  International  Development  Association, 
reversing  a  rejection  of  the  request  by  the  House  of  Representatives 
early  in  the  calendar  year. 

The  level  of  lending  activity  in  terms  of  current  dollars  increased  in 
all  the  institutions  except  the  International  Development  Association, 
which  was  down  about  $250  million,  or  20  percent.  The  World  Bank 
increased  its  lending  by  more  than  a  billion  dollars,  to  $3,218  million, 
up  57  percent  from  the  previous  year.  Commitments  of  the  Inter- 
Amei'ican  Development  Bank  rose  46  percent  to  more  than  $1  billion, 
and  the  more  recently  formed  Asian  Development  Bank  increased 
lending  by  25  percent. 

As  their  operations  have  grown,  each  of  the  institutions  has  estab- 
lished, or  is  considering  establishment  of,  an  independent  unit  respon- 
sible for  the  audit  and  evaluation  of  that  institution's  projects,  pro- 
cedures, policies,  and  performance.  The  United  States  has  strongly 
supported  such  review  procedures. 

Conclusion 

Domestically,  inflation  was  the  dominant  economic  problem  during 
the  fiscal  year.  By  the  close  of  the  fiscal  year,  the  economy  had  slowed 
down  but  retained  considerable  forward  momentum.  A  period  of 
adjustment  was  clearly  in  prospect  but  one  which  might  not  conform 
in  all  respects  to  the  traditional  economic  recessions  of  the  past. 

In  the  international  economy,  the  immediate  outlook  for  the  indus- 
trial nations  seemed  to  be  the  continuation  of  high  rates  of  inflation 
and  sluggish  economic  performance.  The  longer  term  economic  out- 
look internationally  was  rendered  somewhat  uncertain  by  the  scale 
of  the  increase  in  international  oil  prices  and  the  balance  of  payments 
and  other  adjustments  that  would  seemingly  be  required.  However, 
private  markets  functioned  relatively  smoothly  during  the  year  and 
cooperative  eflForts  were  proceeding  to  deal  with  the  new  problems  that 
had  emerged. 
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FINANCIAL  OPERATIONS 

Summary 

On  the  unified  budget  basis  the  deficit  for  fiscal  1974  was  $3.5  bil- 
lion. Net  receipts  for  fiscal  1974  amounted  to  $264.9  billion  ($32.7  bil- 
lion over  1973)  and  outlays  totaled  $268.4  billion  ($21.9  billion  over 
1973). 

Borrowing  from  the  public  amounted  to  $3.0  billion  as  a  result  of 
(1)  the  $3.5  billion  deficit,  (2)  a  $2.5  billion  decrease  in  cash  and  mon- 
etary assets,  and  (3)  a  $2.1  billion  decrease  in  other  means  of  financing. 

As  of  June  30,  1974,  Federal  securities  outstanding  totaled  $487 
billion,  comprised  of  $475  billion  in  public  debt  securities  and  $12 
billion  in  agency  securities.  Of  the  $487  billion,  $346  billion  repre- 
sented borrowing  from  the  public.  The  Government's  fiscal  operations 
in  fiscal  years  1973-74  are  summarized  as  follows : 

[In  billions  of  dollars] 

1973  1974 

Budget  receipts  and  outlays: 

Receipts 232.  2         264.  9 

Outlays 246.  5         268.  4 


Budget  deficit  (-) -14.3         -3.5 


Means  of  financing: 

Borrowing  from  the  public 19.3             3.0 

Decrease  or  increase  (  — )   in  cash  and  other  monetary 

assets —.8             2.5 

Other  means: 

Increment  on  gold  and  seigniorage .4             1.5 

Outlays  of  off-budget  Federal  agencies — .6         —  2.  7 

Other -4.1           -.9 

Total  budget  financing 14.  3             3.  5 
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THE  BUDGET 
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Receipts 

Total  budget  receipts  amounted  to  $264.9  billion  in  fiscal  1974 — 
$32.7  billion,  or  approximately  14  percent,  above  the  fiscal  1973  figure 
of  $232.2  billion.  Revenue  from  all  categories  of  receipts  increased, 
primarily  reflecting  expanding  incomes  and  profits. 

A  comparison  of  net  budget  receipts  by  major  source  for  fiscal  years 
1973  and  1974  is  shown  in  the  table  below. 

[In  millions  of  dollars] 


1973 


1974 


Increase 


Individual  income  taxes 

Corporation  income  taxes _  _ 

Employment  taxes  and  contributions _ . 

Unemployment  insurance _ _ 

Contributions  for  other  insurance  and  retirement _ 

Excise  taxes 

Estate  and  gift  taxes _ 

Customs  duties 

Miscellaneous  receipts 

Total  budget  receipts _ 232, 225 


103, 246 

118,952 

15,  706 

36, 153 

38, 620 

2,467 

54,876 

65,892 

11,016 

6,a51 

6,837 

785 

3,614 

4,051 

437 

16,260 

16,844 

584 

4,917 

5,035 

118 

3,188 

3,334 

146 

3,921 

5,369 

1,448 

264, 932 


32,707 


Projected  estimates  of  receipts  to  future  years,  required  of  the  Sec- 
retary of  the  Treasury,  are  shown  and  explained  in  the  President's 
budget. 
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Individual  income  taxes. — Individual  income  taxes  equaled  $119.0 
billion  in  fiscal  1974,  $15.7  billion  more  than  in  fiscal  1973  reflecting  a 
sharp  rise  in  incomes. 

Corporation  income  taxes. — Fiscal  1974  corporation  income  tax  re- 
ceipts rose  to  $38.6  billion — $2.5  billion,  or  about  7  percent,  above  the 
corresponding  fiscal  1973  amount.  The  increase  reflected  rising  profits 
offset  to  some  degree  by  liberalized  depreciation  guidelines  and  by  the 
1971  legislation  permitting  a  new  investment  credit. 

Employment  taxes. — Employment  taxes  amounted  to  $65.9  billion 
in  fiscal  1974,  $11.0  billion  above  such  receipts  in  fiscal  1973.  The  20- 
percent  rise  is  attributable  to  expanding  payrolls  and  number  of 
people  employed,  as  well  as  to  the  effects  of  increases  in  the  social  se- 
curity taxable  earnings  base  and  tax  rate,  both  effective  January  1, 
1^73.  Also,  the  effect  of  the  January  1.  1074.  l)aso  increase  was  pai'tly 
realized  in  fiscal  1974. 

Unemployment  insui^ance. — These  receipts  totaled  $6.8  billion  in 
fiscal  1974 — $0.8  billion,  or  13  percent,  above  the  1973  figure.  The  in- 
crease resulted  from  changes  in  employment  experience  withiii  States 
and,  to  a  lesser  degree,  from  higher  unemployment  tax  rates. 

Contributions  for  other  insurance  and  retirenient. — Such  fiscal  1974 
contributions  amounted  to  $4.1  billion,  $0.4  billion  more  than  in  1973. 
Increases  in  lx)th  medical  insurance  premiums  for  the  aged,  and  Fed- 
eral employees  retirement  deductions  accounted  for  the  rise. 

Excise  taxes. — Excise  taxes  increased  from  $16.3  billion  in  fiscal 

1973  to  $16.8  billion  in  fiscal  1974.  Tlie  growth  in  excises  was  dampened 
by  the  year-to-year  reduction  in  the  general  telephone  tax  rate. 

Estate  and  gift  taxes. — Estate  and  gift  tax  receipts  totaled  $5.0  bil- 
lion, $0.1  billion  more  than  in  fiscal  1973. 

Customs  duties:. — (^ustoms  duties  increased  by  $0.1  billion  in  fiscal 

1974  to  $3.3  billion. 

Miscellaneous  receipts. — Miscellaneous  receipts  grew  to  $5.4  billion 
in  fiscal  1974,  rising  from  $3.9  billion  in  1973.  The  increase  was  pri- 
marily due  to  larger  deposits  of  earnings  by  the  Federal  Reserve 
System. 

Outlays 

Total  outlays  in  fiscal  1974  were  $268.4  billion  (compared  with 
$246.5  billion  for  1973).  Outlays  for  fiscal  1974,  by  major  agency,  are 
compared  to  those  of  1973  in  the  following  table.  For  details  see  the 
Statistical  Appendix. 
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[In  millions  of  dollars] 


1973 


1974 


Increase,  or 
decrease  (— ) 


Funds  appropriated  to  the  President 3,733  4,016  282 

Agriculture  Department _ 10,028  9,767  -262 

Defense  Department 75,000  79,307  4,307 

Health,  Education,  and  Welfare  Department 82,042  93,736  11,692 

Housing  and  Urban  Development  Department 3, 592  4, 786  1, 194 

Labor  Department 8,639  8,966  328 

Transportation  Department... 8,183  8,112  —71 

Treasury  Department 30,983  35,993  5,010 

Atomic TInergy  Commission 2,393  2,307  -86 

National  Aeronautics  and  Space  Administration 3, 311  3, 252  —59 

Veterans  Administration 11,968  13,337  1,369 

Other 15,031  14,708  -323 

Undistributed  intrabudgetary  transactions -8,378  -9,893  -1,516 

Total  outlays. - --.  246,526  268,392  21,866 


Cash  and  monetary  assets 

On  June  30,  1974,  cash  and  monetary  assets  amounted  to  $15.9  bil- 
lion, a  decrease  of  $2.5  billion  compared  with  fiscal  1973.  The  balance 
consisted  of  $10.5  billion  in  the  general  account  of  the  U.S.  Treasury 
(this  balance  was  $3.4  billion  less  than  June  30,  1973,  and  included 
$0.1  billion  net  transactions  in  transit  as  of  June  30)  ;  $4.3  billion  with 
other  Government  officers  ($0.3  billion  more  than  1973)  ;  and  $1.1 
billion  with  the  International  Monetary  Fund  ($0.6  billion  more  than 
1973).  For  a  discussion  of  the  assets  and  liabilities  of  the  Treasury's 
account  see  page  121.  The  transactions  affecting  the  account  in  fiscal 
1974  follow : 


Transactions  affecting  the  account  of  the  U.S.   Treasury,  fiscal  1974 
[In  millions  of  dollars] 

Balance  June  30,  1973 13 ,  854 

Less:  In  transit  at  June  30,  1973 112 

Excess  of  deposits,  or  withdrawals  (  — ),  budget,  trust,  and 
other  accounts: 

Deposits 290,625 

Withdrawals  (-) 301,748 

-11,123 

Excess  of  deposits,   or  withdrawals   (  — ),   public  debt  ac- 
counts: 

Increase  in  gross  public  debt 16,918 

Deduct: 

Excess  of  Government  agencies'  invest- 
ments in  public  debt  issues 16,267 

Accruals  on  savings  and  retirement  plan 
securities  and  Treasury  bills  (included 
in     increase     in     gross     jjublic     debt 

above) 11, 375 

Certain  public  debt  redemptions  (in- 
cluded above  in  withdrawals,  budget, 

trust,  and  other  accounts) — 8,921 

Net  deductions 18,721 

-1,803 

Excess  of  sales  of   Government  agencies'  securities  in  the 

marlcet 13, 262 

Net  transactions   in   clearing  accounts    (documents  not  received   or 

classified  by  the  U.S.  Treasury) — 3, 725 

Net  transactions  in  transit 121 

Balance  June  30,  1974 10,473 
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Corporations  and  other  business-type  activities  of  the  Federal  Government 

The  business-type  programs  wliich  Government  corporations  and 
agencies  administer  are  financed  by  various  means:  Appropriations 
(made  available  directly  or  in  exchange  for  capital  stock) ,  borrowings 
from  either  the  U.S.  Treasury  or  the  public,  or  by  revenues  derived 
from  their  own  operations. 

Corporations  or  agencies  having  legislative  authority  to  borrow 
from  the  Treasury  issue  their  formal  securities  to  the  Secretary  of 
the  Treasury.  Amounts  so  borrowed  and  outstanding  are  reported  as 
liabilities  in  the  periodic  financial  statements  of  the  Government  cor- 
porations and  agencies.  In  fiscal  1974.  borrowings  from  the  Treasury, 
exclusive  of  refinancing  transactions,  totaled  $10.7  billion,  repayments 
were  $10.4  billion,  and  outstanding  loans  on  June  30,  1974,  totaled 
$35.4  billion. 

Those  agencies  having  legislative  authority  to  borrow  fi-om  the 
public  must  either  consult  with  the  Secretary  of  the  Treasury  regard- 
ing the  proposed  offering,  or  have  the  terms  of  the  securities  to  be 
offered  approved  by  the  Secretary. 

During  fiscal  1974,  Congress  granted  $4.3  billion  in  new  authority 
to  borrow  from  the  Treasury  and  slightly  reduced  existing  authority 
which  resulted  in  a  net  increase  of  $4.2  billion.  The  status  of  borrowing 
authority  and  the  amount  of  corporation  and  agency  securities  out- 
standing as  of  June  30,  1974,  are  shown  in  the  Statistical  Appendix. 

Unless  otherwise  specifically  fixed  by  law,  the  Treasury  determines 
interest  rate^  on  its  loans  to  agencies  by  considering  the  Government's 
cost  for  its  borrowings  in  the  current  market,  as  i-eflected  by  prevailing 
market  yields  on  Government  securities  which  have  maturities  com- 
j)arable  with  the  Treasury  loans  to  the  agencies.  A  description  of  the 
Federal  agency  securities  held  by  the  Treasury  on  June  30.  1974,  is 
shown  in  the  Statistical  Appendix. 

During  fiscal  1974,  the  Treasury  received  from  agencies  a  total  of 
$1.4  billion  in  interest,  dividends,  and  similar  payments.  (See  the 
Statistical  Appendix.) 

As  required  by  Department  Circular  No.  966,  Revised,  semiannual 
statements  of  financial  condition,  and  income  and  retained  earnings 
are  submitted  to  the  Treasury  by  Government  corporations  and 
business-type  agencies  (all  other  activities  report  on  an  aimual  basis). 
Quarterly  statements  showing  direct  and  guaranteed  loans,  and  annual 
statements  of  commitments  and  contingencies  are  also  submitted. 
These  statements  serve  as  the  basis  for  the  combined  financial  state- 
ments compiled  by  the  Treasury  which,  together  with  individual  state- 
ments, are  published  periodically  in  the  Treasury  Bulletin.  Summary 
statements  of  the  financial  condition  of  Government  corporations  and 
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other  business-type  activities,  as  of  June  30,  1974,  are  shown  in  the 
Statistical  Appendix. 

Government-wide  financial  management 

Legislative  Reorganization  Act  of  1970. — The  Legislative  Reorgani- 
zation Act  of  1970  (Public  Law  91-510)  deals  primarily  with  opera- 
tions of  the  legislative  branch  of  the  Federal  Government  but  also 
places  several  new  requirements  upon  the  executive  branch.  Title  II 
of  the  act  directs  the  Secretary  of  the  Treasury  and  the  Director  of 
0MB,  in  cooperation  with  the  Comptroller  General,  to :  (1)  Develop  a 
standardized  information  and  data  processing  system  for  budgetary 
and  fiscal  data;  (2)  develop  a  standardized  classification  structure  for 
programs,  activities,  receipts,  and  expenditures  of  Federal  agencies; 
and  (3)  determine  the  location,  nature,  and  availability  to  Congress 
of  budgetary,  fiscal,  and  related  data  in  the  various  Federal  agencies. 

A  third  annual  progress  report  was  submitted  to  the  Congress  on 
August  31,  1973.  In  recognition  of  the  more  extensive  effort  contem- 
plated by  the  Congress  than  initially  perceived  by  0MB  and  Treasury, 
a  Legislative  Reorganization  Act  implementation  planning  task  team 
was  established  on  June  1, 1973. 

This  team,  operating  on  a  full-time  basis,  and  chaired  by  a  repre- 
sentative from  0MB,  included  two  senior  professionals  from  Treasury, 
one  from  the  Department  of  Defense,  and  three  from  0MB.  The  team 
had  five  major  objectives  which  were:  (1)  To  achieve  a  fuller  under- 
standing of  the  information  needs  of  the  Congress  identified  by  GAO ; 
(2)  to  determine  the  adequacy  or  deficiency  of  existing  systems  and 
reporting  procedures  to  meet  congressional  needs;  (3)  to  seek  resolu- 
tion of  any  issues,  questions,  or  problems  which  may  impede  an  orderly 
implementation  of  sections  201-203  of  the  act;  (4)  to  develop  and 
evaluate  alternative  approaches  to  meet  defined  congressional  needs; 
and  (5)  to  develop  short-  and  long-range  plans  for  proceeding  with 
LRA  system  activities. 

During  the  year  the  implementation  planning  task  team  identified 
and  described  60  discrete  congressional  needs.  Some  of  the  needs  have 
been  met,  while  others  have  not  been  fully  defined.  Both  short-  and 
long-range  plans  for  meeting  the  full  spectrum  of  all  needs  were 
included  in  the  report  "Plan  for  Addressing  Congressional  Informa- 
tion Needs,"  which  was  released  on  March  7,  1974.  The  near-term 
information  improvements  would  impact  more  heavily  on  central 
0MB  and  Treasury  systems  than  on  agency  systems.  The  longer  range 
reforms  suggested  could  have  a  very  significant  impact  on  the  agencies 
as  well  as  the  central  OMB  and  Treasury  systems.  Efforts  of  0MB 
and  Treasury,  in  cooperation  with  GAO,  continue  in  line  with  imple- 
menting the  plans  as  developed  by  the  team. 
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Joint  Financial  Management  Improvement  Program. — On  June  27, 
1974,  the  Secretary  met  with  the  other  principals  of  the  Joint  P'inancial 
Management  Improvement  Program  to  review  progress  under  the  pro- 
gram and  to  sign  revised  Terms  of  Keference.  The  new  Terms  of 
Reference  establish  an  Executive  Council  with  a  member  appointed 
by  each  principal  to  represent  him  in  dealing  with  policy  matters. 
They  also  provide  for  an  administrative  staff  consisting  of  an  executive 
director,  executive  secretary,  and  two  clerical  support  positiona  In 
addition,  each  sponsoring  agency  during  the  2-year  period  that  it  has 
the  chairmanship  will  assign  to  JFMIP  at  least  one  full-time  pro- 
fessional. 

At  this  meeting  of  the  principals.  Comptroller  General  Staats  pre- 
sented to  the  Secretary  a  letter  approving  the  design  of  the  revenue 
accounting  system  for  the  Internal  Revenue  Service.  Mr.  Staats"  letter 
also  noted  that  with  this  approval  the  Department  of  the  Treasury 
now  has  all  of  its  accounting  systems  approved. 

Early  in  the  year  the  President  issued  an  P^xecutive  order  reassign- 
ing certain  financial  management  responsibilities  from  0MB  to  GSA. 
Following  this  change,  Mr.  Arthur  Sampson,  Administrator  of  Gen- 
eral Services,  accepted  an  invitation  to  become  a  principal  in  the 
Joint  Program.  GSA  has  been  actively  involved  in  the  program  dur- 
ing the  last  year  and  Mr,  Sampson  will  serve  as  the  JFMIP  chairman 
for  a  2-year  period,  beginning  July  1, 1974. 

The  third  annual  Financial  Management  Conference  was  held  on 
January  28,  1974,  in  "Washington.  D.C.,  with  Mr.  Sampson  as  the 
keynote  speaker.  The  Financial  Management  Achievement  Awards  for 
1974  were  presented  to  Edward  W.  Stepnick,  Director,  HEW  Audit 
Agency,  and  Robert  Ringwood.  State  Auditor  of  Wisconsin.  The  pur- 
pose of  the  awards  is  to  give  public  recognition  to  Government  em- 
ployees who  have  achieved  significant  economies,  efficiencies,  and  im- 
provements. 

Four  seminars  were  held.  The  first  dealt  with  establishing  a  closer 
relationship  between  program  managers  and  financial  managers;  the 
second  concentrated  on  special  problems  of  financial  management.  A 
third  seminar,  related  to  the  productivity  program,  dealt  with  quality 
measurement  techniques,  whereas  the  fourth  seminar  concentrated  on 
problems  involved  in  operating  and  administering  reimbursable 
activities. 

Emergency  Loan  Guarantee  Board 

The  Secretary  of  the  Treasury  is  Chairman  of  the  Emergency  Loan 
Guarantee  Board,  a  three-man  board  consisting  also  of  the  Chairman 
of  the  Board  of  Governors  of  the  Federal  Reserve  System  and  the 
Chairman  of  the  Securities  and  Exchange  Commission.  The  Board, 
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established  by  law  in  August  1971  (15  U.S.C.  1841-1852),  was  author- 
ized, upon  making  certain  specified  findings,  to  guarantee  private  bank 
credit  to  major  business  enterprises  in  an  aggregate  amount  of  up  to 
$250  million.  The  Board's  authority  to  enter  any  new  guarantee  agree- 
ments terminated  in  December  1973. 

The  Board  siubmitted  a  special  report  to  Congress  on  June  28,  1973, 
which  contained  a  description  of  the  Board's  operations  together  with 
a  recommendation  that  the  guarantee  program  not  be  continued  beyond 
its  termination  date.  Termination  of  the  guaranteed  loan  program  does 
not  affect  the  Board's  ability  to  carry  out  its  obligation  to  Lockheed 
Aircraft  Corp.,  the  only  borrower. 

On  September  24,  1973,  the  Board  submitted  its  second  annual 
report  to  Congress  for  the  year  ended  July  31,  1973.  In  accordance 
with  the  requirements  of  the  Emergency  Loan  Guarantee  Act,  the 
report  fully  describes  the  Board's  operations  during  the  year  with 
focus  on  Lockheed  Aircraft  Corp.  A  third  annual  report  isi  forthcoming 
for  the  year  ended  July  31, 1974. 

Treasury  Department  Committee  on  the  Right  of  Privacy 

In  his  state  of  the  Union  address  to  the  Congress  on  January  30, 1974, 
the  President  ordered  an  "extensive  Cabinet-level  review"  to  determine 
what  measures  can  be  taken  to  assure  personal  privacy  while  meeting 
legitimate  needs  for  information.  In  response,  on  February  23,  1974, 
Vice  President  Gerald  Ford  formed  the  Cabinet-level  Domestic  Coun- 
cil Committee  on  the  Right  of  Privacy.  This  action  called  for  complete 
cooperation  of  all  agencies  in  a  concerted  effort  to  analyze  and  im- 
prove procedures  relating  to  the  privacy  of  individuals.  The  Vice 
President  requested  support  from  the  Secretary  of  the  Treasury  in 
this  effort  and  appointed  him  as  a  member  of  the  Domestic  Council 
Committee.  Other  agencies  represented  were  the  Department  of  De- 
fense, the  Department  of  Justice,  the  Department  of  Commerce,  the 
Department  of  Labor,  the  Department  of  Health,  Education,  and  Wel- 
fare, the  Civil  Service  Commission,  the  Office  of  Management  and 
Budget,  the  Office  of  Telecommunications!  Policy,  and  the  Office  of 
Consumer  Affairs. 

The  Secretary  appointed  an  assistant  and  a  liaison  representative 
to  represent  him  on  the  Vice  President's  Committee.  In  addition,  he 
created  a  Treasury  Department  Right  of  Privacy  Committee  on 
March  29, 1974,  with  representatives  from  every  Treasury  unit  having 
special  responsibilities  in  this  field.  The  Treasury  Committee  met  often 
and  cooperated  fully  with  the  Domestic  Council  Committee  by  assist- 
ing in  its  quest  for  information  relating  to  Treasury  procedures  con- 
cerning the  privacy  of  information  about  individuals,  by  considering 
quickly  and  thoroughly  the  many  proposals  put  forth,  by  participating 
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or  handling  Domestic  Council  projects,  and  by  offering  proposals 
on  behalf  of  Treasury. 

Treasury  was  the  lead  agency,  responsible  for  coordination  of  proj- 
ect 6  of  the  Domestic  Council  Committee,  which  studied  and  made 
recommendations  concerning  access  to  taxpayer  data.  In  addition,  the 
Treasury  was  represented  on  seven  other  projects  of  the  Domestic 
Council  Committee,  with  Treasury  officials  participating  in  studies 
and  the  compilation  of  reports  on  topics  ranging  from  the  distribution 
of  mailing  lists  by  Government  agencies  to  the  safeguards  necessary 
in  creating  an  electronic  funds  transfer  system  to  be  used  for  social 
security  and  supplemental  security  income  payments  by  the  Federal 
Government. 

One  of  the  major  concerns  of  the  Domestic  Council  Committee  on 
the  Right  of  Privacy  was  the  formulation  of  draft  alternative  lan- 
guage to  H.R.  12206,  "a  bill  to  amend  title  5,  United  States  Code,  to 
provide  that  persons  be  apprised  of  records  concerning  them  which 
are  maintained  by  Government  agencies,"  and  other  similar  bills.  The 
draft  was  coordinated  by  0MB.  The  Treasury  Committee  played  a 
leading  role  in  formulating  the  Department's  position  on  the  alterna- 
tive draft. 

The  work  of  the  Treasury  Committee  culminated  in  a  review  of  the 
reports  of  all  eight  projects,  and  of  the  privacy  initiatives  1-14,  which 
represented  proposed  decisions  on  a  program  for  action  throughout 
the  Federal  Government  to  implement  the  proposals  and  reports  of 
the  Domestic  Council  Committee.  [On  July  10,  1974,  at  a  meeting  of 
the  principal  representatives  of  the  Domestic  Council  Committee  on 
the  Right  of  Privacy,  chaired  by  Vice  President  Ford,  all  initiatives 
were  approved,  with  some  modifications.  All  of  the  initiatives  were 
supported  in  principle  by  the  Secretary  of  the  Treasury's  representa- 
tive and  all  of  Treasury's  proposed  amendments  were  adopted.] 

FEDERAL  DEBT  MANAGEMENT 

Federal  debt  management  in  fiscal  1974  was  conducted  in  an  ex- 
tremely difficult  economic  atmosphere.  Inflation  continued  to  plague 
the  economy  and  intensified  in  the  latter  part,  of  the  year  as  the  effects 
of  the  oil  embargo  and  other  material  shortages  spread  through  the 
economy.  At  the  same  time  the  pace  of  economic  actix-ity  faltered,  and 
in  the  late  fall  unemployment  rose  from  about  4.6  percent  to  a  rate 
of  5.3  percent  where  it  generally  held  for  the  remainder  of  the  fiscal 
year.  Thus,  the  Government  was  confronted  with  the  delicate  task 
of  countering  both  the  recessionary  tendencies  in  the  economy  and  the 
worsening  inflationary  situation. 
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The  original  1974  budg^et  had  estimated  the  deficit  for  the  fiscal  year 
at  $12.7  billion.  By  June  1973,  however,  expectations  of  rising  revenues 
and  the  administration's  desire  to  hold  down  expenditures  led  to  a 
reduction  in  the  estimate  to  $2.7  billion.  AVTiile  actual  receipts  and 
outlays  totals  were  both  lower  than  the  June  estimates,  the  actual 
deficit  for  the  year  was  only  $3.5  biHion.  Thus,  even  with  a  slowdown 
in  economic  activity,  the  deficit  and  the  Treasury's  net  financing  re- 
quirements remained  markedly  below  the  $14.3  billion  needs  of  fiscal 
1973. 

In  contrast  to  fiscal  1973,  when  net  foreign  central  bank  purchases 
of  special  nonmarketable  Treasury  issues  totaling  $9.5  billion  had 
reduced  the  Treasury's  market  demands,  net  redemptions  of  foreign- 
held  issues  in  fiscal  1974,  totaling  $3.4  billion,  increased  the  Govern- 
ment's need  for  market  financing. 

All  coupon-bearing  Treasury  securities  were  sold  by  auction  in  1974. 
Note  offerings  were  sold  by  the  regular  auction  procedures  employed 
for  Treasury  bills.  The  year's  four  offerings  of  long-term  bonds  used 
the  uniform-price  auction,  in  which  all  awards  are  made  at  the  lowest 
accepted  price. 

The  cycle  of  2-year  note  offerings,  maturing  at  the  ends  of  calendar 
quarters,  was  partially  reinstituted  in  fiscal  1974.  In  early  September, 
an  8%  percent  September  1975  note  was  sold ;  in  November  and  March, 
respectively,  7  percent  December  1975  and  8  percent  March  1976  notes 
were  auctioned;  and  an  S%  percent  June  1976  note  was  auctioned  as 
part  of  the  May  refunding.  At  year's  end,  only  two  maturities  in  the 
full  cycle  remained  unfilled :  March  31,  and  June  30,  1975.  In  fiscal 
1974,  the  Treasury  also  completed  the  cycle  of  52-week  bills  begun  the 
preceding  year,  offering  the  final  July  30,  1974,  bill  in  the  cycle  on 
October  9, 1973. 

In  total,  all  marketable  Treasury  issues  increased  by  $3.6  billion  in 
fiscal  1974.  However,  there  was  a  net  decline  of  $1.4  billion  in  outstand- 
ing marketable  Treasury  notes  and  bonds  despite  gross  offerings  of 
coupon-bearing  issues  amounting  to  $23.3  billion  of  which  $2.5  billion 
were  long-term  bonds.  Bill  financing,  on  the  other  hand,  provided  $5.0 
billion  of  new  money  in  fiscal  1974,  only  slightly  less  than  the  $5.4 
billion  of  new  cash  raised  in  bills  in  the  preceding  year.  As  not^d, 
foreign  investment  in  special  nonmarketable  issues  declined  by  $3.4 
billion.  Finally,  TT.S.  savings  bonds  continued  to  be  an  important 
source  of  funds  with  a  net  increase  in  outstanding  amounting  to  $2.5 
billion. 

Changes  in  Federal  securities 

Federal  securities  include  the  marketable  and  nonmarketable  debt 
issues  of  the  Department  of  the  Treasury  as  well  as  those  obligations 
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MARKET  YIELDS  AT  CONSTANT  MATURITIES  1969-1974 


1969 


1970 


1971 


1972 


1973 


1974 


'  Monthly  averages  of  daily  market  yields  of  public  debt  securities. 
Bank  discount  rates  of  Treasury  bills. 


issued  by  Federal  agencies  which  are  part  of  the  unified  budget  totals 
and  in  which  there  is  an  element  of  Federal  ownership.  The  Federal 
agency  securities  included  are  the  participation  certificates  of  the 
Government  National  Mortgage  Association,  the  debt  issues  of  the 
Export-Import  Bank  of  the  T'nited  States  and  the  Tennessee  Valley 
Authority,  Postal  Service  bonds.  Defense  family  housing  mortgages, 
and  the  various  guaranteed  issues  of  the  Federal  Housing  Adminis- 
tration. 

At  the  end  of  fiscal  1974,  Federal  securities  outstanding  totaled 
$487.1  billion— $17.8  billion,  or  4  percent,  more  than  the  $469.8  billion 
level  at  the  end  of  fiscal  1973.  Total  Treasury  public  debt  securities 
outstanding  reached  $475.1  billion  and  accounted  for  $16.9  billion  of 
the  fiscal  1974  increase  in  Federal  securities,  while  Federal  agency 
securities  rose  $0.9  billion  to  a  level  of  $12.0  billion.  Treasury  market- 
able securities  outstanding  on  June  30,  1974,  amounted  to  $266.6  bil- 
lion. This  was  an  increase  of  $3.6  billion  in  fiscal  1974  compared  with 
$5,8  billion  in  fiscal  1973.  The  fiscal  1974  increase  in  marketable  debt 
was  the  result  of  a  $5.0  billion  increase  in  Treasury  bills  which  was 
partly  offset  by  a  net  decline  of  $1.4  billion  in  Treasury  notes  and 
bonds.  Despite  the  Treasury's  issuance  of  $2.5  billion  of  long  bonds 
and  $4.1  billion  of  securities  in  the  5-  to  10-year  maturity  area,  the 
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Federal  debt  and  Government-sponsored  agency  debt 
[In  billions  of  dollars] 


Class  of  debt 


June  30,    June  30,    June  30,  or 

1972  1973  1974  decrease 

(-) 


122.8 

88.2 

46.6 

6.4 


139.9 

77.2 

44.4 

6.1 


17.1 

-11.0 

-1.2 

-1.3 


Public  debt  securities: 

Marketable  public  issues  by  maturity  class: 

Within  1  year 121.9 

1  to  6  years 89.0 

6  to  20  years 36.2 

Over  20  years 10.1 

Total  marketable  issues .-. 

Nonmarketable  public  issues: 

Series  E  and  H  savings  bonds 

U.S.  savings  notes  ' _.- 

Investment  series  bonds. 

Foreign  series  securities.. 

Foreign  currency  securities.. 

Other  nonmarketable  debt. 

Total  nonmarketable  public  Issues 

Special  Issues  to  Government  accounts  (norunarketable).. 
Non-interest-bearing  debt 

Total  gross  public  debt 

Federal  agency  securities: 

Ooverrmient  National  Mortgage  Association 

Export-Import  Bank  of  the  United  States 

Tennessee  Valley  Authority _ 

Defense  family  housing 

Other 

Total  Federal  agency  debt _. 

Total  Federal  debt 

Government-sponsored  agency  securities : 

Federal  home  loan  banks.. 

Federal  National  Mortgage  Association. 

Federal  land  banks.. 

Federal  Intermediate  credit  banks 

Banks  for  cooperatives 

Government-sponsored  agency  debt 41. 9 


267.  2 

263.0 

266.6 

3.6 

66.9 
.6 
2.3 

16.9 
2.1 

59.4 
.6 
2.3 

26.8 
1.7 
.9 

61.9 
.5 
2.3 

23.4 
1.6 
1.6 

(•) 
(*) 

2.5 

-3.4 
-.1 

.8 

.6 

78.6 

91.6 

91.3 

-.3 

89.6 
1.9 

101.7 
1.8 

115.4 
1.8 

(•) 

13.7 

427.3 

468.1 

476.1 

17.0 

4.9 

4.6 
2.2 
2.3 
1.6 
.7 

4.4 
2.9 

2.7 

1.4 

.6 

(♦) 

-.1 

1.8 
1.9 
1.6 

.7 

.4 

-  1 

.8 

10.9 

11.1 

12.0 

.9 

438.2 

469.3 

487.1 

17  a 

7.8 

12.1 
20.4 
9.1 
6.7 
2.3 

18.6 
25.2 
11.1 
8.0 
2.6 

6.6 

18.6 

4  8 

7.6 

?  0 

6.1 
1.8 

1.3 

? 

60.6 


65.3 


*  Less  than  $60  million. 

1  U.S.  savings  notes  first  offered  in  May  1967;  sales  discontinued  after  June  30, 1970. 

average  maturity  of  the  interest -bearing  marketable  debt  declined  by 
2  months  over  the  fiscal  year  and  on  June  30, 1974,  was  at  3  years. 

Ownership 

Of  the  total  Federal  debt  issues  outstanding  at  the  close  of  fiscal 
1974,  $266.2  billion,  or  57.3  percent,  was  held  by  private  investors.  The 
Federal  Reserve  System  and  Government  accounts  held  the  remainder, 
$220.8  billion.  Private  investors  also  held  $62.7  billion  of  federally 
sponsored  agency  issues,  which  amounted  to  an  increase  of  $13.4  bil- 
lion in  fiscal  1974.  The  Federal  Reserve  System  and  Government  ac- 
counts holdings  of  federally  sponsored  agency  issues  increased  by  $1.4 
billion  to  a  level  of  $2.7  billion. 

Borrowing  from  the  public  which  includes  the  Federal  Reserve  Sys- 
tem and  foreign  investors  totaled  $3.0  billion  in  fiscal  1974.  This  was 
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PRIVATE  HOLDINGS  OF  MARKETABLE  FEDERAL  SECURITIES 


$Bii. 
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150- 


Public  Debt 
Securities 
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Securities 


11.4 


Particifjation 
Certificates         9^ 

'  t 
Z9 


1969   1970  1971  1972   1973  1974 


1969  1970  1971   1972  1973  1974 


considerably  less  than  the  more  than  $19.0  billion  in  each  of  tlie  past 
3  fiscal  years.  The  P'ederal  Reserve  System  acquired  $5.5  billion  of 
these  securities  while  private  investors  showed  a  net  decline  of  $2.6 
billion,  practically  all  of  which  was  the  decline  in  foreign  holdings  of 
Federal  securities. 

Unlike  in  fiscal  1973  when  nonmarketable  public  debt  increased  by 
$13.1  billion,  these  securities  declined  $0.4  billion  in  fiscal  1974.  Invest- 
ment in  special  nonmarketable  securities  by  foreign  investors  was  down 
$3.4  billion  while  other  nonmarketable  issues,  mainly  savings  bonds, 
rose  by  $3.0  billion  over  the  fiscal  year.  Special  nonmarketable  securi- 
ties issued  only  to  Government  accounts  and  trust  funds  such  as  the 
Federal  old-age  and  survivors  insurance  trust  fund  accounted  for  the 
major  portion  of  the  increase  in  public  debt  securities.  These  nonmar- 
ketable issues  increased  by  $13.7  billion  in  fiscal  1974. 

Since  Government-sponsored  agencies  are  not  included  in  the  Fed- 
eral budget  totals,  their  obligations  are  not  part  of  the  Federal  debt. 
However,  these  privately  owned  and  managed  agencies  are  subject  to 
some  degree  of  Federal  supervision.  In  fiscal  1974  Government -spon- 
sored agency  debt  increased  by  $14.8  billion  to  $65.4  billion. 

Individuals. — In  fiscal  1974  individuals  increased  their  holdings  of 
public  debt  securities  by  $4.8  billion  to  a  level  of  $80.7  billion.  More 
than  half  of  the  increase,  $2.5  billion,  was  in  holdings  of  E  and  H  sav- 
ings bonds.  Attracted  to  the  higher  yields  on  Treasury  marketable 
securities,  individuals  increased  their  holdings  by  nearly  $2.4  billion, 
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Estimated  ownership  of  public  debt  securities  on  selected  dates  1964-74 
[Dollar  amounts  in  billions] 


Change 
June  30,    June  30,    June  30,    June  30,     during 
1964  1972  1973  1974  fiscal 

1974 


$58.9 

.5 

16.4 


75.9 


'6.3 
'3.2 

5.7 
■28.8 
60.2 


Percent 

17 
27 
13 
16 
27 


$61.4 

.5 

18.8 


80.7 


5.9 
2.6 
4.6 
28.3 
57.7 
10.8 


$2.5 
(*) 
2.4 


4.8 


-.4 
-.6 

-1.1 
-.5 

-2.6 
1.0 


Estimated  ownership  by: 

Private  nonbank  investors: 
Individuals: ' 

Series  E  and  H  savings  bonds. $47.3         $55.4 

U.S.  savings  notes' _ .6 

Other  securities _ _ 21.2        '17.2 

Total  individuals _ 68.5  73.2 

Insurance  companies 11.0  '6.7 

Mutual  savings  banks 5.8  '3.5 

Savings  and  loan  associations 6.5  5.7 

State  and  local  governments 22.5  '26.9 

Foreign  and  international _ _  15.6  50.0 

Corporations _ 18.9  '9.3 

Miscellaneous  investors  ^-.. 

Total  private  nonbank  investors 

Commercial  banks 

Federal  Reserve  banks 

Government  accounts 

Total  gross  debt  outstanding _.. 

Percent  owned  by: 

Individuals _ 22  17 

Other  private  nonbank  investors 29  26 

Commercial  banks 19  14 

Federal  Reserve  banks 11  17 

Government  accounts --. 19  26 

Total  gross  debt  outstanding 100  100 


9.3 

'8.3 

'10.9 

12.7 

1.7 

158.2 

183.6 

200.9 

203.2 

2.3 

60.2 
34.8 
58.6 

'60.9 
71.4 
111.5 

'58.8 
75.0 
123.4 

53.2 
80.5 
138.2 

-5.6 
5.5 
14.8 

311.7 

427.3 

458.1 

475.1 

16.9 

100 


17 
26 
11 
17 
29 

100 


*Less  than  $50  million. 
'  Revised. 

'  Including  partnerships  and  personal  trust  accounts. 

'  U.S.  savings  notes  first  offered  in  May  1967;  sales  discontinued  after  June  30, 1970. 
3  Includes  nonprofit  institutions,  corporate  pension  trust  funds,  nonbank  Government  security  dealers, 
certain  Government  deposit  accounts,  and  Government-sponsored  agencies. 

compared  with  a  decline  of  $0.8  billion  in  fiscal  1973.  At  the  end  of  the 
fiscal  year  individuals'  holdings  of  E  and  H  savings  bonds  and  U.S. 
savings  notes  totaled  $61.9  billion  and  holdings  of  marketable  securi- 
ties was  $18.8  billion. 

Insurance  companies. — During  fiscal  1974  insurance  companies' 
holdings  of  public  debt  securities  fell  by  $0.4  billion  which  was  about 
the  same  as  in  fiscal  1973.  Holdings  of  Federal  agency  securities  were 
also  down  slightly  for  the  year.  On  June  30, 1974,  insurance  companies 
held  $5.9  billion  of  public  debt  securities  and  $0.4  billion  of  Federal 
agency  issues. 

Savings  institutions. — Savings  and  loan  associations  decreased  their 
holdings  of  public  debt  obligations  by  $1.1  billion  during  the  fiscal 
year.  In  addition  their  holdings  of  Federal  agency  securities  declined 
slightly.  At  the  end  of  fiscal  1974,  savings  and  loans  held  $4.6  billion 
of  public  debt  securities  and  $0.5  billion  of  Federal  agency  obligations. 
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On  June  30,  1974,  mutual  savings  banks  held  $2.6  billion  of  public 
debt  securities,  a  decline  of  $0.6  billion  from  the  previous  year.  Their 
holdings  of  Federal  agency  securities  declined  by  $0.2  billion  following 
a  modest  $0.1  billion  increase  in  fiscal  1978.  At  the  end  of  the  fiscal  year 
mutuals  held  $0.4  billion  of  Federal  agency  securities. 

State  and  local  governments. — State  and  local  governments  held 
public  debt  securities  totaling  $28.3  billion  at  the  end  of  the  fiscal  year. 
This  reflected  a  decrease  of  $0.5  billion  over  the  year  compared  with  a 
$1.9  billion  increase  in  holdings  the  previous  fiscal  year.  However, 
State  and  local  governments  increased  their  holdings  of  Federal 
agency  securities  by  $0.6  billion  during  the  year.  At  the  end  of  the 
year  they  held  $3.8  billion  of  these  securities. 

Foreign  and  inteymational. — In  fiscal  1974  foreign  investors'  hold- 
ings of  public  debt  securities  declined  by  $2.6  billion  compared  with 
an  increase  of  more  than  $10  billion  in  fiscal  1973.  Holdings  of  special 
nonmarketable  issues  declined  by  $3.4  billion  while  holdings  of  mar- 
ketables  increased  $0.8  billion.  The  increase  in  marketables  was 
concentrated  in  Treasury  bills  Avhere  $2.6  billion  was  added  to  their 
portfolios.  Holdings  of  Treasury  notes  and  bonds,  however,  declined  by 
$1.8  billion.  Holdings  of  Federal  agency  securities  showed  little  change 
and  at  the  end  of  the  fiscal  year  foreign  investors  held  $0.5  billion  of 
these  securities. 

Non-financial  cor'porations. — Corporations  continued  to  add  to  their 
holdings  of  both  public  debt  and  agency  securities.  Corporate  holdings 
of  public  debt  securities  increased  by  $1.0  billion  over  the  fiscal  year 
to  $10.8  billion.  Holdings  of  agency  issues  increased  by  $0.3  billion 
to  $0.5  billion. 

Other  'private  nonhank  investors. — Holdings  of  public  debt  secu- 
rities by  private  nonbank  investors  increased  by  $1.7  billion  during 
fiscal  1974,  compared  with  an  increase  of  $2.5  billion  in  the  previous 
year.  These  investors  held  $12.7  billion  of  Treasury  securities  on 
June  30, 1974. 

Commercial  hanks. — Commercial  banks'  holdings  of  Treasury  se- 
curities declined  for  the  third  successive  year  as  banks  liquidated 
securities  to  help  meet  loan  demand.  Commercial  banks'  holdings 
amounted  to  $53.2  billion,  a  decline  of  $5.6  billion.  At  the  end  of  the 
year,  banks  held  Federal  agency  securities  totaling  $2.4  billion,  a  gain 
of  $0.5  billion  for  the  year. 

Federal  Reserve  System. — The  Federal  Reserve  System  acquired 
$5.5  billion  of  public  debt  securities  during  the  year  increasing  their 
total  holdings  to  $80.5  billion.  Federal  Reserve's  holdings  of  agency 
securities  declined  slightly.  At  the  end  of  the  year,  the  System  held 
$0.2  billion  of  agency  securities,  about  the  same  as  in  fiscal  1973. 
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OWNERSHIP  OF  FEDERAL  SECURITIES,  JUNE  30,  1974 
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Government  accounts. — Holdings  of  public  debt  securities  by  Gov- 
ernment accounts  increased  $14.8  billion.  The  majority  of  the  increase 
was  in  their  holdings  of  special  nonmarketables  which  increased  by 
$13.7  billion.  Government  accounts'  holdings  of  marketable  public 
debt  securities  increased  by  $1.1  billion  compared  w^ith  $0.2  billion 
in  fiscal  1973.  Holdings  of  Federal  agency  securities  were  slightly 
lower  than  in  fiscal  1973.  At  the  end  of  the  fiscal  year  they  held  almost 
$2  billion  of  agency  issues. 

Financing  operations 

The  fiscal  year  began  under  conditions  of  real  economic  growth  ad- 
vancing moderately  at  a  rate  of  between  3  and  4  percent  per  year. 
However,  inflation,  which  many  had  thought  to  be  under  control  do- 
mestically, Avas  again  emerging  as  a  major  policy  problem  and,  with 
Federal  Reserve  policy  clearly  restrictive,  interest  rates  had  risen 
sharply. 

The  Treasury  ended  the  previous  fiscal  year  with  an  operating  bal- 
ance of  $12.6  billion.  With  both  receipts  and  outlays  working  to  hold 
down  cash  drains  in  July  and  with  foreign  redemptions  of  special  non- 
marketable  issues  only  moderate,  the  Treasury  came  up  to  the  August 
financing  operation  with  a  larger  than  usual  cash  balance.  On  July  25, 
the  terms  of  the  refunding  were  announced.  A  total  of  $4.5  billion  of 
new  issues  were  to  be  offered  to  partly  refund  the  $5.7  billion  maturing 
notes  and  bonds.  New  coupon  securities  offered  consisted  of  $2.0  billion 
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of  an  additional  amount  of  7%  percent  4-year  Treasury  notes  and 
$0.5  billion  of  7^/4  percent  20-year  bonds  callable  in  15  years.  In  addi- 
tion, $2.0  billion  of  35-day  September  tax  anticipation  bills  were  of- 
fered. All  of  the  new  securities  were  to  be  sold  by  competitive  bidding, 
with  awards  for  the  bonds  to  be  made  by  the  uniform-price  method 
in  which  all  accepted  tenders  are  awarded  bonds  at  the  lowest  ac- 
cepted price. 

While  the  financing  community  generally  anticipated  the  terms  of 
the  financing,  financial  markets  worsened  shortly  after  terms  of  the 
financing  were  announced,  and  the  bidding  on  tlie  two  coupon  issues 
was  generally  unenthusiastic.  The  $2.0  billion  of  4-year  7%  percent 
notes,  auctioned  July  31,  drew  only  $2.1  billion  competitive  tenders.  An 
average  price  of  99.07,  a  yield  of  8.03  percent,  was  set  in  the  auction 
and  $0.6  billion  of  noncompetitive  tenders  were  accepted  at  that  price. 
Tlie  $0.5  billion  of  7i/^  percent  bonds,  auctioned  August  1,  attracted 
only  $235  million  competitive  and  $26  million  noncompetitive  bids 
from  the  public.  The  low  price,  at  which  all  awards  were  made,  was 
95.05  yielding  about  8  percent.  The  remainder  of  the  public  issue  was 
allotted  to  Federal  Reserve  banks  and  Government  accounts.  The  $2.0 
billion  of  35-day  tax  anticipation  bills,  auctioned  on  August  8,  brought 
an  average  price  of  99.05  to  yield  9.802  percent.  Commercial  banks 
were  allowed  50  percent  tax  and  loan  account  credit  in  paying  for  their 
own  or  their  customers'  awards,  and  acquired  $1.9  billion,  or  96  per- 
cent, of  the  issue. 

Conversely,  debt  markets  rallied  shortly  after  the  financing  as  slow 
growth  in  the  previous  2  months'  monetary  aggregates  led  investors 
to  anticipate  an  easing  in  Federal  Reserve  policy.  As  a  consequence,  the 
new  issues  posted  substantial  price  increases,  and  by  September  the 
market  price  declines  that  had  occurred  immediately  following  the 
financing  announcement  had  been  largely  recovered. 

In  light  of  projected  cash  needs  in  early  September,  an  offering  of 
$2.0  billion  of  25-month  8%  percent  notes  was  announced  on  August  20, 
for  auction  August  24.  These  notes,  part  of  the  cycle  of  end-of-quarter 
2-year  notes  instituted  in  fiscal  1973,  were  auctioned  at  an  average 
price  of  100.80  to  yield  7.94  percent.  Reception  of  the  issues  was  good 
given  the  generous  coupon  and  declining  market  rates,  and  $4.3  billion 
of  competitive  and  $0.5  billion  of  noncompetitive  tenders  were 
received. 

To  cover  heavy  seasonal  cash  drains  in  October,  the  Treasury  an- 
nounced on  October  16  the  auction  on  October  25  of  $2.0  billion  of  tax 
bills  due  April  19, 1974.  With  full  tax  and  loan  account  credit  allowed 
for  payment  of  the  issue,  commercial  banks  were  awarded  99  percent 
of  the  offering  at  an  average  price  of  96.824  to  yield  6.765  percent. 


20 


197  4  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


Offerings  of  marketable  Treasury  securities  excluding  refunding  of  regular  bills, 

fiscal  1974 

(In  minions  of  dollars] 


Date 


Description 


Cash  offerings 

For  new     For  re- 
money     funding 


Allotted  to 
Federal 
Reserve 

and  Gov't, 
accounts 


Average 
auction 
Total         yield 
(percent) 


197S 


Notes  and  Bonds 


(•) 

2,026 
261 


2,043 


Apr.  1 IJ^-percent  note,  Apr.  1, 1978  ' 

Aug.  15 754 -percent  note,  Aug.  15,  1977 

Aug.  16 7H-Percent  bond,  Aug.  15,  1988-93  ». 

Sept.  4 8?^-percent  note,  Sept.  30,  1975 

Oct.  1. l>f  percent  note,  Oct.  1,  1978' 

Nov.  16 7-percent  note,  Nov.  15,  1979 

Nov.  15 7-percent  note,  Dec.  31,  1975 

Nov.  15 7H-Percent  bond,  Aug.  16,  1988-93  ». 

1974 

Feb.  16 7;i)ercent  note,  Feb.  16, 1981.- 1,615 

Feb.  15 6j^-percent  note,  Feb.  15,  1977.- 2,268 

Feb.  28 71^-percent  bond,  Aug.  15,  1988-93  '. 

Apr.  9 8-percent  note.  Mar.  31 ,  1976 

Apr.  1 l)4-percent  note,  Apr.  1,  1979' 

May  16 8^-percent  note,  Aug.  15,  1978 

May  16 8M -percent  note,  June  30,  1976 

May  16 8J^-percent  bond.  May  16,  1994-99  '. . 


1,632 


2,021 

1,611 

302 


300 


1,879 

2,047 

309 


197S 
1974 


1975 
Aug.  15.. 


Total  notes  and  bonds 

Bills  (Maturity  Value) 

Change  In  offerings  of  regular  bills: 

July-September _. 

October-December 

January-March 

April- June _ 


3,575        14,429 


-298 

3,015 

35 

2,207 


Nov.  1.  . 

Nov.  30.. 

Nov.  30.- 

1974 
Mar.  4. .. 


Total  change  In  regular  bills 

Tax  anticipation  bill  offerings: 

9.802   percent,   35-day,   maturing 

Sept.  19,  1973 

6.766  percent,  169-day,  maturing 

Apr.  19.  1974 __.. 

7.830  percent,  140-day,  maturing 

Apr.  19,  1974,  additional 

7.790  percent,  203-day,  maturing 

June  21,  1974 


4,969 


Mar.  29. 


7.450  percent,  46-day,  maturing 
Apr.  19,  1974,  additional 

8.306  percent,  84-day,  maturing 
June  21 ,  1974,  additional 


2,017 
2,007 
1,002 
2,000 

1,616 
2,523 


(•) 


628 
665 


3 

220 
220 
136 


327 
307 
260 


1 
683 
666 
279 


(•) 
2,654 

926 

2,043 

3 

2,241 

1,731 

438 


1,842 
2,665 
560 
1,532 
1 
2,462 
2,703 


4,275   22,279 


-298 

3,015 

36 

2,207 


4,959 


2,017 
2,007 
1,002 
2,000 

1,616 
2,623 


Total  tax  anticipation  offerings.      11,065 11,065 


8.03 
8.00 
7.94 


6.82 
6.91 
7.36 


6.95 
6.70 
7.46 
8.08 


8.73 
8.73 
8.23 


Total  offerings 19,699        14,429 


4, 275        38, 303 


•Less  than  $600,000. 

'  Issued  in  exchange  for  2%  percent  Treasury  bonds,  investment  series  B-1975-80. 

'  Uniform-price  auction;  all  accepted  bids  awarded  at  the  highest  accepted  yield. 

As  the  November  financing  approached,  an  embargo  of  oil  ship- 
ments was  announced  by  Arab  producers.  At  least  in  part  because 
of  this,  many  economic  analysts  began  predicting  slower  real  growth 
or  a  decline  in  GNP  in  ensuing  quarters.  At  the  same  time,  inflation 
was  becoming  an  even  greater  problem.  The  Federal  Reserve  appeared 
to  have  eased  its  earlier  restrictive  policy  stance.  The  result  w^as 
general  decline  in  credit  market  rates  during  the  months  preceding 
the  Treasury's  November  financing. 
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On  October  24,  the  Treasury  announced  it  would  auction  $1.5 
billion  of  25i/^-month  notes,  $2.0  billion  of  6-year  notes,  and  an  addi- 
tional $0.3  billion  of  19%-year  7i^  percent  bonds  originally  offered 
August  1973.  Coupons  of  7  percent  were  announced  for  the  two  notes 
on  October  29.  The  $2.0  billion  of  6-year  notes  were  accorded  a  good 
reception  and  were  auctioned  at  an  average  price  of  100.88  which 
yielded  6.82  percent.  Competitive  tenders  of  $2.9  billion  and  non- 
competitive bids  of  $203  million  were  received.  The  $1.5  billion  251/^- 
month  notes  were  more  enthusiastically  greeted  with  $2.9  billion  in 
competitive  tenders  producing  an  average  auction  price  of  100.14  to 
yield  6.91  percent.  Xoncompetitivo  bids  totaled  $235  million  and  were 
fully  awarded  at  the  average  price. 

Interest  in  the  reopened  7i/^  percent  ld%-yesiv  bonds  was  in 
marked  contrast  to  its  showing  in  its  original  August  offering.  Com- 
petitive bids  totaled  $1,300  billion  and  noncompetitive  $53  million. 
All  awards  were  made  at  the  lowest  accepted  competitive  price  of 
101.60  which  yielded  about  7.35  percent  to  maturity. 

Following  the  quarterly  financing,  sliort-term  casli  requirements 
and  accelerating  redemptions  of  Treasury  securities  held  by  foreign 
central  banks  brought  the  Treasury  back  to  market.  On  November  5, 
a  $1.1  billion  bill  strip  was  announced  for  auction  November  9.  The 
strip  was  composed  of  11  $100  million  additions  to  the  weekly  bills 
maturing  from  November  23,  1973.  through  January  31,  1974.  The 
strip  attracted  $2.5  billion  in  tenders  with  the  auction  setting  an  aver- 
age price  of  98.962  to  yield  9.67  percent  on  a  bank  discount  basis.  The 
Treasury  announced  an  additional  cash  operation  on  November  21, 
consisting  of  $3.0  billion  of  tax  anticipation  bills  to  be  auctioned 
November  28,  of  which  $1.0  billion  i-epresented  an  additional  amount 
of  April  19,  1974.  bills  and  $2.0  billion  of  a  new  issue  to  mature 
June  21,  1974.  The  average  accepted  rate  on  the  April  bills  was 
7.830  percent  and  on  the  June  bills,  7.790  percent.  Tax  and  loan  ac- 
count credit  of  50  percent  was  permitted  to  commercial  banks  which 
acquired  70  percent  of  the  April  19  tax  bills  and  82  percent  of  the 
June  21  tax  bills. 

The  Treasury  ended  the  calendar  year  with  an  operating  balance 
of  $10.4  billion,  in  part  reflecting  the  continuing  need  for  the  Govern- 
ment to  maintain  higher  than  usual  contingency  balances  in  the 
absence  of  the  Treasury  borrowing  authority  from  the  Federal  Re- 
serve. 

Worsening  inflation,  the  oil  embargo,  the  strength  of  the  dollar 
with  its  implications  of  possible  foreign  liquidation  of  nonmarketable 
special  Treasury  issues  and  additional  Treasury  cash  needs,  and  an 
apparent  easing  in  monetary  policy  produced  many  crosscurrents  of 
interest  rate  and  credit  expectations  as  the  year  began.  For  the  most 
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part,  however,  short-term  interest  rates  moved  lower  in  January,  while 
long-term  yields  held  relatively  steady. 

The  initial  details  of  the  Treasui-y's  February  financing  were 
announced  on  January  30.  A  total  of  $4.05  billion  of  new  issues  were 
offered  to  partially  refund  the  $4.5  billion  of  maturing  securities. 
The  new  issues  were:  $2.25  billion  of  3-year,  3-month  notes  to  be 
auctioned  on  February  6 ;  $1.5  billion  of  7-year  notes  to  be  auctioned 
on  February  5;  and  an  additional  $300  million  of  the  71^  percent 
bonds  of  August  1988-93  to  be  sold  by  uniform-price  auction  on  Feb- 
ruary 7.  On  February  4,  coupons  of  6%  percent  and  7  percent  were 
announced  for  the  39-month  and  7-year  notes,  respectively. 

The  7  percent,  7-year  notes  were  auctioned  at  an  average  price  of 
100.28,  yielding  6.95  percent.  Tenders  for  the  $1.5  billion  issue  totaled 
$3  billion,  including  $100  million  of  noncompetitive  tenders  which 
were  accepted  in  full  at  the  average  price.  Public  subscriptions  to 
the  6%  percent  notes  totaled  $3.1  billion;  and  the  average  price  in 
the  auction  was  set  at  a  premium  of  100.51,  equivalent  to  a  yield  of 
6.70  percent.  About  $300  million  of  noncompetitive  tenders  were 
awarded  at  the  average  price.  Response  to  tlie  reopened  7i/^  per- 
cent bond  was  especially  enthusiastic.  Tenders  from  the  public  for  the 
$300  million  offering  amounted  to  $1.1  billion  and  the  stop-out  price 
at  which  all  awards  were  made  was  set  at  100.45  for  a  yield  to 
maturity  of  7.46  jDercent.  Accepted  tenders  for  the  bond  included  non- 
competitive subscriptions  totaling  $31  million. 

Despite  the  favorable  response  to  the  refunding,  the  market  was 
"whipsawed"  after  the  auctions  by  conflicting  attitudes  toward  the 
future  of  interest  rates.  Thus,  the  market  performance  of  the  new 
issues  was  mixed  and  market  participants  began  to  focus  more  atten- 
tion on  the  timing  and  form  of  the  $4.5  billion  of  additional  Treasury 
borrowing  that  Under  Secretary  Volcker  had  indicated  might  be 
needed  before  mid-April. 

On  February  20,  the  Treasury  announced  the  auction  of  $1.5  billion 
of  April  tax  anticipation  bills  to  be  held  February  26  with  payment 
March  4.  Commercial  banks  were  allowed  full  tax  and  loan  account 
credit  in  paying  for  their  own  and  their  customers'  accepted  tenders. 
In  this  first  of  the  Treasury's  spring  short-term  financing  operations, 
an  average  price  of  99.048,  equivalent  to  a  bank  discount  rate  of 
7.450  j)ercent,  was  set.  Commercial  banks  were  allotted  99  percent  of 
the  issue. 

The  second  short-term  cash  financing  in  the  first  quarter  was  an- 
nounced on  March  20  and  consisted  of  $2.5  billion  of  additional  June  21 
tax  anticipation  bills  to  be  auctioned  March  26  for  payment  March  29. 
The  average  price  was  98.062,  or  a  rate  of  8.30  percent  on  a  bank  dis- 
count basis.  Again,  virtually  all  of  the  issue  was  taken  in  the  first 
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instance  by  commercial  banks  which  were  again  granted  full  tax 
and  loan  account  credit  in  paying  for  the  bills. 

As  March  progressed,  the  drain  on  the  Treasury's  cash  position 
proved  somewhat  larger  than  earlier  anticipated.  Budget  outlays  ran 
ahead  of  expectations,  perhaps  in  part  due  to  inflation ;  whereas  with 
the  slowing  in  the  economy  receipts  fell  below  projections.  Conse- 
quently, on  March  20  the  Treasury  also  announced  that  on  March  28 
it  would  auction  $1.5  billion  of  2-year  notes  to  mature  March  31,  1976. 
A  coupon  rate  of  8  percent  was  announced  the  day  before  the  auc- 
tion. In  an  atmosphere  of  economic  uncertainty  and  security  market 
weakness,  response  to  the  issue  was  not  enthusiastic  and  only  $1.7  bil- 
lion of  tenders  were  received,  nearly  $500  million  of  which  represented 
noncompetitive  bids  which  were  accepted  at  the  average  price  of  99.85 
to  yield  8.08  percent. 

Following  the  April  tax  date,  the  Treasury's  cash  position  increased 
sharply  and  by  the  end  of  the  month  the  operating  balance  stood  at 
$11.5  billion.  In  light  of  this  very  large  balance  and  because  of  the 
thinness  of  the  margin  remaining  under  the  temporary  debt  ceiling, 
the  Treasury  announced  on  May  1  that  it  would  onh'  offer  $4.05  bil- 
lion of  new  securities  in  the  May  refunding  and  would  use  available 
cash  to  pay  off  the  remaining  $1.55  billion  of  May  15  maturing  issues. 
At  the  same  time,  to  meet  a  portion  of  its  late  May  and  early  June 
needs,  the  Treasury  announced  that  the  weekly  bill  offerings  for  the 
weeks  May  16  through  June  13  would  be  increased  by  $200  million. 

Three  new  issues  were  offered  in  the  May  refunding:  $2  billion  of 
June  30,  1976,  notes;  $1.75  billion  of  August  1978  notes;  and  $300  mil- 
lion of  May  1999  bonds,  callable  after  May  15, 1994,  and  bearing  an  81/^ 
percent  coupon — the  highest  coupon  on  a  U.S.  Treasury  bond  since  the 
mid-19th  century.  The  coupons  on  the  notes  were  announced  on  May  3 ; 
but  because  of  the  likely  high  rate  and  the  consequent  implications  for 
disintermediation  from  thrift  institutions,  the  initial  financing  an- 
nouncement raised  the  minimum  denomination  of  tenders  for  the  two 
notes  to  $10,000  from  the  usual  $1,000.  On  May  3,  a  coupon  of  8%  per- 
cent was  announced  for  both  the  25i/^-month  and  the  4-year  3-month 
issues  in  a  market  atmosphere  of  considerable  caution  and  underlying 
weakness. 

Despite  continued  market  erosion  prior  to  the  auctions  of  the  $1.75 
billion  of  414-year  notes  on  May  7,  demand  for  the  issue  proved  quite 
active  with  some  $3.5  billion  of  tendei-s  submitted  by  the  public,  includ- 
ing $800  million  of  noncompetitive  bids  which  were  awarded  at  the 
average  price  of  100.07  to  yield  8.73  percent. 

The  strong  interest  in  the  longer  note  carried  through  the  next  day 
to  the  auctions  of  the  June  1976  note  and  the  long  bond.  In  the  $2  bil- 
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Disposition   of  marketable    Treasury  securities   excluding  regular  bills,  fiscal  1974 

[In  millions  of  dollars] 

Securities  Redeemed  Exchanged 

Date  of     for  cash  or  for  new 

retirement  carried  to  issue  at        Tota  1 

Description  and  maturing  date               Issue  date  matured  maturity 

debt 

Notes  and  Bonds 
197S 

Aug.  16 8H-Percent  note,  Aug.  15,  1973 _.  Feb.  15,  1970 1,514  325        1,839 

Aug.  15 4-percent  bond ,  Aug.  15,  1973 Sept.  15,  1963 3. 166  728       3, 894 

Oct.  1 l}^-percent  note,  Oct.  1,  1973 Oct.  1, 1968 30 30 

Nov.  15 4J^-percent  bond,  Nov.  15,  1973 July  22,  1964 3,760  676       4,336 

1974 

Feb.  15 7M -percent  note,  Feb.  16,  1974 Aug.  15,  1970 _  2,618  342       2,960 

Feb.  16 41/^-percent  bond,  Feb.  15,  1974 Jan.  15,  1965 1,924  542       2,466 

Apr.  1 IJ^-percent  note,  Apr.  1,  1974 Apr.  1,  1969 34.. 34 

Mayie 7J^i-percent  note.  May  15,  1974 Nov.  15,  1970 _  3,336  999       4,334 

May  15 4H-Percent  bond,  May  15,  1974 May  15,  1964 2,328  51?       2,847 


Total  coupon  securities 18,709                4,031  22,740 

Bills 

197S 

Sept.  19 9,803  percent  (tax  anticipation) Aug.  15, 1973 2,017... 2,017 

1974 

Apr.  19 6,766  percent  (tax  anticipation) Nov.  1,  1973 2,007 2,007 

Apr.  19 7,830  percent  (tax  anticipation) Nov.  30, 1973 1,002 1,002 

Apr.  19 7,452  percent  (tax  anticipation) Mar.  4,  1974 1,516 1,616 

June21 7,790  percent  (tax  anticipation). Nov.  30,  1974 2,000 2,000 

June21 8,306  percent  (tax  anticipation) Mar.  29,  1974 2,623 2,623 

Total  tax  anticipation  blUs 11,065 11,065 


Total  securities 29,774  4,031      33,806 

lion  note  auction,  bids  by  the  public  totaled  $3.2  billion  of  which  $716 
million  were  submitted  noncompetitively,  and  the  average  auction  price 
was  set  at  par,  or  a  yield  of  8.73  percent  after  adjustment  for  delayed 
payment  of  the  interest  earned  from  May  15,  to  June  30,  1974. 

Interest  in  the  long  bond,  particularly  by  small  investors,  was  very 
strong  and  tenders  from  the  public  totaled  just  over  $900  million.  Non- 
competitive bids  accounted  for  $115  million  of  the  $300  million  of  final 
awards  of  the  bond.  Having  been  auctioned  by  a  uniform-price  auction, 
all  awards  of  the  bonds  were  made  at  the  lowest  accepted  price  of 
102.85,  or  a  yield  of  8.23  percent  to  maturity  and  8.21  percent  to  the 
issue's  first  call  date. 

Because  of  the  exceptionally  heavy  interest  in  all  three  issues,  many 
investors  did  not  receive  their  expected  awards.  Consequently,  although 
monetary  conditions  remained  stringent  during  May  and  many  ob- 
servers looked  for  even  higher  interest  rates  in  the  future,  demand 
for  the  new  issues  was  brisk  and  the  price  of  all  three  rose  moderately. 

On  May  22,  the  Treasury  announced  that  it  would  raise  $800  million 
of  new  cash  to  meet  its  remaining  early  June  needs  through  auctioning 
a  strip  of  eight  bills  wliich  would  add  $100  million  to  the  outstanding 
weekly  bills  maturing  from  September  19  through  November  7.  Full 
tax  and  loan  account  credit  was  allowed  to  commercial  banks  in  paying 
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for  the  issue.  Tenders  to  the  strip  totaled  $2.5  billion  and  an  average 
issuing  bank  discount  rate  of  8.284  percent  was  set  in  the  auction. 

No  other  financing  operations  were  undertaken  between  the  strip 
auction  and  the  end  of  the  fiscal  year.  Reflecting  the  usual  builduj) 
in  its  balances  following  the  quarterly  tax  date,  even  with  the  redeni})- 
tion  and  payoff  of  maturing  June  tax  anticipation  bills,  the  Treasury's 
operating  balance  increased  to  a  level  of  $9,2  billion  by  June  30. 

Federal  Financing  Bank 

As  of  June  30, 1974,  the  Federal  P'inancing  Hank  had  approved  three 
loans  totaling  $627  million.  They  were  the  first  loans  made  by  the  bank, 
which  was  created  on  December  29,  1973,  by  Public  Law  93-224  to 
coordinate  under  a  single  agency  the  many  Federal  and  federally 
assisted  borrowing  programs.^ 

The  bank  purchased  from  the  Student  Loan  Marketing  Association 
a  $100  million  91-day  obligation,  bearing  interest  at  8.975  percent,  and 
guaranteed  by  the  Department  of  Health,  Education,  and  Welfare; 
and  from  the  U.S.  Postal  Service  a  $500  million  1-year  obligation, 
bearing  interest  at  9.305  percent. 

The  bank  has  committed  to  purchase  $27,641,000  of  obligations  that 
had  previously  been  purchased  by  the  Department  of  Health,  PMuca- 
tion,  and  Welfare  from  20  public  agencies  under  the  Hill -Burton 
program  for  support  to  community  hospitals.  To  date,  the  Federal 
Financing  Bank  has  advanced  $2  million,  bearing  interest  at  8%  per- 
cent. This  loan  is  guaranteed  by  the  Department  of  Health,  Education, 
and  Welfare. 

ENFORCEMENT,  OPERATIONS,  AND  TARIFF 

AFFAIRS 

The  programs  and  operations  of  six  bureaus  of  the  Department 
of  the  Treasury  are  grouped  under  one  Assistant  Secretary  who  utilizes 
three  deputies  and  three  staflf  offices  (Offices  of  Law  Enforcement, 
Operations,  and  Tarif!"  Affairs)  to  supervise  them.  The  bureaus  are 
Customs  Service,  P^ngraving  and  Printing,  Mint,  Secret  Service,  Con- 
solidated Federal  Law  Enforcement  Training  Center,  and  Alcohol, 
Tobacco  and  Firearms.  Enforcement  aspects  of  the  responsibilities  of 
the  Internal  Revenue  Service  also  receive  the  Assistant  Secretary's 
coordinating  supervision. 

Law  Enforcement  and  Operations 

The  Deputy  Assistant  Secretary  for  Enforcement  and  Director, 
Office  of  Law  Enforcement,  developed  and  reviewed  the  policy  and 


>  See  exhibits  29,  30,  and  31. 
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strategy  of  Treasury  law  enforcement  activities,  with  particular  atten- 
tion to  application  of  new  concepts,  technology,  and  tactics ;  coordina- 
tion between  bureaus ;  coordination  of  Treasury's  contributions  to  in- 
terdepartmental law  enforcement  efforts;  and  interaction  of  strategy 
with  other  departments,  agencies,  and  governments.  He  had  primary 
cognizance  over  the  Secret  Service,  the  Bureau  of  Alcohol,  Tobacco 
and  Firearms,  the  Consolidated  Federal  Law  Enforcement  Training 
Center,  the  anti-narcotics-traffic  program  of  IRS,  the  Office  of  Foreign 
Assets  Control,  and  the  Interpol  National  Central  Bureau. 

The  Director,  Office  of  Operations,  under  the  supervision  of  the 
principal  Deputy  Assistant  Secretary,  maintained  oversight  of  bureau 
activities  for  effective  design  and  execution  of  programs,  efficiency  of 
management  and  organization,  and  economy  of  operations,  with  par- 
ticular attention  to  coordination  of  personnel  and  logistics  aspects  of 
ongoing  programs  within  Treasury  and  with  other  departments,  review 
of  senior  personnel  appointments,  development  and  review  of  man- 
agement information  reports  and  budget  proposals,  and,  for  nonen- 
forcement  activities,  adequacy  of  long-range  planning.  The  Deputy 
Assistant  Secretary  had  primary  cognizance  over  Customs,  Mint,  and 
Engraving  and  Printing. 

Antinarcotics  program 

Treasury  continued  to  provide  a  high  level  of  support  for  its  anti- 
narcotics  activities. 

The  narcotics  trafficker  program  of  the  Internal  Revenue  Service, 
initiated  in  July  1971,  achieved  increasingly  significant  results  during 
fiscal  1974.  The  program  identified  known  or  suspected  traffickers  who 
had  been  violating  the  Federal  income  tax  laws  and,  through  the  en- 
forcement of  the  tax  laws,  eliminated  or  reduced  their  drug  activities. 
While  those  in  upper  and  middle  echelons  of  the  drug  distribution  sys- 
tem were  of  primary  interest  to  the  IRS  investigators,  millions  of 
dollars  were  collected  from  lower  level  operators,  many  of  whom  had 
failed  to  file  income  tax  returns.  The  Drug  Enforcement  Administra- 
tion and  other  Federal  and  local  agencies  assisted  the  IRS  in  selecting 
targets  for  investigation  and  in  collecting  monies  due  the  Federal 
Government. 

In  fiscal  1974,  421  alleged  major  drug  dealers,  smugglers,  and  finan- 
ciers were  selected  for  tax  investigations,  while  1,404  at  lower  levels 
were  subjected  to  other  tax  enforcement  action.  IRS  agents  recom- 
mended additional  assessments  of  $75.6  million  in  taxes  and  penalties 
and  collection  officers  brought  in  $16,5  million.  Indictments  were  re- 
turned against  86  major  traffickers  and  88  convictions  were  obtained. 
Due  to  the  normal  delays  in  the  judicial  processes,  the  convictions  re- 
ported are  not  necessarily  related  to  the  indictments  issued  during  fiscal 
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1974.  The  IRS  allocated  852  agent  man-years  to  the  program  in  fiscal 
1974. 

Treasury  participated  in  activities  of  the  Cabinet  Committee  on 
International  Narcotics  Control,  with  particular  emphasis  on  customs- 
to-customs  programs  for  advising  and  training  foreign  customs  border 
control  officials.  Mobile  tactical  interdiction  units  of  the  U.S.  Customs 
Service,  located  in  strategic  border  areas,  continued  to  make  heavy 
inroads  on  narcotics-smuggling  activity  from  Mexico. 

Organized  crime 

Treasury  agencies  continued  their  contribution  of  manpower  and 
resources  to  the  joint  strike  force  program  operating  against  organized 
crime  in  18  major  cities  throughout  the  country  under  the  direction 
of  the  Department  of  Justice.  Treasury's  own  programs  supported  the 
organized  crime  drive  through : 

( 1 )  The  Treasurj'  Organized  Crime  Council ; 

(2)  The  narcotics  programs  of  IRS  and  Customs : 

(3)  Action  against  major  counterfeiting  and  bond  forgery  opera- 
tions by  the  Secret  Service ; 

(4)  The  cargo  security  program  of  Customs ;  and 

(5)  The  attack  on  illicit  liquor  traffic  and  the  suppression  of  il- 
legal use  of  firearms  and  explosives  by  the  Bureau  of  Alcohol,  To- 
bacco and  Firearms. 

Counterfeiting 

In  fiscal  1974,  counterfeiters  continued  to  produce  large  volumes 
of  counterfeit  currency.  However,  for  the  second  consecutive  year,  the 
amount  of  currency  circulated  to  the  public  dropped  from  a  record 
high  of  $4.8  million  in  fiscal  1972.  While  losses  to  the  public  amounted 
to  $2.4  million,  the  Secret  Service  seized  $19  million  prior  to  circula- 
tion. Loss  to  the  public  was  reduced  about  $1  million,  or  27  percent, 
from  the  previous  year. 

Presidential  and  foreign  dignitary  protection 

The  protection  of  those  individuals  authorized  such  protection  by 
law  continued  to  be  the  primary  responsibility  of  the  Secret  Service. 
Permanent  protective  divisions  were  maintained  for  the  security  of  the 
President,  First  Family,  Vice  President,  widows  of  foi-mer  Presidents, 
John  F.  Kennedy,  Jr.,  Secretary  of  the  Treasury,  and  Secretary  of 
State. 

Foreign  dignitaries  visiting  the  United  States  and  special  represen- 
tatives of  the  United  States  traveling  abroad  generated  an  unprece- 
dented volume  of  temporary  protective  activities.  During  fiscal  1974, 
the  Secret  Service  provided  protection  to  140  foreign  dignitaries  visit- 
ing the  United  States.  In  addition  11  official  representatives  of  the 


28     1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

United  States  performing  special  missions  abroad  were  protected  at 
the  direction  of  the  President.  This  represents  an  increase  of  37  per- 
cent over  fiscal  1973. 

Treasury  enforcement  communications  system  (TECS) 

Since  December  1972,  TECS  has  provided  the  law  enforcement  arms 
of  the  U.S.  Customs  Service,  Bureau  of  Alcohol,  Tobacco  and  Fire- 
arms, and  the  Intelligence  and  Security  Divisions  of  the  Internal 
Revenue  Service  not  only  direct  communication  capability  among  their 
respective  field  and  headquarters  personnel,  but  also  access  to  com- 
monly indexed  Treasury  law  enforcement  information  and  to  data  in 
the  FBI  National  Crime  Information  Center. 

During  fiscal  1974,  TECS  proce^ssed  an  average  of  150,000  transac- 
tions per  day.  This  produced  approximately  1,200  hits  (data  of  in- 
terest to  the  investigator) ,  which  resulted  in  over  360  arrests. 

Three  important  expansions  occurred.  The  Washington  National 
Central  Bureau  of  Interpol  became  a  participant  in  TECS,  with  ap- 
propriate specific  limitations  on  access  and  release  of  data.  Subse- 
quently, an  interface  with  the  Drug  Enforcement  Administration,  and 
an  interface  with  local  and  State  enforcement  agencies,  the  latter 
through  the  national  law  enforcement  teletype  system  (NLETS), 
were  established.  Both  actions  significantly  increased  the  effectiveness 
of  TECS  as  support  to  enforcement  agencies  in  containing  and  deter- 
ring illegal  activities  and  apprehending  criminals. 

Anti-terrorism 

Treasury,  as  a  member  of  the  Cabinet  Committee  to  Combat  Terror- 
ism, continued  to  participate  in  the  development  of  the  President's 
program  to  thwart  international  terrorism  and  to  establish  emergency 
plans  for  coping  with  terrorist  incidents.  The  Office  of  the  Secretary, 
the  U.S.  Secret  Service,  the  U.S.  Customs  Service,  and  the  Bureau 
of  Alcohol,  Tobacco  and  Firearms  contributed  to  various  goals  of  the 
anti-terrorism  campaign  through  intensified  intelligence  and  security 
measures  and  more  responsive  emergency  teams. 

Interpol 

In  fiscal  1974,  the  U.S.  National  Central  Bureau  of  the  International 
Criminal  Police  Organization  processed  a  total  of  3,916  investigative 
requirements.  Of  these  cases,  926  were  requests  for  foreign  investiga- 
tion on  behalf  of  U.S.  enforcement  agencies.  In  contact  with  86  other 
countries,  Interpol  Washington  transmitted  3,292  radio,  telex,  and 
cable  messages  and  received  4,227  messages. 

Treasury  led  the  U.S.  delegation  to  the  42d  Interpol  General  Assem- 
bly in  Vienna,  Austria,  in  September  of  1973.  The  General  Assembly 
adopted  substantive  resolutions  and  proposals  concerning  Interpol's 
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participation  in  anti-terrorist  activities  and  curbing  drug  abuse  and 
trafficking. 

In  April  1974,  Treasury  headed  the  U.S.  delegation  to  the  fourth 
American  Regional  Conference  in  Panama,  which  examined  the  prob- 
lems of  drug  trafficking,  counterfeiting,  theft  of  art,  weapons  traffick- 
ing, and  financial  frauds  in  the  hemisphere. 

Illustrating  police  cooperation  through  Interpol  was  a  report  from 
Interpol  The  Hague  advising  of  the  arrest  of  a  British  national  in- 
volved in  international  narcotics  trafficking.  The  contents  of  his  pocket 
diary  were  furnished  to  the  U.S.  Customs  Service  and  resulted  in  the 
indictment  of  11  people  in  the  United  States  on  conspiracy  charges. 

In  another  case,  the  San  Francisco  Police  Department  requested 
Interpol's  assistance  in  locating  a  double  homicide  fugitive.  All-points 
bulletins  to  Southeast  Asian  Interpol  bureaus  resulted  in  the  location 
of  the  subject  in  Singapore,  where  he  is  presently  undergoing  proceed- 
ings for  extradition  to  the  United  States. 

Financial  recordkeeping 

The  Federal  bank  supervisory  agencies  fully  implemented  Treas- 
ury's Financial  Recordkeeping  and  Reporting  Regulations,  issued  in 
1972  as  part  103,  31  CFR,  which  establish  certain  recordkeeping  and 
reporting  requirements  for  banks  and  many  other  financial  institu- 
tions. The  regulations  require  the  maintenance  of  records  that  the 
Secretary  of  the  Treasury  has  found  to  be  highly  useful  in  the  investi- 
gation of  tax,  regulatory,  and  criminal  matters.  They  also  provide  for 
reports  of  unusual  domestic  currency  transactions,  the  ownership  of  a 
foreign  bank  account,  and  the  international  transportation  of  currency 
or  other  monetary  instruments.  One  of  the  major  objectives  of  the 
regulations  is  to  discourage  the  use  of  foreign  banking  facilities  to 
further  illegal  activities. 

The  Assistant  Secretary  of  the  Treasury  has  overall  responsibility 
for  assuring  compliance  with  the  regulations  and  for  coordinating  the 
efforts  of  the  agencies  that  have  been  delegated  enforcement  responsi- 
bilities. Those  agencies  include  the  Federal  bank  supervisory  agencies, 
the  Federal  Home  Loan  Bank  Board,  the  National  Credit  Union 
Administration,  the  Securities  and  Exchange  Commission,  the  U.S. 
Customs  Ser\dce,  and  the  Internal  Revenue  Service, 

In  1972,  the  California  Bankers  Association,  the  American  Civil 
Liberties  Union,  and  Mr.  Fortney  H.  Stark,  Jr.,  challenged  the  con- 
stitutionality of  the  regulations  and  the  underlying  law.  While  the 
matter  was  pending  in  the  courts.  Treasury  was  restrained  from  requir- 
ing banks  to  file  reports  of  unusual  domestic  currency  transactions. 
On  April  1,  1974,  the  U.S.  Supreme  Court  upheld  both  the  law  and 
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the  regulations  and,  as  of  June  15,  1974,  the  reporting  requirement 
was  reinstituted  (31  CFR  Part  103,  Notice) . 

Transnational  financial  crimes  and  frauds 

During  fiscal  1974,  Treasury  began  a  program  to  disrupt  the  trans- 
national movement  and  sequestering  abroad  of  assets  involved  in 
organized  crime  and  other  criminal  activities,  including  tax  evasion, 
smuggling,  and  securities  frauds.  Discussions  were  initiated  with 
governments  of  countries  with  important  financial  centers,  where  crim- 
inal elements  maintain  funds  or  utilize  banking  facilities,  to  determine 
the  extent  of  cooperation  and  mutual  assistance  which  might  be  forth- 
coming through  exchanging  information. 

Explosives  enforcement  program 

Bureau  of  Alcohol,  Tobacco  and  Firearms  responsibilities  under 
the  explosives  laws  led  Treasury  to  establish  an  interagency  committee 
to  undertake  research  on  seeding,  tagging,  and  detection  of  explosives. 
Several  agencies,  including  the  FBI,  Law  Enforcement  Assistance 
Administration,  Secret  Service,  Customs,  and  Federal  Aviation  Ad- 
ministration, participated  in  and  contributed  to  this  project.  $600,000 
in  technical  research  grants  was  awarded,  with  ATF  as  the  proponent 
agency.  Treasury  has  included  more  than  $2  million  in  appropriations 
requests  to  further  this  project,  with  the  objective  of  having  within 
2  years  a  viable  detection  capability  as  a  defense  against  explosive 
bombings. 

Cargo  security  program 

The  Office  of  Operations  continued  Treasury's  collaboration  with 
the  Department  of  Transportation  and  other  departments  and  agencies 
in  advancing  a  cooperative  program  with  the  transportation  industry 
to  suppress  theft  of  cargo. 

The  Customs  Service,  as  the  unique  agency  with  Federal  officials 
physically  present  at  all  ports  of  entry  and  border  crossings  where 
international  cargo  arrives  and  at  terminals  where  international  cargo 
is  cleared,  extended  and  intensified  its  cargo  security  program  during 
the  year.  Additional  field  personnel  were  given  technical  training  in 
security  standards  and  procedures,  more  detailed  surveys  of  deficient 
piers  and  terminals  were  made,  and  additional  customs  patrol  officers 
were  assigned  to  ports  of  entry. 

Automated  merchandise  processing  system  (AMPS) 

Customs  AMPS  program  to  automate  the  examination,  classifica- 
tion, appraisal,  and  liquidation  of  entries  of  imported  merchandise 
was  brought  to  the  working  concept  stage  in  June  1974.  Equally 
important  with  the  computerization  aspects  of  the  concept  is  the  iden- 
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tification  of  many  fonns,  procedures  and  regulations  for  streamlining 
prior  to  computer  systems  design. 

Simultaneously,  an  early  implementation  system  (EIS),  covering 
selected  segments  of  AMPS,  was  installed  in  Philadelphia  and  its 
preliminary  testing  was  completed  by  the  end  of  the  year.  EIS  will 
provide  immediate  operating  assistance  to  hard-pressed  customs  offi- 
cials as  it  is  extended  to  other  ports  over  the  next  2  years. 

Engraving  and  printing 

Following  contractor  and  departmental  studies  of  expansion  sites, 
a  decision  was  reached  to  build  additional  plant  capacity  for  the  Bu- 
reau of  Engraving  and  Printing  on  the  South  Portal  site  in  Washing- 
ton immediately  across  14th  Street  from  the  present  Bureau  building. 
A  thorough  diagnostic  study  of  the  Bureau's  operations  and  manage- 
ment was  completed  by  the  Arthur  D.  Little  Co. 

Mint 

A  growing  shortage  of  pennies  and  the  rising  cost  of  copper  led  the 
Mint  to  generate  a  public  campaign  for  the  return  of  pennies  to  cir- 
culation and  to  propose  legislation  permitting  the  Secretary  of  the 
Treasury  to  change  the  penny  alloy  to  a  high  aluminum  content. 

Steadily  rising  requirements  for  coinage  were  met  by  instituting 
coinage  operations  at  the  West  Point  Depository  and  by  temporarily 
diverting  personnel  resources  at  the  Philadelphia  Mint  from  clad 
strip  production  to  coinage.  Interference  by  railroad  activities  at  the 
site  for  a  new  mint  in  downtown  Denver  led  to  abandonment  of  the 
urban  center  plan  and  selection  of  a  new  site  on  the  city's  outskirts. 

Designs  were  selected  through  a  national  competition  for  the  coin- 
age to  commemorate  the  American  Revolution  Bicentennial,  which 
will  bear  the  dates  "1776-1976."  The  Mint  also  continued  production 
of  special  medals  for  the  Bicentennial. 

Tariff  Affairs 

The  Office  of  Tariff  Affairs,  established  in  1971,  provides  policy 
direction  and  review  of  the  actions  and  recommendations  of  the  Cus- 
toms Service  on  administration  of  the  Antidumping  Act  and  the 
countervailing  duty  law.  Action  under  these  statutes  serves  as  the 
principal  method  by  which  the  Federal  Government  protects  domestic 
industries  from  unfair  trade  practices  by  foreign  companies  and 
governments.^  Additionally,  the  office  has  responsibility  for  policy 
review  of  other  actions  under  the  tariff  laws,  such  as  classification, 
valuation,  marking,  and  quota  regulations. 


1  See  exhibit  40. 


553-554   O  -  74  -  5 


32     1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Treasury,  in  cooperation  with  the  Customs  Service,  has  increased 
efficiency  in  the  handling  of  antidumping  cases  to  ensure  expeditious 
administration  of  the  act.  During  1968,  the  average  number  of  days 
to  complete  an  investigation  was  560,  with  some  cases  taking  2  years 
or  longer.  The  average  completion  time  during  1974  was  reduced  to 
240  days.  Prompt  processing  of  cases  is  advantageous  to  both  the 
domestic  industry,  which  is  ensured  a  speedy  defense  should  there  be 
an  injurious  price  discrimination,  and  the  importer,  our  trading  part- 
ners and  their  citizens,  who  are  relieved  of  the  burden  of  uncertainty 
during  lengthy  investigations. 

Ten  antidumping  cases  were  initiated  in  fiscal  1974  as  compared 
with  27  in  fiscal  1973.  Treasury  published  findings  of  dumping  in  13 
out  of  24  final  decisions.  Nineteen  pending  cases  had  been  carried  over 
from  1973  and  3  from  1972. 

During  the  year,  Treasury  adopted  a  policy  in  antidumping  cases 
which  ensures  even  greater  fairness  to  all  parties  concerned  by  holding 
hearings  with  a  written  record.  Also,  the  office  published  a  compilation 
of  adjustments  and  issues  in  antidumping  cases  which  gives  public 
notice  of  technical  decisions  made  in  past  cases. 

The  countervailing  duty  law  is  designed  to  offset  the  harmful  effects 
of  a  "bounty  or  grant"  paid  by  foreign  governments  on  exports  to  the 
United  States  by  requiring  the  Secretary  of  the  Treasury  to  assess  an 
additional  duty  equivalent  to  the  amount  of  the  bounty,  if  one  is 
found  to  exist.  After  years  of  inactivity  under  this  law  (no  actions 
between  1959  and  1967),  Treasury  has  countervailed  14  times  since 
1968.  Although  there  was  only  one  such  action  in  fiscal  1974,  the  number 
of  cases  under  active  consideration  at  the  end  of  the  year  was  greater 
than  at  any  previous  time. 

The  Trade  Analysis  Section  continued  research  on  foreign  price 
discrimination  and  foreign  subsidies,  and  the  impact  of  such  practices 
on  the  U.S.  economy,  as  well  as  on  the  U.S.  balance  of  payments. 

The  Office  of  Tariff  Affairs  also  undertook  the  review  of  classifi- 
cation and  value  cases  and  country  of  origin  and  marking  cases,  and 
made  recommendations  in  cases  involving  coastwise  trade  exemptions 
covered  by  the  Jones  Act.  In  addition,  the  office  contributed  to  develop- 
ment of  the  study  to  adopt  the  Brussels  Tariff  Nomenclature  for  classi- 
fication of  imported  merchandise. 

Treasury  supplied  major  inputs  for  the  sections  of  the  Trade  Re- 
form Act  of  1973  concerning  antidumping  and  countervailing  duties. 

TAX  POLICY 

Legislation 

During  fiscal  1974,  the  Treasury  submitted  legislative  proposals  to 
tax  the  windfall  profits  of  oil  producers  arising  from  the  energy 
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crisis  and  to  introduce  changes  in  the  taxation  of  foreip:n  source  oil  and 
gas  income.  The  Treasury  also  restated  the  administration's  tax  pro- 
posals of  April  1973  in  the  course  of  working  with  the  House  Com- 
mittee on  Ways  and  Means  in  its  consideration  of  other  changes  in  the 
tax  law,  and  continued  to  work  closely  with  the  Congress  on  pension 
reform. 

Energy. — On  December  19,  1973,  the  President  announced  the  ad- 
ministration's recommendation  of  a  windfall  profits  tax  designed  to  re- 
capture the  windfall  profits  that  would  otherwise  be  realized  by  the  oil 
producers  as  a  result  of  the  oil  crisis  and  the  skyrocketing  price  of 
crude  oil  brought  on  especially  by  the  Arab  oil  embargo.  As  part  of  a 
broad  legislative  package  dealing  with  the  energy  crisis,  the  President 
repeated  the  proposal  for  enactment  of  a  windfall  profits  tax  in  his 
message  of  January  23  to  the  93d  Congress,  and  again  urged  the  Con- 
gress to  enact  this  tax  in  his  state  of  the  Union  message,  January'  30. 
1974. 

On  February  1,  the  Treasury  formally  submitted  to  the  Congress 
the  Emergency  Windfall  Profits  Tax  Act  of  1974.  In  support  of  this 
bill  the  Secretary,  in  testimony  before  the  House  Ways  and  Means 
Committee  on  February  4,  detailed  the  proposed  tax  along  with  a 
group  of  proposals  that  the  administration  had  presented  to  the  com- 
mittee on  April  30,  1973,  including  an  exploratory  drilling  credit,  a 
minimum  taxable  income,  and  a  limitation  on  artificial  accounting 
losses.^ 

The  following  are  the  main  features  of  the  emergency  windfall 
profits  tax  as  it  was  proposed : 

(1)  The  tax  is  designed  to  recover  excessive  windfall  profits  from 
producers  of  oil,  but  without  interfering  with  the  legitimate  profit 
expectations  which  are  necessary  to  meet  the  country's  demands  for 
oil  and  gas  and  reduce  its  dependence  on  foreign  supplies.  It  is  also 
designed  to  prevent  any  tax-generated  price  increase  for  consumers 
of  oil  and  gas. 

(2)  The  tax  is  based  on  graduated  rates  ranging  up  to  85  percent 
depending  on  the  amount  of  per  barrel  price  in  excess  of  the  base 
price.  The  tax  will  be  large  if  the  oil  shortage  is  severe  and  price  in- 
creases large,  but  modest  if  the  shortage  and  price  increase  are  mod- 
est. When  the  higher  prices  increase  oil  supplies  and  gradually  re- 
duce prices  and  hence  the  windfall  profits,  the  tax  should  also 
disappear.  Accordingly,  as  the  period  of  extraordinary  profits  is 
expected  to  be  limited  in  duration,  the  proposed  tax  is  to  expire  by 
its  terms  60  months  after  the  date  of  enactment. 


1  See  exhibit  44. 
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(3)  The  phaseout  of  the  tax  as  the  windfall  disappears  makes  it 

likely  that  the  tax  will  be  absorbed  by  the  producer  rather  than 

passed  on  to  the  consumer  in  higher  prices. 

In  his  testimony  to  the  House  Committee  on  Ways  and  Means  on 
February  4,  1974,  Secretary  Shultz  also  submitted  proposed  changes 
in  the  taxation  of  foreign  source  oil  and  gas  income,  in  accordance  with 
the  President's  recommendations  in  his  message  on  the  energy  crisis  of 
January  23, 1974.  These  proposals  would  have :  ( 1)  Limited  the  amount 
of  tax  paid  to  foreign  governments  with  respect  to  oil  and  gas  income 
which  would  be  creditable  tax  to  48  percent  of  taxable  income,  deter- 
mined under  U.S.  standards,  from  foreign  oil  and  gas  properties,  with 
the  excess  being  deductible;  (2)  provided  that  where  a  U.S.  taxpayer 
has  deducted  foreign  losses  against  U.S.  income,  such  losses  would  be 
taken  into  account  to  reduce  the  amount  of  foreign  tax  credit  claimed 
by  such  taxpayer  on  foreign  earnings  in  later  years  (a  restatement  of 
the  President's  proposal  of  April  10,  1973) ;  and  (3)  repealed  the  de- 
duction for  percentage  depletion  with  respect  to  oil  and  gas  wells  lo- 
cated outside  of  the  United  States  and  its  possessions. 

The  House  Committee  on  Ways  and  Means  reported  out  on  May  4, 
1974,  the  proposed  Oil  and  Gas  Energy  Tax  Act  of  1974  (H.R.  14462) , 
which  reflects  the  Treasury  proposals  but  with  some  substantial 
amendments.  The  major  revisions  made  by  the  committee  are  as  fol- 
lows :  ( 1 )  To  permit  the  windfall  profits  tax  liability  to  be  reduced  by  a 
'•plowback  credit"  for  investments  in  the  exploration  and  develop- 
ment of  oil  and  gas ;  (2)  to  phase  out  percentage  depletion  on  domestic 
oil  and  nonregulated  gas  in  three  annual  steps  which  reduce  it  to  zero 
in  1977  (except  that  in  certain  cases  such  as  stripper  wells  and  produc- 
tion of  up  to  3,000  barrels  per  day  the  taxpayer  may  elect  to  compute 
the  depletion  at  15  percent  until  1979,  at  which  time  it  is  to  be  reduced 
to  zero)  ;  (3)  to  limit  the  foreign  taxes  on  income  from  oil  and  gas 
extraction  which  may  be  used  as  a  credit  against  U.S.  taxes  to  110 
percent  of  the  U.S.  corporate  tax  rate;  (4)  to  require  oil  and  gas 
companies  to  use  the  overall  limitation  on  the  foreign  tax  credit  with 
respect  to  their  oil  and  gas  operations;  and  (5)  to  remove  from  eligi- 
bility for  DISC  (domestic  international  sales  corporation)  treatment 
oil,  gas,  coal,  or  uranium  or  their  primary  products. 

Tax  reform  proposals. — In  addition,  the  Treasury  has  been  working 
with  the  House  Committee  on  Ways  and  IMeans  in  developing  a  bill 
which  would  encompass  a  number  of  changes  in  the  taxation  of  both 
domestic  and  foreign  income.  In  conjunction  with  these  deliberations, 
the  Treasury  restated  the  administration's  proposals  of  April  10, 
1973,  on  foreign  tax  haven  manufacturing  corporations  and  the  addi- 
tional Treasury  proposals  of  April  30,  1973,  which  included  minimum 
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taxable  income,  a  limitation  on  ariificial  accounting  losses,  property 
tax  relief  for  the  elderly,  and  proposals  to  simplify  the  tax  law.'  The 
committee  has  not  yet  made  final  decisions  on  these  matters  but  is  con- 
sidering changes  in  a  number  of  provisions,  including  some  of  those 
covered  by  the  administration's  proposals  plus  changes  in  capital 
gains  taxation  and  in  a  number  of  pix) visions  affecting  foreign  source 
income. 

Changes  under  consideration  with  respect  to  foreign  source  income 
include  the  method  of  computing  the  foreign  tax  credit  limitation,  the 
Western  Hemisphere  Trade  Corporation  provisions,  the  foreign 
earned  income  exclusion,  the  minimum  distribution  rules  under  sub- 
part F,  and  the  tax  treatment  of  foreign  trusts.  The  committee  is  also 
considering  elimination  of  the  U.S.  withholding  tax  on  dividends  and 
interest  on  foreign  portfolio  investments  in  the  United  States. 

On  June  5,  1974,  Secretary  Simon  appeared  before  the  Senate  Fi- 
nance Committee  to  present  the  Treasury  Department  objections  to  a 
series  of  proposed  amendments  to  the  bill  to  increase  the  Federal  debt 
ceiling.^  The  amendments  would  have  repealed  or  cut  back  several  busi- 
ness tax  measures  such  as  percentage  depletion,  the  expensing  of  intan- 
gible drilling  costs,  the  DISC  provisions,  the  ADR  system  guidelines, 
and  the  investment  credit  and  would  have  used  the  revenue  gain  to 
decrease  individuals'  tax  liabilities.  Secretary  Simon  urged  that  busi- 
ness taxes  not  be  increased  at  a  time  when  the  economy  needs  increased 
investment. 

Pension  reform. — The  Treasury  continued  to  work  closely  with 
Congress  throughout  the  year  on  measures  to  implement  the  Presi- 
dent's April  11,  1973,  proposals  for  strengthening  the  private  pension 
system.^ 

H.R.  2,  the  pension  reform  bill,  passed  the  House  on  February  28, 
1974.  It  passed  the  Senate  on  March  4, 1974,  and  was  sent  to  conference 
on  that  same  day.  The  legislation  incorporates  in  revised  form  the 
major  proposals  of  the  administration,  including  new  standards  for 
participation,  vesting,  and  funding;  a  new  deduction  for  contributions 
to  individual  retirement  accounts;  portability  through  rollover  con- 
tributions to  plans  for  self-employed  individuals ;  new  fiduciary  stand- 
ards; and  new  reporting  and  disclosure  requirements.  It  also  estab- 
lishes a  Government  system  of  insuring  against  loss  of  benefits  upon 
termination  of  pension  plans;  establishes  limits  on  contributions  and 
benefits  under  qualified  retirement  plans;  establishes  a  declaratory 
judgment  procedure  in  the  Tax  Court  relating  to  qualification  of  re- 


1  Published  In  1973  Annual  Report,  pp.  366-80. 

2  See  exhibit  47. 

3  See  exhibit  43. 
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tirement  plans ;  and  provides  for  a  new  Assistant  Commissioner  of  In- 
ternal Revenue  for  Employee  Plans  and  Exempt  Organizations. 

Social  security  and  railToad  retirement. — Public  Law  93-233,  ap- 
proved by  the  President  on  December  31,  1973,  increased  the  taxable 
earnings  base  for  social  security  and  self -employment  tax  to  $13,200 
for  1974.  This  supersedes  the  increase  in  taxable  earnings  base  to 
$12,600  in  1974  provided  for  in  Public  Law  93-66  (extending  the  Ee- 
negotiation  Act  of  1951) ;  however,  the  increase  in  benefits  and  the 
liberalization  of  the  retirement  earnings  limitation  also  provided  by 
this  act  were  not  changed. 

A  cost-of-living  adjustment  effective  in  June  1974  provided  a  5.6- 
percent  increase  in  benefits.  The  annual  retirement  earnings  limitation 
was  increased  from  $2,100  to  $2,400,  effective  January  1974;  for  earn- 
ings in  excess  of  the  limit,  benefits  are  reduced  by  $1  for  every  $2  of 
earnings. 

Public  Law  93-69,  approved  by  the  President  on  July  10,  1973, 
changed  the  railroad  retirement  tax  rates. 

Other  legislative  developments. — H.R.  8214,  which  resolves  certain 
income  tax  problems  of  prisoners  of  war  and  the  families  of  those 
missing  in  action,  particularly  with  respect  to  the  combat  pay  ex- 
clusion, passed  the  House  on  August  3,  1973.  It  was  reported  out  by 
the  Senate  Finance  Committee  on  November  27,  1973,  essentially  as 
passed  by  the  House  but  with  a  series  of  amendments;  the  bill  was 
recommitted  to  that  committee  on  January  24,  1974. 

Public  Law  93-310,  approved  on  June  8, 1974,  clarifies  the  exemption 
of  cooperative  arrangements  formed  by  educational  organizations 
for  the  collective  investment  of  their  funds. 

H.R.  13870,  relating  to  national  health  insurance  and  providing 
taxing  levels  to  support  such  insurance,  was  introduced  in  the  House 
and  referred  to  the  Committee  on  Ways  and  Means  on  April  2,  1974. 

The  Environmental  Protection  Tax  Act  of  1973,  originally  pro- 
posed by  the  Treasury  in  1971,  was  reintroduced  in  this  Congress  as 
H.R.  5584.  No  action  has  yet  been  taken  on  this  bill. 

Administration,  interpretation,  and  clarification  of  tax  laws 

The  Department  of  the  Treasury,  during  fiscal  1974,  issued  35 
final  regulations,  3  temporary  regulations,  and  16  notices  of  proposed 
rule  making  relating  to  matters  other  than  alcohol,  tobacco,  and  fire- 
arms taxes.  In  addition,  there  were  seven  final  regulations  and  three 
notices  of  proposed  rule  making  relating  to  alcohol,  tobacco,  and 
firearms  taxes.  Among  the  subjects  dealt  with  in  these  regulations  and 
proposed  regulations  were  stock  dividends,  full  absorption  inventory 
valuation,  the  interest  equalization  tax,  depreciation  of  public  utility 
property,  disclosure  of  tax  return  information  by  tax  return  pre- 
parers, tax  liens,  the  Presidential  election  campaign  financing  check- 
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off,  foreign  tax  credit  limitations,  taxation  of  nonresident  aliens,  and 
capital  loss  carryovers.  Also  during  the  year  a  public  hearing  was 
held  on  the  proposed  regulations  issued  in  June  1973  concerning  the 
allocation  and  apportionment  of  deductions  to  gross  income  from 
sources  within  and  without  the  United  States. 

DISC  report 

Pursuant  to  the  Revenue  Act  of  1971,  the  Treasury  submitted  to 
the  Congress  a  report  on  the  operation  and  effect  of  the  DISC 
legislation.  The  report,  which  is  to  be  made  annually,  covpred  1972. 

Tax  treaties 

Two  new  income  tax  treaties  were  signed  during  the  fiscal  year.  A 
treaty  with  Romania  was  signed  on  December  4,  1973,  and  one  with 
Cyprus  was  signed  on  April  19,  197-1.  Both  treaties  are  awaiting 
Senate  approval.  Negotiations  of  an  income  tax  treaty  with  Poland 
were  completed  at  the  technical  level  and  it  is  lioped  that  the  treaty 
will  be  signed  during  1974.  A  proposed  treaty  with  Indonesia  is 
also  nearly  ready  for  signature.  Discussions  with  Jamaica  and  the 
Republic  of  China  were  continued  during  the  year,  and  similar  nego- 
tiations were  held  with  Zambia.  Preliminary  discussions  of  an  income 
tax  treaty  were  also  held  wnth  Yugoslavia. 

An  estate  tax  treaty  with  Luxembourg  is  almost  ready  for  signature, 
and  a  new  estate  tax  treaty  with  France,  to  replace  the  1949  treaty, 
has  been  completed  at  the  technical  level  and  is  being  translated  prior 
to  signature. 

Participation  in  international  organizations 

Treasury  representatives  participated  in  the  work  of  the  Com- 
mittee on  Fiscal  Affairs  of  the  Organization  for  Economic  Cooperation 
and  Development  (OECD),  Treasury  representatives  were  members 
of  a  number  of  working  parties  of  the  Committee. 

A  Treasury  representative  attended  the  annual  general  assembly  of 
the  Inter-American  Center  of  Tax  Administrators  (CIAT). 

Treasury  representatives  also  participated  in  a  meeting  of  the 
United  Nations  Group  of  Experts  on  Tax  Treaties  between  Developed 
and  Developing  Countries,  which  continues  to  work  on  designing  ap- 
propriate provisions  for  treaties  between  developed  and  developing 
countries. 

INTERNATIONAL  AFFAIRS 

International  Monetary  and  Investment  Affairs 

Foreign  exchange  developments  and  operations 

The  first  full  year  of  a  generalized  floating  exchange  rate  regime 
was  experienced  in  fiscal  1974.  International  trade  continued  to  expand 
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at  a  rapid  pace  in  real  as  well  as  money  terms.  The  shock  to  the 
financial  system  of  the  greatly  increased  prices  of  petroleum  and  the 
oil  embargoes  against  some  countries  did  not  result  in  any  closures  of 
exchange  markets,  although  it  did  contribute  to  wider  movements  in 
exchange  rates. 

The  dollar  reached  its  lowest  level  in  the  exchanges  in  the  early  days 
of  July  1973  at  the  beginning  of  the  fiscal  year.  For  the  first  months 
of  the  generalized  floating  regime,  which  began  in  March  1973,  rates 
held  a  fairly  narrow  range,  close  to  the  positions  that  had  been  agreed 
on,  or  were  implicit  in  the  10-percent  devaluation  of  the  dollar  an- 
nounced in  February  1973.^  In  mid-May  the  dollar  began  to  depreciate, 
mainly  against  those  Continental  European  currencies  that  remained 
in  the  joint  float  ("snake")  or  were  closely  allied  to  it,  such  as  the 
Swiss  franc  and  the  Austrian  schilling.  The  degree  of  depreciation 
accelerated  sharply  through  June  and  until  July  9,  when  a  reversal 
began  to  take  place. 

The  communique  issued  in  March  1973  after  a  meeting  of  the  Group 
of  Ten  and  the  EEC  had  taken  note  of  the  fact  that  official  intervention 
in  the  exchange  markets  might  be  useful  at  appropriate  times  to  facili- 
tate the  maintenance  of  orderly  conditions,  and  it  was  envisaged  that 
some  of  the  preexisting  "swap"  facilities  would  be  enlarged  to  facilitate 
such  operations.  Negotiations  for  the  enlargement  and  the  use  of  swap 
lines  were  concluded  at  Basel  on  July  8  during  the  monthly  meeting 
of  the  central  banking  group  and  a  statement  was  made  to  that  effect. 
The  announcement  was  followed  by  a  Treasury  and  Federal  Reserve 
decision  that  drawings  should  be  made  on  the  Federal  Reserve  swap 
lines.  Sales  of  deutsche  marks,  French  francs,  and  Belgian  francs 
totaling  the  equivalent  of  $273  million  were  made  during  July  1973. 
The  Bundesbank  also  purchased  dollars  in  the  market  in  a  companion 
operation.  The  July  intervention  by  the  United  States  was  fully 
reversed  by  market  purchases  of  currencies  in  August. 

The  unexpected  revaluation  of  the  Netherlands  guilder  on  Septem- 
ber 15  caused  speculative  demand  for  the  deutsche  mark  which  was 
also  expected  to  revalue.  Sales  of  $157  million  in  DM  drawn  under 
swap  lines  by  the  Federal  Reserve  along  with  intervention  by  the 
Bundesbank  effectively  stemmed  this  mild  speculation.  Strengthening 
of  the  dollar  in  late  October,  triggered  by  figures  showing  an  unex- 
pectedly large  U.S.  trade  surplus  in  September,  allowed  ^ho  Federal 
Reserve  to  repay  its  remaining  DM  swap  debt. 

The  effects  of  the  two  dollar  devaluations  as  well  as  the  very  sharp 
increase  in  agricultural  exports  had  begim  to  show  themselves  in  the 
U.S.  trade  position  by  the  late  summer  of  1973  and  a  surplus  of  $600 


1  The    devaluation    became    effective    formally    following    action    by    the    Congress    on 
Sept.  21,  1973  (Public  Law  93-110).  See  exhibits  36  and  54. 
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million  was  recorded  for  the  third  calendar  quarter.  The  trade  surplus 
increased  to  well  over  $1  billion  in  the  fourth  quarter  of  1973. 

In  addition  to  the  improving  trade  balance,  the  dollar,  after  an 
initial  decline  due  to  the  Middle  East  war,  was  temporarily  buoyed 
by  the  belief  that  the  United  States  would  be  injured  less  than  others 
by  the  oil  embargo  and  petroleum  price  increases.  While  it  is  true 
that  the  United  States  relies  less  in  percentage  terms  on  imported 
petroleum,  in  absolute  terms  it  is  the  world's  largest  importer.  As  the 
problem  became  more  one  of  price  than  supply,  this  source  of  strength 
for  the  dollar  tended  to  reverse  itself.  On  the  other  hand,  it  became 
obvious  that  the  rise  in  the  price  of  oil,  and  the  fact  that  most  of  the 
payments  for  oil  are  made  in  dollars,  would  substantially  increase  the 
demand  for  dollars.  Some  of  the  major  foreign  countries  attempted  to 
meet  this  increased  demand  through  borrowings  in  the  Eurocapital 
market  as  well  as  in  the  United  States. 

After  the  lifting  of  controls  on  capital  outflows  from  the  United 
States  in  January  1974,  U.S.  banks  sharply  expanded  their  loans  to 
foreigners.  Some  of  these  loans  went  directly  to  oil-importing  coun- 
tries, and  some  to  intermediaries  in  the  Eurocapital  market.  The 
major  part  of  these  dollar  funds  paid  to  oil-exporting  countries  was 
invested  in  dollar  assets.  To  some  extent  these  investments  were  made 
directly  in  the  United  States,  to  some  extent  they  took  the  form  of 
loans  to  other  countries  and  international  agencies ;  but  the  larger  part, 
presumably  was  deposited  in  accounts  in  banks  operating  in  the  Euro- 
currency market. 

In  mid-January  1974  the  dollar  reached  its  highest  point  since  the 
devaluation  of  the  dollar  in  Februai-y  1973.  However,  the  dollar  began 
to  decline  as  the  energy  problem  threatened  to  provoke  a  more  pro- 
nounced deterioration  in  the  U.S.  trade  balance  than  had  been  origin- 
ally expected,  while  Germany  continued  to  show  an  exceptionally  large 
trade  surplus.  Indeed  the  U.S.  surplus  began  declining  in  February 
and  had  shifted  to  a  substantial  deficit  by  May.  Short-term  interest 
rates  also  had  declined  in  the  first  2  months  of  1974. 

Under  these  conditions,  the  Federal  Reserve  renewed  its  interven- 
tion in  late  February  to  prevent  the  decline  in  the  dollar  from  generat- 
ing speculative  pressures  and  disorderly  trading.  During  February, 
March,  and  April,  the  Federal  Reserve  sold  some  $428  million  in  for- 
eign currencies — mainly  DM  financed  by  swap  drawings. 

The  decline  in  the  dollar  stopped  in  mid-May  and  was  subsequently 
reversed  as  interest  rates  in  the  United  States  had  risen,  and  an  im- 
provement in  the  U.S.  trade  position  occurred  in  April.  In  this  sit- 
uation the  Federal  Reserve  was  able  to  purchase  $182  million  worth  of 
DM  for  swap  repayment. 
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Exchange  markets  were  also  influenced  by  the  difficulties  of  a  few 
individual  banks  in  several  countries,  resulting  primarily  from  foreign 
exchange  losses.  The  closure  of  the  Herstatt  Bank  by  German  author- 
ities in  June  1974  was  particularly  imsettling  to  the  market  since  some 
settlements  between  banks  had  not  been  completed,  and  other  banks 
were  not  totally  reimbursed  for  deliveries  they  had  themselves  made 
on  the  day  of  the  closure.  This  development  hindered  exchange  trading 
at  the  end  of  the  fiscal  year.  To  the  extent  that  these  difficulties  demon- 
strated the  risks  in  speculation,  they  may  have  had  some  longer  range 
effects. 

The  trade-weighted  average  depreciation  oi  the  dollar,  while  less 
volatile  by  its  nature  than  the  rate  of  the  dollar  in  terms  of  certain 
individual  currencies,  moved  within  a  range  of  nearly  10  percent  dur- 
ing the  year.  However,  during  the  last  quarter  of  the  fiscal  year  the 
dollar  fluctuated  more  narrowly,  within  about  2  percent  of  the  level 
prevailing  immediately  after  the  February  1973  realignment. 

In  the  private  gold  market,  the  price  fell  from  about  $125  per  ounce 
in  early  July  1973  to  about  $90  in  November.  Thereafter,  following  the 
oil  embargo,  it  rose  rapidly,  and  reached  nearly  $180  per  ounce  at  the 
end  of  March  1974.  From  April  to  June  the  movement  was  downward 
to  $145  per  ounce  by  the  end  of  June  1974. 

International  monetary  reform 

The  major  economic  and  financial  developments  of  1973-74  repre- 
sented an  abrupt  change  in  the  framework  surrounding  the  negotia- 
tions on  reform  of  the  international  monetary  system.  About  midway 
during  the  period  under  review,  the  focus  of  the  negotiations  shifted  to 
measures  of  immediate  relevance  to  the  current  situation,  with  less 
emphasis  on  early  agreement  on  comprehensive,  long-term  reforms; 
and  primary  attention  was  given  the  urgent  need,  in  light  of  major 
balance  of  payments  disruptions  arising  from  increases  in  the  price  of 
oil,  for  countries  to  avoid  recourse  to  competitive  or  restrictive  actions 
that  would  simply  shift  their  balance  of  payments  problems  to  other 
countries  in  equally  difficult  situations. 

At  the  end  of  the  fiscal  year,  the  Committee  of  Twenty,  established 
in  1972  to  conduct  the  reform  negotiations,  agreed  on  a  program  of 
immediate  steps  and  transmitted  to  the  Board  of  Governors  of  the 
International  Monetary  Fund  a  report  on  their  deliberations.  This  re- 
port included  an  outline  of  longer  term  reforms  that  described  the  out- 
come of  the  Committee's  discussions  on  reform  and  indicated  the  gen- 
eral direction  in  which  the  Committee  believed  the  system  could  evolve 
in  the  future.  This  section  briefly  describes  the  course  of  the  negotia- 
tions during  the  year,  the  agreed  program  of  immediate  action,  and  the 
general  principles  underlying  the  longer  term  reform  outline. 
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During  the  early  months  of  the  period  under  review,  the  Committee 
of  Twenty  made  further  substantial  progress  in  defining  the  general 
shape  of  a  reformed  international  monetary  system.  While  a  number 
of  important  issues  remained  to  be  agreed,  the  Committee  decided  to 
publish  a  "First  Outline  of  Reform"  on  the  occasion  of  the  annual  meet- 
ing of  the  International  Monetary  Fund  in  Nairobi,  Kenya,  in  Septem- 
ber 1973,  presenting  the  issues  on  which  general  agreement  had  been 
reached  and  describing  those  which  required  further  consideration 
and  negotiation. 

In  view  of  the  progress  made  by  the  time  of  the  Nairobi  meeting,  the 
Committee  announced  a  target  date  of  July  31,  1974,  for  completion 
of  the  negotiations,  with  a  view  to  full  agreement  on  a  comprehen- 
sive reform  package  by  that  date  and  needed  action  by  IMF  Gover- 
nors by  the  time  of  the  next  annual  meeting  of  the  Fund,  scheduled 
for  the  fall  of  1974.  To  facilitate  agreement  within  this  period,  tech- 
nical groups  were  established  under  the  guidance  of  the  C-20  Deputies 
to  examine  the  details  and  technical  aspects  of  alternative  arrange- 
ments relating  to  four  key  issues  in  the  negotiations :  Adjustment,  in- 
tervention and  settlement,  global  liquidity  and  consolidation,  and  the 
transfer  of  resources  to  developing  countries. 

After  the  Nairobi  meeting,  the  international  economy  was  hit  by  the 
oil  embargo  and  the  quadrupling  of  the  price  of  oil.  These  major  de- 
velopments raised  the  prospect  of  large  and  abrupt  shifts  in  the  world 
balance  of  payments  structure  and  posed  critical  uncertainties  for  in- 
dividual countries  about  the  future  prospects  for  their  own  balance 
of  payments  positions.  Meeting  in  Rome  in  January  1974,  the  Com- 
mittee of  Twenty  reviewed  the  large  increase  in  the  price  of  oil  and  the 
implications  for  the  world  economy.  The  Committee  recognized  that 
the  current  account  surpluses  of  the  oil-producing  countries  would 
be  very  greatly  increased  and  that  many  other  countries  would  have 
to  face  large  current  account  deficits.  The  Committee  agreed  that  coun- 
tries in  managing  their  international  payments  must  not  adopt  jwli- 
cies  that  would  merely  aggravate  the  problems  of  other  countries,  and 
stressed  the  importance  of  avoiding  competitive  depreciation  and  the 
escalation  of  restrictions  on  trade  and  payments. 

With  respect  to  the  reform  negotiations,  the  Committee  agreed  that 
in  light  of  these  developments  in  the  world  economy,  priority  should  be 
given  to  certain  important  aspects  of  reform,  with  a  view  to  early  im- 
plementation, while  other  aspects  could  be  agreed  on  the  understand- 
ing that  their  operational  provisions  would  be  developed  and  imple- 
mented at  a  later  stage.  The  Committee  undertook  to  complete  its  work. 
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following  meetings  of  the  Committee's  Deputies  in  March  and  May,  at 
a  meeting  in  Washington  on  June  12-13,  1974.^ 

In  accordance  with  this  work  program,  the  Committee,  on  June  13, 
announced  a  program  of  immediate  action  ^  and  submitted  to  the  IMF 
Board  of  Governors  a  report  on  the  negotiations  transmitting  an  Out- 
line of  Reform  and  several  Annexes  discussing  technical  features  of 
certain  issues  remaining  unresolved  in  the  Outline.^  This  set  of  docu- 
ments both  established  a  basic  framework  for  the  future  evolution  of 
the  monetary  system  and  implemented  a  series  of  measures  as  a  first 
stage  of  that  evolution.  The  immediate  action  program  is  described 
below. 

Interim  Committee  of  the  IMF  Board  of  Governors. — The  Commit- 
tee of  Twenty  had  agreed  in  Eome  that  there  should  be  established, 
between  the  full  Board  of  Governors  and  the  Executive  Directors,  a 
permanent  and  representative  Council  of  Governors  of  the  IMF  which 
would  have  the  necessary  decisionmaking  powers  to  supervise  the  man- 
agement and  adaptation  of  the  monetary  system,  to  oversee  the  con- 
tinuing operation  of  the  adjustment  process,  and  to  deal  with  sudden 
disturbances  which  might  threaten  the  system.  Pending  establishment 
of  this  Council,  which  will  require  amendment  of  the  IMF  Articles  of 
Agreement,  the  Committee  of  Twenty  recommended  the  creation  of  an 
Interim  Committee  which  would  have  advisory  powei"s  in  the  same 
areas  of  responsibility  as  is  envisaged  for  the  new  Coimcil.  Pursuant 
to  a  recommendation  of  the  Committee  of  Twenty  in  June,  the  IMF 
Executive  Directors  approved  a  draft  resolution  to  establish  the  Com- 
mittee, which  is  expected  to  be  approved  by  the  full  Board  of  Gover- 
nor at  its  annual  meeting  beginning  in  September  1974.*  It  is  antici- 
pated that  the  new  Committee  will  hold  its  first  meeting  during  the 
week  of  the  International  Monetary  Fund  annual  meetings. 

The  United  States  strongly  supported  the  proposals  to  establish 
the  Council  and  the  Interim  Committee.  The  new  body  will  meet  regu- 
larly three  or  four  times  a  year  as  required  and  will  be  composed  of 
ISIinisters,  Governors,  or  others  of  comparable  rank.  Thus  it  will  pro- 
vide a  continuing  forum,  under  the  auspices  of  the  Fund,  for  senior 
policy  officials  to  discuss  and  decide  critical  issues  in  the  operations  and 
evolution  of  the  monetary  system.  To  provide  maximum  effectiveness, 
while  remaining  broadly  representative,  participation  in  the  Commit- 
tee by  the  Fund  members  will  be  through  representatives  of  the  coun- 
try groupings  which  make  up  the  IMF  Executive  Board.  The  availabil- 
ity of  such  a  forum  is  particularly  welcome  in  view  of  the  less  than 
comprehensive  nature  of  the  agreed  reforms  and  the  need  for  a  high 

1  See  exhibit  58. 

2  See  exhibit  70. 
s  See  exhibit  71. 
« See  exhibit  72. 
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level  of  international  cooperation  in  dealing  with  the  exceptional 
problems  of  the  current  situation. 

Estahlishtnent  of  a  development  committee. — In  response  to  an  ini- 
tiative on  the  part  of  the  developing  countries,  the  Committee  of 
Twenty  recommended  the  establishment  of  a  committee  to  carry  for- 
ward study  of  the  broad  question  of  the  transfer  of  real  resources  to 
developing  countries.  It  also  recommended,  at  the  suggestion  of  the 
United  States,  that  this  committee  give  urgent  attention  to  the  prob- 
lems of  the  developing  countries  most  seriously  affected  by  exceptional 
balance  of  payments  difficulties  in  the  current  situation.  From  the 
outset,  the  United  States  viewed  and  supported  the  proposal  for  a 
development  committee  as  a  means  of  providing  a  needed  focal  point 
for  prompt  and  effective  consideration  of  issues  in  the  development 
area  of  interest  to  both  developed  and  developing  comitries. 

"While  discussions  on  the  organization  and  procedures  of  the  devel- 
opment committee  had  not  advanced  as  far  as  in  the  cases  of  the  In- 
terim Committee  and  IMF  Governors  Council,  it  was  anticipated  that 
the  development  committee  would  be  established  at  the  time  of  the 
IMF/IBRD  annual  meetings  in  September/October  1974,  with  abroad 
mandate  to  undertake,  on  a  continuing  basis,  consideration  of  develop- 
ment issues  by  senior  governmental  officials. 

Adjustment  procedures. — The  Fund,  in  particular  the  new  Interim 
Committee,  will  begin  to  implement  improved  procedures  for  surveil- 
lance and  consultation  of  the  adjustment  process,  on  the  lines  of  the 
procedures  set  out  in  paragraphs  5-10  of  the  Outline  of  Reform.  The 
Fund  wall  begin  some  experimental  use  of  objective  indicators,  includ- 
ing reserve  indicators,  in  the  assessment  of  adjustment  need  but  will 
not  for  the  time  being  use  such  indicators  to  establish  the  application 
of  pressures  for  adjustment  as  had  been  proposed  originally  by  the 
United  States  in  the  context  of  its  comprehensive  proposals  for  reform. 
The  procedures  to  be  implemented  by  the  Fund  are  aimed  at  provid- 
ing a  means  of  ensuring  that  adjustment  responsibilities  are  fairly 
distributed  and  carried  out  effectively. 

Guidelines  for  floating  exchange  rates. — The  Committee  of  Twenty 
approved  and  recommended  IMF  adoption  of  guidelines  for  floating 
exchange  rates.  The  development  of  such  guidelines  was  proposed  by 
the  United  States  as  a  subject  requiring  urgent  attention  in  the  present 
period  of  widespread  floating  and  was  recognized  by  the  Committee  of 
Twenty  in  Rome  as  an  aspect  of  reform  deserving  its  priority  attention. 

The  guidelines  approved  by  the  Committee  provide  a  code  of  be- 
havior designed  to  help  insure  the  mutual  consistency  of  countries" 
exchange  rate  policies  and  to  provide  a  basis  for  dialogue  between 
member  countries  and  the  Fund  with  a  view  to  avoiding  disruptive 
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market  conditions  during  a  period  of  widespread  floating  and  to  pro- 
viding a  benchmark  against  which  to  measure  the  appropriateness  of 
governmental  policies  affecting  the  exchange  markets.^ 

Establishment  of  an  '■'■oil  facility''''  in  the  Fund? — The  IMF  Manag- 
ing Director  proposed  in  Rome  that  work  be  undertaken  to  establish  a 
temporary  facility  in  the  IMF  to  help  meet  countries'  balance  of  pay- 
ments financing  needs  arising  from  the  abrupt  increase  in  oil  prices. 
As  approved  by  the  Committee  in  June,  the  new  facility  is  designed 
basically  as  a  "safety  net"  to  provide  supplemental  financing  for  those 
countries  that  can  afford  its  near-commercial  terms  but  cannot  acquire 
in  adequate  amounts  needed  financing  from  other  sources.  The  facility 
will  rely  on  borrowings  from  member  countries  in  relatively  strong 
balance  of  payments  positions — presumably  largely  from  the  oil- 
producing  countries.  At  the  close  of  the  fiscal  year,  several  countries 
had  made  preliminary  commitments  to  lend  a  total  in  excess  of  $3 
billion  to  the  facility.  The  Fund  will  relend  these  borrowed  fimds  to 
member  countries,  with  access  to  the  facility  determined  in  relation  to 
the  increase  in  their  oil  import  costs  and  to  their  reserve  holdings, 
subject  to  an  overall  limit  based  on  IISIF  quotas.  The  interest  rate  on 
loans  by  the  facility  (based  on  the  rate  on  loans  to  the  facility  already 
arranged)  will  be  6%-7%  percent,  with  repayments  made  in  16  equal 
quarterly  installments  during  the  fourth  through  seventh  years  after 
loans  are  made.  These  terms  are  based  on  the  cost  and  maturity  of  the 
funds  being  made  available  to  the  facility  and  thus  cannot  adequately 
meet  the  needs  of  the  developing  countries  most  seriously  affected  by 
the  oil  price  increases,  which  require  highly  concessionary  or  grant 
financing  to  meet  their  increased  oil  deficits.  The  facility  can,  however, 
provide  a  useful  source  of  supplementary  financing  and  reduce  poten- 
tial strains  in  private  capital  markets. 

Trade  declaration. — In  line  with  the  Committee  of  Twenty's  con- 
cerns expressed  at  its  Rome  meeting  about  the  need  for  countries  to 
avoid  resort  to  restrictive  measures  in  the  current  situation,  the  Com- 
mittee invited  IMF  members  to  subscribe  for  a  period  of  2  years  to  a 
voluntary  declaration  on  trade  or  current  account  restrictions.  In  sub- 
scribing to  the  declaration,  a  country  pledges  that  it  will  not  on  its  own 
discretionary  authority  introduce  or  intensify  trade  or  other  current 
account  measures  for  balance  of  payments  purposes  that  are  subject 
to  the  jurisdiction  of  the  GATT,  or  recommend  them  to  its  legislature, 
without  a  finding  by  the  Fund  that  there  is  balance  of  payments 
justification  for  trade  or  other  current  account  measures. 

The  declaration  is  to  become  effective  among  subscribing  members 
when  IMF  members  representing  65  percent  of  the  total  voting  power 


1  See  exhibit  75. 

2  See  exhibit  73. 
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in  the  IMF  have  accepted  it.  The  declaration  can  lielp  create  the 
needed  restraint  to  an  escalation  of  restrictions  which  would  under- 
mine the  successful  reduction  in  trade  barriere  that  has  been  a  hall- 
mark of  the  postwar  international  economic  system  and  has  contrib- 
uted significantl}'  to  higher  living  standards  for  all  nations. 

Interim  valuation  and  interest  on  the  special  drawing  right.^ — The 
Committee  of  Twenty  recommended  that,  in  order  to  improve  the 
usefulness  of  the  special  drawing  right  (SDR)  during  the  current 
situation  of  widespread  floating  of  exchange  rates,  it  should  be  valued 
in  terms  of  a  "basket"  of  currencies  for  an  interim  period.  This  new- 
technique  was  adopted  by  the  IMF  on  July  1,  1974,  and  provides,  in 
effect,  that  the  value  of  the  SDR  will  fluctuate  in  terms  of  any  indi- 
vidual currency  in  response  to  fluctuations  of  market  exchange  rates 
among  the  currencies  in  the  basket.  The  United  States  suppoi-ted 
adoption  of  the  new  interim  technique  as  desirable  and  equitable  in 
the  present  period  of  widespread  floating.  However,  it  was  generally 
agreed  that  adoption  of  this  interim  technique  of  valuation  should  not 
prejudice  future  decisions  on  SDR  valuation  for  the  longer  term.  The 
question  is  to  be  reviewed  at  the  end  of  2  yeai-s. 

At  the  same  time,  the  Fund  decided  to  raise  the  interest  rate  on  the 
SDR  (and  on  remuneration  paid  by  the  IMF  to  creditors)  in  recog- 
nition of  the  major  increase  in  market  interest  rates  that  had  occurred 
since  the  rate  was  originally  set  at  II/2  percent,  and  to  make  the  SDR 
interest  rate  more  responsive  to  changes  in  market  interest  rates  in  the 
future.  As  of  July  1,  1974,  the  SDR  interest  rate  was  set  at  5  percent 
per  annum.  After  an  initial  period  of  6  months,  the  SDR  interest  rate 
will  be  adjusted  periodically  in  relation  to  a  weighted  average  of  short- 
term  interest  rates  in  the  United  States,  the  United  Kingdom.  Ger- 
many, France,  and  Japan,  according  to  the  following  schedule.  If  the 
weighted  average  market  interest  rate  is  below  9  percent,  the  SDR 
interest  rate  will  be  reduced  below  5  percent  by  three-fifths  of  the 
difference  between  9  percent  and  the  weighted  average.  If  the  weighted 
average  market  interest  rate  is  above  11  percent,  the  SDR  interest 
rate  will  be  increased  above  5  percent  by  three-fifths  of  the  difference 
between  the  weighted  average  and  11  percent.  If  the  weighted  average 
market  interest  rate  remains  in  the  range  of  9  to  11  percent,  the  interest 
rate  of  the  SDR  will  remain  at  5  percent.  The  IMF  Executive  Direc- 
tors can  decide  on  different  interest  rates  for  the  SDR  from  those  pro- 
vided by  this  formula,  by  a  three-fourths  majority  vote. 

An  extended  Fund  facility. — The  Committee  of  Twenty  recom- 
mended that  the  Executive  Directors  proceed  to  an  early  formulation 
and  adoption  of  an  extended  facility  in  the  Fund,  under  which  devel- 
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oping  countries  would  be  eligible  for  somewhat  greater  access  to  the 
Fund  and  could  receive  longer  term  balance  of  payments  financing 
than  is  available  under  the  Fund's  regular  lending  policies.  This  fa- 
cility would  be  designed  to  provide  needed  support  for  major  programs 
of  reform  of  economic  structure  which  could  give  rise  to  per- 
sistent balance  of  payments  difficulties ;  and  would  help  to  give  coun- 
tries needed  assurance  that  balance  of  payments  support  would  be 
available  in  connection  with  such  programs.  It  was  expected  that  the 
Fund  would  decide  to  implement  such  a  facility  shortly  after  the 
close  of  the  fiscal  year. 

Amendments  to  the  IMF  Articles  of  Agreement. — ^The  Committee 
also  requested  the  IMF  Executive  Directors  to  prepare  a  number  of 
draft  amendments  of  the  Articles  of  Agreement  for  further  examina- 
tion by  the  Interim  Committee,  and  for  possible  recommendation  at 
an  appropriate  time  to  the  Board  of  Governors.  In  particular,  draft 
amendments  were  requested  on  the  following  proposals: 

(a)  To  establish  the  Council; 

(b)  To  enable  the  Fund  to  legalize  the  position  of  countries  with 
floating  rates  during  the  interim  period; 

(c)  To  give  permanent  force  to  the  voluntary  pledge  concerning 
trade  or  other  current  account  measures  for  balance  of  payments 
purposes ; 

(d)  To  authorize  the  Fund  to  establish,  as  and  when  agreed,  a 
"substitution  account"  to  facilitate  any  future  consolidation  or 
change  in  composition  in  the  monetary  system's  reserve  assets; 

(e)  To  amend  the  present  provisions  concerning  gold; 

(f )  In  parallel  with  a  reconsideration  of  the  basic  principle  of  a 
link  between  development  assistance  and  SDR  allocation,  to  au- 
thorize the  Fund  to  implement  any  such  link  if  there  should  be  any 
agreement  in  the  future  to  establish  such  a  link;  and 

(g)  To  introduce  improvements  in  the  general  account  and  in  the 
characteristics  of  and  rules  governing  the  use  of  the  SDR,  as  well  as 
any  other  consequential  amendments. 

It  is  envisaged  that  such  draft  amendments,  if  agreed,  would  be 
presented  for  the  approval  of  the  Board  of  Governors  at  the  latest  by 
the  date  fixed  for  completion  of  the  current  general  review  of  Fund 
quotas — February  1975. 

The  Committee  also  requested  the  Fund  to  begin  to  implement  im- 
proved procedures  for  the  management  of  global  liquidity.  Among 
the  procedures  recommended  was  one  under  which  the  Fund  would 
periodically  review  the  aggregate  volume  of  official  currency  holdings 
in  accordance  Avith  paragraph  19  of  the  Outline  of  Reform  and,  if 
they  were  judged  to  show  an  excessive  increase,  would  consider  with 
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the  countries  concerned  what  steps  miofht  be  taken  to  secure  an  orderly 
reduction.  In  addition,  the  Committee  recommended  further  study 
in  the  Fund  of  arrangements  for  gold  in  the  light  of  the  agreed  ob- 
jectives of  reform. 

In  related  developments,  the  two-tier  gold  arrangements  estab- 
lished by  the  Washington  agreement  of  March  1968  were  abolished 
in  November  1973,  thus  permitting  the  signatories  to  sell  monetary 
gold  in  the  private  market,  if  they  wished  to  do  so.  Also,  the  Ministers 
of  the  Group  of  Ten,  meeting  just  prior  to  the  Committee  of  Twenty 
meeting  in  June,  agreed  in  principle  that  gold  could  be  used  as  col- 
lateral for  international  borrowings. 

The  immediate  action  program  outlined  above  was  agreed  against 
a  basic  framework  of  principles  of  long-term  monetary  reform.  The 
longer  term  Outline  of  Reform  envisages  a  more  effective,  symmetri- 
cal, and  smoothly  operating  adjustment  process  than  existed  in  the 
past.  The  Fund  would  play  a  larger  role,  based  in  part  on  agreed  re- 
serve indicators,  in  the  surveillance  and  assessment  of  need  for  bal- 
ance of  payments  adjustment  and  in  the  application  of  international 
pressures  for  adjustment.  The  Fund  would  be  strengthened  to  fulfill 
this  enhanced  role  by  the  creation  of  a  small  decisionmaking  commit- 
tee of  senior  government  officials — the  Council.  The  system  would 
contain  strong  presumptions  against  the  use  of  restrictions  or  con- 
trols on  international  transactions  designed  to  maintain  inappropriate 
exchange  rates  or,  more  generally,  to  avoid  appropriate  adjustment 
action. 

The  exchange  rate  regime  would  be  more  flexible  than  imder  the 
Bretton  Woods  system.  While  providing  for  par  values  and  sym- 
metrical convertibility  obligations  as  the  "center  of  gravity"  of  the 
system,  provision  would  be  made  for  wider  margins  about  established 
par  values  or  central  rates,  and  for  the  floating  of  currencies  in  con- 
formance with  agreed  guidelines.  The  Fund  would  exercise  closer 
review  of  global  liquidity  in  the  framework  of  reformed  arrange- 
ments for  adjustment  and  convertibility,  with  the  objectives  that  the 
SDR  would  become  the  central  reserve  asset  of  the  system  and  that 
the  role  of  gold  and  reserve  currencies  would  be  reduced.  The  system 
would  be  designed  to  provide  the  environment  needed  to  stimulate  the 
flow  of  real  resources  to  developing  countries,  and  Avould  contain 
forums  appropriate  for  consideration  of  the  broad  complex  of  issues 
in  the  development  area. 

The  United  States  considers  that  these  basic  principles  of  reform 
provide  an  appropriate  framework  for  the  future  cooperative  evolu- 
tion of  the  system.  The  immediate  steps  agreed  by  the  Committee  of 
Twenty  are  fully  consistent  with  that  framework  and,  in  effect,  con- 
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stitute  the  essential  first  step  in  the  evolutionai-y  process  of  monetary 
reform. 

International  investment  and  capital  flows 

Fiscal  1974  was  an  active  one  in  the  international  investment  area. 
There  were  a  number  of  decisions  and  events  that  had  a  major  impact 
on  world  capital  markets  and  the  flow  of  funds  within  these  markets. 
The  administration's  move  to  eliminate  its  program  of  capital  con- 
trols and  the  impact  of  increased  oil  prices  and  earnings  of  oil-pro- 
ducing countries  on  international  financial  markets  were  two  of  the 
many  significant  developments  that  affected  the  magnitude  and  nature 
of  international  capital  floAvs. 

Removal  of  the  U.S.  pr^ografn  of  capital  controls. — The  most  im- 
portant U.S.  policy  move  during  fiscal  1974  regarding  capital  flows 
was  to  reduce  and  subsequently  to  terminate  the  U.S.  capital  outflow 
restraint  programs.  These  consisted  of  the  interest  equalization  tax 
administered  by  the  Department  of  the  Treasury,  the  foreign  direct 
investment  program  administered  by  the  Department  of  Commerce, 
and  the  voluntary  foreign  credit  restraint  guidelines  of  the  Federal 
Reserve  Board  setting  foreign  lending  and  investment  ceilings  for 
banks  and  other  financial  institutions. 

In  February'  1973,  Secretary  Shultz  had  announced  that  the  United 
States  intended  to  phase  out  the  capital  control  programs  and  to  ter- 
minate these  measures  at  the  latest  by  December  31,  1974.  The  first 
step  in  phasing  out  the  capital  restraint  programs  was  taken  Novem- 
ber 27,  1973,  when  the  Commerce  Department  announced  that  "the 
foreign  direct  investment  regulations  were  being  relaxed  to  ease  year- 
end  compliance  problems."  ^  Soon  thereafter,  on  December  26,  1973, 
the  Treasury  announced,  in  coordination  with  the  Commerce  Depart- 
ment and  Federal  Reserve  Board,  a  substantial  liberalization  of  the 
lET,  FDIP,  and  VFCR  controls  effective  as  of  the  first  of  the  new 
year.^ 

As  a  consequence  of  further  improvements  in  tlie  U.S.  balance  of 
payments  position,  the  stronger  position  of  tlie  dollar  in  exchange 
markets,  and  the  desirability  of  avoiding  official  restrictions  on  capital 
flows  in  light  of  the  changed  circumstances  in  the  balance  of  payments 
of  many  countries  resulting  from  the  higher  oil  prices,  the  U.S.  pro- 
grams of  capital  controls  were  efl^ectively  terminated  as  of  January  29, 
1974.^  Certain  reporting  requirements  were,  however,  retained  for  the 
time  being  to  assist  in  monitoring  balance  of  payments  flows. 

1  The  foreign  direct  investment  program  was  amended  as  follows:  (1)  The  minimum 
worldwide  allowable  investment  available  to  small  investors  was  raised  from  $6  million 
to  $10  million  :  (2)  the  amount  that  could  be  reinvested  from  earnings  of  foreign 
affiliates  was  increased  from  40  percent  to  60  percent  of  the  greater  of  1972  or  1973 
foreign  affiliate  earnings. 

»  See  exhibit  56. 

3  See  exhibit  59. 
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Former  Secretary  Shultz,  in  recently  coninientin<r  on  liis  many  ac- 
complishments as  Secretary  of  the  Treasury,  said  that  he  received 
more  satisfaction  from  the  dismantling  of  the  capital  control  programs 
than  from  any  other  single  official  action.  The  elimination  of  these 
controls  reaffirmed  the  administration's  support  for  integration  and 
greater  efficiency  in  the  world  capital  markets. 

Ending  of  the  interesf  equal izat tan  ta,r. — The  interest  equalization 
tax  (lET)  was  the  element  of  the  capital  control  i)rograms  specifi- 
cally administered  by  the  Treasury  Department.  The  lET  was  insti- 
tuted by  law  effective  July  1963.  for  an  initial  period  of  2  years,  to 
help  restrain  the  outflow  of  capital  from  the  United  States  into  port- 
folio investments  abroad.  This  statute  gave  the  President  authority  to 
set  the  rate  of  the  lET  between  zero  and  the  equivalent  of  IV2  percent 
per  annum.  (This  implied  a  ceiling  rate  on  equity  purchases  of  221/^ 
percent.)  The  law  was  subsequently  extended  on  several  occasions  and 
adjustments  in  the  rate  of  the  tax  were  made  by  Executive  order.  The 
last  extension  of  the  lET  legislation  was  in  April  1973  when  the 
Interest  Equalization  Extension  Act  of  1973  renewed  the  WJT  au- 
thority until  June  30,  1974.  The  act  required  the  Secretary  of  the 
Treasury  to  study  the  eti'ect  on  international  monetary  stability  of  the 
lET  exemption  on  new  issues  of  Canadian  stock  or  debt  obligations 
and  to  submit  a  report  to  Congress,  no  later  than  September  30,  1973. 
This  was  done  by  a  letter  of  September  28, 1973,  from  Acting  Secretary' 
Simon  to  the  Congress.^ 

Executive  Order  11754,  signed  by  the  President  on  December  26, 
1973,  reduced  the  rate  of  the  lET  effective  January  1,  1974,  from 
11.25  percent  to  3.75  percent  on  the  purchase  of  foreign  stocks  by 
U.S.  citizens,  and  from  a  rate  of  approximately  0.75  percent  per 
annum  to  a  rate  of  approximately  0.25  percent  per  annum  on  the 
purchase  of  foreign  debt  obligations.  Pursuant  to  Executive  Order 
11766,  dated  January  29,  1974,  the  effective  rate  of  the  lET  was 
reduced  to  zero  as  of  that  date.  The  lET  legislation  continued  in  force 
until  it  expired  on  June  30, 1974. 

Linkages  heticeeu  the  U.S.  and  international  capital  and  securities 
markets. — The  termination  of  the  U.S.  capital  control  programs  was 
welcomed  as  a  contribution  to  the  liberalization  of  capital  flows  at  a 
time  when  the  balances  of  payments  of  many  countries  were  in 
danger  of  sharp  deterioration  because  of  the  higher  cost  of  imported 
oil.  This  U.S.  action  and  the  easing  of  capital  controls  in  several 
other  countries  in  early  1974  have  facilitated  the  movement  of  capital 
to  the  points  of  pressure  in  the  international  financial  system. 

There  is  no  convincing  evidence  that  the  termination  of  the  capital 
outflow  restraint  programs  may  have  contributed  to  an  increase  in 


1  See  exhibit  51. 
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average  U.S.  domestic  interest  rates.  For  the  United  States,  which  has 
a  foreign  sector  that  is  relatively  small  compared  with  the  domestic 
economy,  the  effect  of  balance  of  payments  flows  on  the  aggregate 
demand  and  supply  of  funds  tends  not  to  be  large. 

The  Eurocurrency  market  continued  to  grow  at  a  rapid  pace.  Ac- 
cording to  estimates  in  the  1974  annual  report  of  the  Bank  for  Interna- 
tional Settlements,  the  net  size  of  the  Eurocurrency  market  (including 
principal  centers  outside  of  Europe)  grew  from  about  $105  billion  at 
the  end  of  1972  to  some  $155  billion  at  the  end  of  1973  and  to  roughly 
$170  billion  on  March  31, 1974. 

In  view  of  the  newly  increased  integration  between  the  U.S.  and 
the  international  capital  markets,  particularly  the  Eurodollar  market, 
there  is  renewed  official  interest  in  reviewing  the  effectiveness  of  the 
U.S.  financial  markets.  Several  major  issues  related  to  the  efficiency 
of  the  international  competitive  position  of  U.S.  capital  markets  are 
currently  being  discussed.  These  include  the  following : 

(a)  Interest  ceilings  (Regulation  Q)  tend  to  reduce  the  ability 
of  U.S.  financial  institutions  to  compete  with  Eurodollar  and  other 
foreign  banks  for  funds.  The  elimination,  in  1973,  of  the  ceiling 
on  U.S.  time  deposits  of  $100,000,  or  more,  importantly  reduced  this 
regulatory  difference.  The  administration's  legislative  proposals  to 
the  Congress  made  on  August  3,  1973,  for  "Recommendations  for 
Change  in  the  U.S.  Financial  System,"  anticipates  the  gradual 
elimination  of  all  interest  rate  ceilings.  Such  a  measure  would  make 
U.S.  institutions  more  competitive  in  the  international  money 
markets.^ 

(b)  Another  issue  currently  receiving  attention  is  that  of  foreign 
bank  activity  in  the  United  States.  Foreign  banks  operating  in 
the  United  States  liave  some  advantages  over  domestic  banks,  for 
example,  because  they  can  participate  in  interstate  branching  and 
engage  in  nonbanking  activities  prohibited  to  U.S.  banks.  Bills 
have  been  introduced  in  the  Congress  to  restrict  the  operation  of 
foreign  banks.  The  administration  is  reviewing  the  various  policy 
issues  involved,  in  a  spirit  which  includes  concern  for  the  public 
interest  in  promoting  competition  and  good  service  in  the  banking 
system  and  for  upholding  the  general  principle  of  nondiscrimina- 
tion as  between  foreign-owned  and  domestically  owned  banks  op- 
erating in  the  United  States  (national  treatment). 

(c)  The  question  of  foreign  participation  in  the  U.S.  securities 
industry  and  access  to  U.S.  stock  exchanges  is  being  examined.  An 
important  problem  in  this  context  results  from  the  institutional 


1  It  may  be  noted  that  additional  regulatory  differences  bet^veen  the  U.S.  and  the 
Eurocurrency  markets  consist  of  U.S.  reserve  requirements  on  deposits  (Reg-ulatlon  D)  and 
of  reserve  requirements  related  to  transactions  between  U.S.  banks  and  banks  based  abroad 
(Regulation  M). 
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linkag:e  which  frequently  exists  abroad  between  banking  and  securi- 
ties operations,  wliich  contrasts  with  our  practice  under  the  Glass- 
Steagall  Act  of  segregating  commercial  banking  from  brokerage 
and  investment  banking  activities.^  The  Securities  and  Exchange 
Commission  has  asked  for  comments  from  the  public  on  these  issues 
and  is  now  in  the  process  of  reviewing  the  responses. 
International  direct  investment  issues. — The  United  States  continues 
to  participate  actively  in  the  studies  of  international  investment  and 
multinational  corporations  being  conducted  by  the  Organization  for 
Economic  Cooperation  and  Development  (OECD)  as  a  complement 
to  the  monetary  and  trade  negotiations.  The  OECD  has  focused  its 
efforts  on  three  main  areas:  (1)  National  treatment  for  foreign  inves- 
tors; (2)  government  policies  regarding  the  use  of  investment  incen- 
tives and  disincentives;  and  (3)   issues  pertaining  to  multinational 
corporations.  The  concept  of  national  treatment  affirms  that  foreign  in- 
vestors and  domestic  investors  should  be  accorded  equal  treatment. 
The  current  effort  is  designed  to  supplement  the  OECD's  Code  for  the 
Liberalization  of  Capital  Movements  by  developing  possible  guide- 
lines and  consultation  procedures  dealing  with  the  treatment  of  al- 
ready established  foreign-owned  enterprises. 

The  OECD  is  also  considering  problems  caused  by  governmental  in- 
vestment policies  which  seriously  distort  international  trade  and 
investment  patterns.  Work  is  proceeding  designed  to  define  some  prin- 
ciples and  establish  consultation  procedures  for  discussion  and  resolu- 
tion of  differences  among  OECD  members  that  may  arise  from 
conflicts  in  national  investment  policies. 

A  related  set  of  studies  has  been  requested  by  the  OECD  Council  on 
a  number  of  aspects  relating  to  the  operations  of  multinational  cor- 
porations. These  studies  have  the  aim  of  identifying  the  extent  to 
which  there  are  real  issues  peculiar  to  multinational  corporations  and 
distinguishable  from  issues  related  to  international  investment  as  a 
whole,  and  to  outline  possible  approaches  to  handling  any  such  issues. 
The  work  program  which  has  been  delegated  to  various  OECD  com- 
mittees and  working  groups  called  for  the  submission  of  initial  reports 
by  July  31, 1974. 

The  OECD  Ministers  at  their  May  1974  meeting  welcomed  the  in- 
tensification of  the  work  on  the  issues  related  to  international  invest- 
ment and  multinational  corporations. 

Foi^eign  investment  in  the  United  States. — Net  new  inflows  of  capi- 
tal for  foreign  direct  investment  in  the  United  States  were  $2.5  billion 
in  1973,  compared  with  $0.4  billion  in  1972,  and  an  average  $0.2  billion 


1  As  a  contribution  to  the  review  of  these  Issues,  among  others,  the  Department  of  the 
Treasury  sponsored  a  February  7.  1974.  study  by  Professor  James  H.  Lorle  of  the 
Univers'lty  of  Chicago,  titled  "Public  Policy  for  American  Capital  Markets."  See 
exhibit  28. 
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per  year  during  the  1960's.  Inflows  of  capital  for  portfolio  investment 
in  the  United  States  (other  than  Treasury  issues)  amounted  to  $4.5 
billion  in  1972  and  $4.1  billion  in  1973.  The  average  for  the  preceding 
5  years  (1967-71)  was  $2.6  billion  annually.  This  recent  increase  in 
foreign  investment  activity  in  the  United  States  has  stimulated  con- 
gressional and  public  interest  in  the  nature  and  extent  of  foreign  direct 
and  portfolio  investments  in  the  United  States.  The  Senate  and  House 
have  introduced  legislation  that  would  authorize  the  Secretaries  of 
Treasury  and  Commerce  to  conduct  studies  of  foreign  direct  and  port- 
folio investment  in  the  United  States. 

The  Treasury  has  testified  in  support  of  these  studies.^  The  last  par- 
tial benchmark  survey  on  foreign  portfolio  investment  in  the  United 
States  was  conducted  in  1949,  and  the  last  complete  benchmark  census 
on  foreign  portfolio  investment  in  the  United  States  was  taken  in  1941. 
The  administration  has  long  been  aware  of  the  data  inadequacies  on 
foreign  investment  in  the  United  States,  and  as  a  consequence  both  the 
Treasury  and  Commerce  Departments  are  planning  benchmark  sur- 
veys. The  Treasury  Department  will  conduct  the  survey  on  foreign 
portfolio  investment.  The  pending  legislation  before  Congress  would 
require  both  Secretaries  to  submit  interim  reports  to  the  Congress  12 
months  after  enactment  of  the  legislation,  and  a  final  report  within  18 
months  of  enactment. 

Organization  for  Economic  Cooperation  and  Development 

The  highlight  of  the  annual  Ministerial  meeting  of  the  OECD  held 
in  Paris  May  29-30,  1974,  was  the  adoption  of  a  declaration  of  intent, 
or  pledge,  on  the  part  of  member  countries  to  avoid  introduction  of 
new  measures  restricting  exports  or  imports  or  providing  artificial 
subsidies  to  exports  aimed  at  offsetting  the  effects  of  higher  energy 
prices.  Details  and  related  actions  taken  in  the  International  Monetary 
Fund  are  described  in  sections  in  this  report  on  "trade  policy"  and 
"international  financial  affairs."  Against  a  background  of  continued 
accelerated  rates  of  worldwide  price  increases,  the  Ministers  also  re- 
affirmed their  resolve  to  pursue  anti-inflationary  policies.- 

The  trade  policy  declaration  was  prepared  by  the  Executive  Com- 
mittee of  OECD  meeting  in  special  session  as  one  element  of  the  co- 
operative reaction  of  the  international  community  to  the  unprece- 
dented situation  caused  by  the  sharp  increases  in  oil  prices  announced 
in  the  latter  part  of  1973.  That  Committee  also  continued  its  work  on 
issues  related  to  international  investment,  as  part  of  efforts  to  reform 
the  international  economic  system.  The  Committee  is  attempting  to  de- 
velop proposals  for  guidelines  and  consultation  procedures  on  invest- 


1  See  exhibit  65. 
=  See  exhibit  68. 
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ment  as  well  as  undertaking  a  series  of  studies  on  multinational  enter- 
prises. 

Much  of  the  attention  of  the  economic  policy  branch  of  the  OECD 
focused  in  fiscal  1974  on  the  problem  of  inflation  and  on  the  implica- 
tions, both  for  national  economies  and  balances  of  payments,  of  the 
increase  in  oil  prices. 

The  Secretariat  of  OECD  produced  much  of  the  early  work  esti- 
mating the  impact  of  the  announced  increases,  pointing  in  particular 
to  the  need  for  cooperation  by  the  industrial  countries  in  the  face  of 
the  implied  prospective  sharp  swing  in  their  combined  current  account 
positions  from  customary  surpluses  to  a  large  combined  deficit.  The 
Economic  Policy  Committee's  Working  Party  8,  to  which  the  U.S. 
delegation  is  led  by  the  Treasury's  Under  Secretary  for  Monetary 
Affairs,  devoted  much  of  its  time  to  consideration  of  appropriate 
adjustment  policies  in  the  face  of  this  prospective  swing  and  to  the 
problems  of  financing  the  implied  deficits. 

The  Treasury  continued  to  participate  actively  in  the  work  of  a 
number  of  other  activities  of  the  OECD.  These  include  the  Economic 
Policy  Committee  and  its  other  working  parties  (on  Long-Term 
Growth,  on  Costs  and  Prices,  and  on  Short-Term  Economic  Fore- 
casting) ;  the  Trade  Committee  and  its  subgroups  on  Export  Credit 
and  Credit  Guarantees  and  on  Government  Procurement ;  the  Devel- 
opment Assistance  Committee;  the  Committee  on  Fiscal  Affairs;  the 
Committee  on  Financial  Markets;  and  the  Committee  for  Invisible 
Transactions. 

International  Monetary  Fund  operations 

IMF  financial  operations  were  little  changed  between  fiscal  years 
1973  and  1974.  With  the  continuation  of  widespread  exchange  rate 
floating,  combined  with  strong  reserve  positions  on  the  part  of  many 
countries,  there  was  again  relatively  little  need  for  recourse  to  IMF 
credit  during  the  year. 

Purchases  of  currency  (drawings)  by  IMF  member  countries  totaled 
the  equivalent  of  $1.4  billion,  roughly  equal  to  total  drawings  during 
the  previous  fiscal  year.  India  was  the  largest  single  user  of  Fund 
credit,  with  drawings  totaling  the  equivalent  of  $450.2  million,  about 
one-third  of  total  drawings  during  the  year.  Principal  currencies 
drawn  were  the  German  mark  (in  the  equivalent  of  $610.2  million)  ; 
the  U.S.  dollar  ($297.2  million) ;  the  Japanese  yen  ($91.7  million)  ; 
and  the  French  franc  ($80.1  million) . 

Dollars  were  eligible  to  be  used  in  drawings  for  the  first  time  since 
1971,  as  a  result  of  the  strengthened  U.S.  balance  of  payments  posi- 
tion. Special  drawing  rights  were  drawn  in  the  amount  of  $68.3  million 
equivalent. 
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Currency  repurchases  (repayment  of  previous  drawings)  totaled  the 
equivalent  of  $875.3  million.  Nearly  40  percent  of  total  repurchases, 
the  equivalent  of  $347.9  million,  was  in  German  marks.  The  remainder 
of  the  repurchases  were  concentrated  in  the  currencies  of  Canada, 
Japan,  and  other  European  countries,  and  in  SDK's.  IMF  holdings 
of  U.S.  dollars  exceeded  75  percent  of  the  U.S.  quota  in  the  IMF 
throughout  the  fiscal  year  and,  therefore,  the  dollar  was  not  eligible 
for  use  in  repurchases. 

As  of  June  30,  1974,  cumulative  drawings  from  the  beginning  of 
IMF  operations  amounted  to  the  equivalent  of  $32.6  billion,  of  which 
$9.8  billion  was  in  U.S.  dollars;  cumulative  repurchases  amounted 
to  the  equivalent  of  $20.5  billion,  of  which  $5.6  billion  was  in  U.S. 
dollars. 

No  transactions  were  conducted  under  the  General  Arrangements 
to  Borrow  (GAB)  during  the  year.  As  of  June  30,  1974,  amounts 
available  under  the  GAB  totaled  the  equivalent  of  $6.8  billion. 

The  U.S.  reserve  position  in  the  IMF  increased  from  $522  million 
to  $1,006  million  during  the  fiscal  year,  primarily  as  a  result  of  repur- 
chases by  the  United  States  (in  the  amount  of  $132.8  million)  and  pur- 
chases of  dollars  by  other  coimtries  ($297.2  million). 

The  world  economy  and  the  U.S.  balance  of  payments 

International  transactions  of  the  United  States  as  well  as  of  most 
of  the  other  countries  during  the  year  July  1973  through  June  1974 
were  strongly  influenced  by  economic  and  political  developments  which 
substantially  changed  the  patterns  of  international  transactions,  and 
the  financial  relationships  among  the  various  countries  and  regions. 
Some  of  these  changes,  as  well  as  the  widespread  shift  from  fixed  to 
floating  exchange  rates,  are  also  raising  questions  whether  the  stand- 
ards which  previously  have  been  used  to  determine  and  measure 
improvements  or  deteriorations  in  the  balance  of  payments  continue 
to  be  applicable. 

At  the  start  of  the  period  which  is  reviewed  here,  business  activity 
in  the  United  States  as  well  as  in  the  major  foreign  countries  was 
rapidly  expanding.  Demands  reached  the  limits  of  the  available  pro- 
duction capacities  for  some  of  the  basic  industrial  materials,  and  in 
many  countries  competition  for  Avorkers,  particularly  skilled  workers, 
substantially  increased. 

The  coincidence  of  the  cyclical  upswing  in  major  countries  was 
greater  than  in  previous  periods,  and  not  only  created  strong  upward 
pressures  on  prices  but  also  changed  to  some  extent  the  international 
flow  of  goods,  services,  and  capital. 

Superimposed  on  these  developments  were  shortages  relative  to  the 
prevailing  demand  in  agricultural  commodities  which  accentuated  the 
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inflationary  pressures  that  had  affected  the  industrial  sectors  of  the 
economies. 

These  developments,  and  the  decline  in  the  value  of  the  dollar 
during  the  first  half  of  1973  and  probably  also  the  delayed  effects 
of  the  devaluation  in  1971,  had  a  favorable  effect  on  U.S.  trade  and 
the  balance  of  payments  in  general. 

In  the  July-September  quarter  of  1973  the  trade  balance  improved 
from  the  preceding  quarter  by  nearly  $1  billion,  and  for  the  first  time 
in  over  2  years  moved  into  a  surplus.  A  major  factor  contributing  to 
the  improvement  was  the  $630  million  rise  of  the  balance  in  the  trade 
in  foods,  feeds,  and  beverages.  The  balance  on  industrial  materials 
other  than  fuels  and  lubricants  improved  by  about  $330  million  and 
moved  into  a  surplus.  In  the  preceding  10  years,  a  surplus  in  this 
balance  occurred  only  in  the  first  half  of  1970  and  1964. 

In  comparison  witli  these  improvements,  trade  in  finished  capital 
and  consumer  goods  responded  more  slowly  to  the  favorable  develop- 
ments affecting  our  trade.  The  balance  on  these  goods  improved  only 
about  $240  million,  of  which  about  $70  million  was  in  trade  in  auto- 
motive products  with  Canada,  most  of  which  is  conducted  under  the 
United  States-Canadian  Automotive  Trade  Agreement.  To  a  minor 
extent  these  improvements  were  offset  by  a  $230  million  increase  in  our 
deficit  in  fuels  and  lubricants.  (This  increase  did  not  yet  reflect  the 
large  price  increases  for  oil  which  started  in  October  1973.) 

Net  incomes  on  services  transactions  also  increased.  Major  factors  in 
this  improvement  were  higher  net  receipts  on  fees  and  royalties,  a  con- 
siderable improvement  in  the  balance  of  travel  receipts  and  expendi- 
tures, and  in  military  transactions.  Incomes  on  U.S.  investments  abroad 
also  rose  but  so  did  U.S.  payments  of  income  on  foreign  investments 
held  in  the  United  States,  largely  because  of  rising  interest  rates  paid 
on  the  large  amounts  of  foreign  investments  held  in  short-term  U.S. 
obligations. 

The  more  than  $11/2  billion  improvement  in  the  balance  on  current 
account  transactions,  excluding  Government  grants,  was,  of  course, 
matched  by  an  opposite  change  in  capital  transactions.  That  change 
approximately  equaled  (after  seasonal  adjustments)  the  sale  of  liquid 
and  other  assets  held  in  the  United  States  by  foreign  official  agencies 
mainly  to  support  their  currencies  in  the  foreign  exchange  markets. 
The  overall  balance  on  recorded  private  capital  transactions  improved 
about  $1.7  billion,  but  this  was  largely  offset  by  an  adverse  shift  in 
unrecorded  transactions  and  some  rise  in  net  outflows  through  Govern- 
ment grant  and  capital  transactions. 

Among  private  capital  transactions,  most  significant  were  large 
inflows  of  long-term  capital,  including  a  more  than  $500  million  pay- 
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ment  by  a  major  oil-producing  country  for  a  share  in  the  equity  of  a 
U.S.  corporation  operating  in  its  territory.  In  addition,  U.S.  banks 
substantially  reduced  their  lending  to  foreigners.  These  changes,  which 
had  the  effect  of  improving  the  balance  of  payments,  were  to  a  large 
extent  offset  by  a  substantial  decline  in  the  inflow  of  foreign  capital 
for  investment  in  liquid  assets. 

The  value  of  the  dollar  in  foreign  exchange  markets  started  to  rise 
in  the  July-September  1973  quarter,  indicating  that  the  demand  for 
dollars  had  expanded  somewhat  more  than  the  supply.  This  was  a 
reversal  of  the  developments  during  the  first  half  of  1973  when  ex- 
change market  developments  resulted  in  a  7.3-percent  devaluation 
relative  to  the  currencies  of  other  OECD  countries  in  February,  and 
further  decline  in  value  by  about  3.5  percent  through  the  end  of  June. 

The  underlying  economic  trends  and  associated  financial  develop- 
ments were  substantially  changed  by  the  outbreak  of  the  Middle  East 
war  in  October,  the  imposition  of  the  embargo  on  oil  shipments  to  the 
United  States  and  other  countries,  a  curtailment  of  oil  production,  and 
a  substantial  rise  in  prices  of  oil  and  in  taxes  collected  from  oil- 
producing  companies  by  all  of  the  oil-producing  countries.  The  increase 
in  taxes  and  prices  in  the  middle  of  October  was  followed  by  another 
sharp  increase  by  the  end  of  December,  and  smaller  upward  adjust- 
ments since  then.  In  addition,  the  governments  in  several  of  the  major 
oil-producing  countries  claimed  ownership  of  major  shares  of  the  out- 
put of  the  companies  operating  in  their  territories.  Although  a  large 
part  of  the  government-owned  oil  was  sold  back  to  the  operating  com- 
panies, the  prices  charged  by  these  governments  substantially  exceeded 
the  current  tax  rates  and  thus  added  to  the  costs  of  the  operating 
companies. 

The  reductions  in  oil  output  had  the  effect  of  reducing  industrial 
production  in  the  United  States  and  in  several  major  foreign  coun- 
tries. Outputs  started  to  decline  late  in  1973  and  reached  the  low  points 
in  the  first  quarter  of  1974.  Unlike  earlier  periods  of  declining  output 
which  were  caused  by  weaknesses  in  demand,  pressures  of  demand  rel- 
ative to  available  supplies  increased  for  major  industrial  materials 
whose  production  was  affected  by  the  availability  of  fuels.  Price  in- 
creases for  these  commodities  as  well  as  for  fuels  accelerated.  The 
rising  prices,  in  turn,  stimulated  demands  for  higher  compensation 
for  labor.  The  rise  in  prices  also  stimulated  new  investments. 

The  sharp  increase  in  prices — although  to  a  different  extent — was 
felt  in  all  countries  and  created,  or  was  feared  to  create,  economic  dis- 
locations and  social  upheavals.  Consequently,  the  governments  of 
some  of  the  major  countries,  including  the  United  States,  recognized 
the  increased  urgency  to  dampen  the  inflationary  pressures.  The  im- 
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provement  in  business  activity  from  the  low  point  reached  early  in 
the  year  was,  therefore,  relatively  slow.  To  a  large  extent,  the  anti- 
inflationary  measures  consisted  of  restrictive  monetary  policies,  which 
not  only  affected  business  activity  within  the  countries  involved,  but 
also  international  capital  flows. 

International  capital  flows  were  also  affected  by  large  borrowing  by 
foreign  governments,  or  organizations  under  tlieir  control,  to  finance 
actual  or  anticipated  increases  in  their  payments  for  oil  and  in  some 
cases  deficits  in  their  balances  of  payments  arising  from  other  trans- 
actions. On  the  supply  side  of  the  international  capital  markets,  in 
search  of  investment  opportunities,  were  the  funds  accruing  to  the  oil- 
exporting  countries,  to  the  extent  that  they  exceeded  the  amounts 
used  by  these  countries  to  pay  for  imports  and  for  grants  to  other 
countries.  Various  problems  have  been  created  by  the  difficulties  of 
matching  the  flow  of  capital  from  the  oil-exiw^iting  countries  to  those 
countries  which  require  them  to  meet  their  foreign  expenditures,  but 
at  least  up  to  June  1974,  most  countries  had  not  experienced  major  dis- 
turbances in  their  economies  and  financial  operations. 

The  merchandise  trade  balance  of  the  United  States  continued  to 
improve  in  the  October-December  quarter,  and  reached  an  annual  rate 
of  nearly  $5  billion.  In  the  second  half  of  fiscal  1974  it  declined,  how- 
ever, and  in  the  fourth  quarter  moved  again  into  a  deficit.  Trade  in 
fuels  and  lubricants  was  the  major  factor  in  this  change.  Net  imports 
of  fuels  and  lubricants  rose  from  $1.78  billion  in  the  July-September 
quarter  1973  to  $2.36  billion  in  the  December  quarter;  they  nearly 
doubled  to  $4.54  billion  in  the  March  quarter,  and  rose  further,  to  about 
$6.28  billion,  in  the  June  quarter.  At  that  time,  the  imports  fully 
reflected  the  price  increases  at  the  end  of  1973,  and  at  the  latest  by  the 
middle  of  the  quarter,  the  lifting  of  the  embargoes  which  took  place  at 
the  end  of  March. 

In  the  December  quarter,  the  $580  million  rise  in  net  imports  in  fuels 
and  lubricants  was  about  offset  by  the  accelerating  rise  in  the  sur- 
plus on  the  trade  in  finished  manufactures,  particularly  capital  goods. 
AVhile  net  exports  of  finished  manufactures  continued  to  expand  in  the 
second  half  of  fiscal  1974,  the  rate  of  expansion  declined  somewhat. 

The  increase  in  net  exports  of  foods,  feeds,  and  beverages,  which  was 
the  main  factor  in  the  improvement  of  the  overall  trade  balance  in 
the  September  quarter  of  1973  (and  also  the  January-June  period  of 
1973),  decelerated  to  $200  million  in  the  December  quarter  1973  and 
to  $100  million  in  the  March  quarter  of  1974.  In  the  June  quarter  net 
exports  of  these  commodities  started  to  decline,  partly  because  of  a 
faster  drop  in  the  quantity  of  exports  than  in  the  quantity  of  imports 
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and  partly  because  of  a  faster  rise  in  the  prices  of  imports  than  in  the 
prices  of  exports. 

The  balance  of  trade  in  industrial  materials  other  than  fuels  and 
lubricants  followed  a  course  similar  to  that  in  foods,  feeds,  and  bev- 
erages, except  that  the  peak  in  the  balance  appeared  to  have  been 
reached  around  March  or  April.  The  major  reason  for  the  reversal  in 
the  following  months  appears  to  have  been  the  price  increases  for  such 
goods  in  the  United  States  following  the  lifting  of  price  controls,  and 
thus  a  lessening  in  the  incentives  to  favor  sales  abroad  over  sales  in 
domestic  markets  which  had  been  subject  to  price  limitations. 

Although  the  trade  in  foods,  feeds,  and  beverages,  and  in  industrial 
materials  other  than  fuels  and  lubricants  weakened  somewhat,  and  the 
growth  in  the  favorable  balance  on  finished  manufactures  slowed  down, 
the  balance  on  trade  in  these  commodity  groups  in  the  June  quarter 
was  considerably  more  favorable  than  a  year  earlier,  and  this  improve- 
ment compensated  for  a  large  part  of  the  deterioration  in  the  balance 
on  fuels  and  lubricants. 

The  balance  on  current  account  transactions,  other  than  merchan- 
dise trade  and  Government  grants,  continued  to  improve  moderately 
in  the  December  quarter  and  by  a  major  amount  in  the  ^larch  quarter. 
In  this  period  the  balance  was  far  higher  than  in  any  other  period  for 
which  data  are  available,  but  it  Avas  at  a  peak  from  which  it  started 
to  decline  in  the  June  quarter. 

The  changes  in  these  transactions  were  closely  associated  with  the 
Middle  East  war,  and  the  various  actions  of  oil-exporting  countries 
with  respect  to  volume  and  prices  of  crude  oil  production,  and  the 
ownership  of  oil-producing  facilities. 

The  improvement  in  the  December  quarter  balance  resulted  mainly 
from  an  increase  in  deliveries  of  military  equipment  to  Israel,  but 
such  deliveries  fell  oil  rapidly  in  the  following  quarter.  They  are  shown 
in  the  balance  of  payments  as  credit  sales.  During  the  June  quarter  the 
President  determined,  however,  that  funds  previously  appropriated 
should  be  used  to  release  Israel  from  its  contractual  obligations.  Con- 
sequently, the  balance  of  payments  for  the  June  quarter  show  repay- 
ments of  these  claims  oifset  by  Government  grants. 

More  significant  was  the  impact  of  the  developments  related  to  oil. 
The  curtailment  of  production  and  the  increases  by  the  oil-exporting 
countries  of  the  "posted"  prices  which  form  the  basis  of  their  tax 
collections,  also  raised  the  incomes  of  the  companies  engaged  in  the 
production  of  crude  oil.  On  the  other  hand,  when  governments  of  the 
oil-exporting  countries  increased  their  share  of  the  assets  or  of  the 
output  of  the  oil  companies  operating  in  their  territories,  the  income  of 
these  companies  was  reduced.  Mainly  as  a  result  of  these  developments. 
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net  income  on  direct  investments  reported  by  U.S.  corporations,  which 
had  risen  gradually  in  the  course  of  the  calendar  year  1973,  moved  up 
sharply  in  the  January-March  period  but  started  to  decline  again  in 
the  following  quarter. 

Capital  transactions  presumably  were  also  strongly  influenced  by 
the  oil-related  developments.  Among  the  most  significant  develop- 
ments was  the  rapid  increase  and  tlie  large  volume  of  capital  outflows 
through  bank  lending  and  other  transactions  reported  by  banks.  After 
a  sharp,  but  temporary  drop  in  the  first  quarter  of  fiscal  1974,  bank- 
reported  capital  outflows  increased  to  over  $2  billion  in  the  December 
quarter  1973.  In  the  March  quarter,  after  controls  on  capital  outflows 
had  been  terminated,  net  outflows  reported  by  banks  rose  to  $5.2  bil- 
lion and  to  $7.3  billion  in  the  Juno  quarter.  The  large  increase  in  the 
foreign  demand  for  banking  funds  may  have  reflected  the  concern  of 
several  foreign  governments  to  obtain  directly  or  through  banks,  pub- 
lic enterprises  and  agencies,  funds  to  meet  the  higher  payments  for 
oil,  both  for  the  current  and  for  later  periods.  Some  of  the  lending  by 
U.S.  banks  was  directly  to  foreign  countries;  some  was  to  banks  in 
the  Eurocapital  market  which  presumably  acted  as  intermediaries 
for  the  ultimate  borrowers. 

In  contrast,  capital  outflows  through  U.S.  direct  investments  abroad 
were  very  small  in  the  January-March  quarter,  but  increased  later. 
Outflows  through  purchases  of  foreign  securities  other  than  Canadian 
and  "World  Bank  issues  also  remained  small. 

Except  for  the  amounts  which  were  needed  to  pay  for  the  current 
account  balances  (and  allowing  for  the  balance  on  Government  grants 
and  capital  transactions),  the  outflow  of  capital  from  the  United 
States  had  to  be  matched  by  an  inflow  of  capital  representing  the 
increase  in  dollar  assets  held  by  foreign  residents,  including  foreign 
official  agencies. 

To  some  extent  the  increase  in  dollar  funds  at  the  disposal  of  for- 
eign residents  was  used  for  direct  investment  purposes,  but  most  was 
invested  in  liquid  assets  in  the  United  States.  Foreign  purchases  of 
U.S.  securities  declined. 

A  considerable  part  of  the  increase  of  capital  inflows  for  direct 
investment  was  in  goods-producing  industries,  but  a  large  portion  was 
also  for  investments  in  service  industries  and  banks.  A  major  part  of 
the  capital  inflows  consisted,  however,  in  acquisitions  of  controlling 
shares  of  the  capital  in  enterprises  having  investments  abroad.  This 
includes  the  acquisition  of  assets  in  U.S.  corporations  producing  crude 
oil  abroad  by  the  governments  of  the  countries  in  which  these  corpora- 
tions are  operating.  Presumably  there  Avere  also  capital  inflows  for  the 
purchase  of  real  estate,  but  data  for  such  transactions  are  difficult  to 
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obtain,  and  they  remain  in  the  residual  for  unrecorded  transactions 
(errors  and  omissions). 

Foreign  official  organizations,  foreign  banks,  and  other  foreign 
residents  shared  in  the  acquisition  of  liquid  assets.  In  the  first  months 
of  1974  acquisitions  by  foreign  official  organizations  included  large 
amounts  borrowed  by  them  in  anticipation  of  increased  payments  for 
oil.  In  later  months  of  the  January-June  period  they  included  mainly 
funds  of  oil-exporting  countries. 

Most  of  the  excess  of  the  receipts  of  the  oil-exporting  countries  over 
their  payments  for  goods  and  services,  for  grants  to  other  countries,  or 
for  long-term  investments  was  transferred  to  banks  operating  in  the 
Eurocapital  market.  It  may  be  assumed,  therefore,  that  the  acquisition 
by  foreign  banks  of  liquid  assets  in  the  United  States  represents  to  a 
large  extent  the  reinvestment  of  funds  coming  from  the  oil-exporting 
countries. 

The  balance  of  payments  figures  suggest,  therefore,  that  oil-related 
developments  resulted  in  a  strong  increase  in  U.S.  capital  transac- 
tions, by  supplying  funds  (largely  through  bank  loans)  to  foreign 
countries  which  needed  them  to  pay  for  their  oil  bills  and  by  provid- 
ing investment  opportunities  for  these  funds  to  the  oil-exporting 
countries. 

These  functions  were  performed  without  major  changes  in  the  value 
of  the  dollar  on  the  exchange  markets,  suggesting  that  demand  for, 
and  supply  of,  dollars  were  never  far  apart.  The  exchange  rate  of  the 
dollar  relative  to  the  currencies  of  the  other  OECD  countries  ad- 
vanced through  January  1974,  and  fell  back  somewhat  from  then 
through  March.  From  the  end  of  March  to  the  end  of  June  the 
exchange  rate  varied  only  about  one  percentage  point. 

Treasury  foreign  exchange  reporting  system 

The  joint  review  by  the  Departments  of  the  Treasury  and  Com- 
merce of  the  adequacy  of  the  established  statistical  systems  for  report- 
ing capital  movements  in  the  balance  of  payments,  initiated  during 
the  second  half  of  fiscal  1973,  was  completed  during  fiscal  1974.  The 
review  had  been  undertaken,  following  the  international  monetary 
disturbances  during  February  and  March  1973,  to  determine  whether 
the  existing  statistical  systems  were  adequate  in  concept  and  function- 
ing satisfactorily.  Reporting  business  firms  were  asked  to  conduct  a 
policy  level  review  to  ensure  the  completeness,  consistency,  and  ac- 
curacy of  their  statistical  reporting.  The  review  detected  some  specific 
errors  in  reporting  and  some  inadequacies  of  coverage,  and  resulted 
in  substantial  additions  to  the  data  base,  but  no  significant  conceptual 
problems  in  the  statistical  systems  were  uncovered. 
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U.S.   balance  of  payments,  fiscal  years    1973-74* 
[In  milllons  of  dollars] 

Fiscal  1974 
Fiscal  Fiscal      ■ — 


1973  1974  1st  half         2d  half 


Trade,  balance  of  payments  basis ' —4,681  83  1,788  —1,705 


Exports. 
Imports. 


Travel. 


Receipts... 

Payments 

Military 

Receipts 

Payments 

Dividends,  interest  and  branch  profits 

Receipts 

Payments 

Other  services 

Balance  on  goods  and  aervices 

Private  remittances,  Oovenmient  pensions,  and  other 

transfers _-. 

U.S.  Government  economic  grants 

Balance  on  current  account 

U.S.  Government  capital, '  net 

U.S.  direct  investment  abroad 

Purchases  and  sales  of  foreign  securities 

U.S.  long-term  bank  and  nonbank  claims 

Total  transactions  in  long-term  U.S.  capital  Invest- 
ed abroad 

Foreign  direct  investments  in  the  United  States 

Foreign  purchases  of  U.S.  securities. 

Other  foreign  long-term  Investments  In  the  United  States. 

Total  transactions  in  long-term  foreign  capital  in- 
vested In  the  United  States 

Balance  on  long-term  capital  transactions. 

Short-term  loans  to  foreigners. _ 

Short-term  foreign  loans  to  the  United  States 

Balance  on  nonliquid  short-term  capital  transactions  ' 

Liquid  assets  held  abroad  by  U.S.  private  residents  (pur- 
chases-) -1,734  -4,734  -1,014  -3,720 

Liquid  assets  held  in  the  United  States  by  foreign  private 
residents  (purchases +) -..  2,138  12,400  4,960  7.460 

Liquid  (and  other)  assets  held  in  the  United  States  by 
foreign  official  agencies  (purchases -j-).- 16,170  —640         —4,675  4,036 

Transactions  in  U.S.  official  reserve  assets  excluding  SDR 
allocations  (sales -f;  purchases —) 426  —696  —28  —668 

Errors  and  omissions -6,349  3,749  661  3,188 

•All  data  are  based  on  seasonally  adjusted  quarterly  data. 

•  Differences  between  these  figures  and  those  published  by  the  Bureau  of  the  Census  are  due  to  adjust- 
ments for  valuations,  timing,  coverage,  and  to  the  exclusion  of  DOD  military  export  sales  and  military 
Import  purchases. 

*  Includes  nonscheduled  debt  repayments  to  the  United  States  and  U.S.  Government  nonliquid  Uabllltics 
to  other  than  foreign  official  reserve  agencies. 

'  Includes  certain  U.S.  short-term  bank  and  nonbank  claims  and  all  short-term  liabilities  of  nonbanks. 

Note.— Under  conditions  of  fixed  exchange  rates  and  established  obligations  of  official  reserve  agencies 
to  maintain  the  exchange  rate  of  their  currencies  between  specified  margins  around  par  or  central  values, 
surpluses  or  deficits  may  be  measured  by  the  changes  in  U.S.  official  reserve  assets  and  In  llal)lllties  to  foreign 
official  reserve  agencies.  These  figures  may  be  computed  from  the  data  shown  in  the  table  in  the  first  and 
second  line  above  "Errors  and  omissions."  Such  obligations  with  respect  to  the  U.S.  dollar  did  not  apply 
after  March  1973. 

Source:  U.S.  Department  of  Commerce,  Survey  of  Current  Business,  June  and  September  1974. 
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In  order  to  explore  in  greater  depth  the  ways  in  which  capital  trans- 
actions take  place  and  are  reported,  a  series  of  interviews  by  senior 
balance  of  payments  experts  from  the  Departments  of  the  Treasury 
and  Commerce  and  the  Federal  Reserve  System  with  senior  financial 
officials  of  large  multinational  firms  in  several  areas  of  the  United 
States,  was  begun  in  June  1973  and  completed  in  the  first  quarter  of 
fiscal  1974.  While  the  interviews  disclosed  some  concrete  reporting 
problems  which  could  be  solved  within  the  existing  statistical  frame- 
work, the  corporations  interviewed  found  no  major  gaps  or  conceptual 
inconsistencies  in  the  reporting  systems. 

Foreign  currency  reports 

On  June  27, 1974,  the  Department  published  in  the  Federal  Register 
notices  of  proposed  rule  making  and  proposed  reporting  forms  re- 
quiring reports  of  the  foreign  currency  positions  of  banks  and  other 
firms,  with  provision  for  a  30-day  period  for  written  comment  by 
interested  parties.  The  new  reports  were  required  by  Public  Law 
93-110,  an  amendment  to  the  Par  Value  Modification  Act,  which  was 
signed  into  law  on  September  21,  1973.  Title  II  of  the  law  required 
the  Secretary  of  the  Treasury  to  institute  new  statistical  reports  per- 
taining to  the  foreign  currency  transactions  of  banks  and  other  busi- 
ness firms  in  the  United  States,  including  agencies,  branches,  and  sub- 
sidiaries of  foreign  banks  and  other  foreign  firms,  and  of  foreign 
branches  and  majority -owned  foreign  subsidiaries  of  U.S.  firms.^ 

The  new  reports  were  developed  through  extensive  consultation  with 
banks  and  other  firms  by  experts  of  the  Department  of  the  Treasury 
and  the  Federal  Reserve  System.  They  were  designed  to  provide  in- 
formation on  the  activities  of  large  banks  and  other  large  firms  which 
affect  the  position  of  the  dollar  in  the  foreign  exchange  market.  The 
proposed  reports  would  provide  data,  weekly  and  monthly  from  banks 
and  monthly  from  other  firms,  on  their  spot  and  forward  positions  and 
on  selected  assets  and  liabilities  in  major  foreign  currencies.  Reporting 
exemptions  were  designed  to  limit  reporting  to  major  banks  which 
participate  actively  in  the  foreign  exchange  markets  and  to  major  non- 
banking  firms.  The  reports  filed  by  banks  might  be  made  available 
to  the  Comptroller  of  the  Currency  and  the  Board  of  Governors  of  the 
Federal  Reserve  System  to  the  extent  authorized  by  the  Federal  Re- 
ports Act. 

International  Trade  Affairs 

Fiscal  1974  saw  the  world  economy  plagued  by  inflation  and  short- 
ages in  many  commodities.  Higher  energy  costs  and  consequently 
larger  import  bills  have  put  pressure  on  various  countries'  balance  of 


1  See  exhibits  36  and  76. 
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payments  positions.  These  conditions  have  focused  attention  on  the 
need  to  improve  the  operation  of  the  intemational  trading  frame- 
work— to  develop  rules  which  will  enable  countries  to  deal  with  press- 
ing domestic  problems  while  minimizing  disruptions  to  world  trade 
and  the  shifting  of  economic  burdens  to  other  countries.  The  establish- 
ment of  such  rules  is  a  major  goal  of  the  multilateral  trade  negotia- 
tions under  the  auspices  of  the  GATT  and  is  also  imder  review  by 
the  OECD  and  IMF. 

In  addition  to  the  increased  relevance  of  these  broad  concerns  with 
the  trading  framework,  significant  developments  during  the  fiscal  year 
were  the  conclusion  of  our  negotiations  with  the  European  Communi- 
ties on  the  trade  effects  of  its  enlargement  to  nine  members;  agree- 
ment on  a  new  multilateral  textile  arrangement;  and  signing  of  a  new 
trade  agreement  with  the  IT.S.S.R.  Other  major  issues  during  the  year 
which  will  continue  to  demand  attention  in  fiscal  1975  are  action  by 
the  Senate  on  the  House-passed  trade  bill  to  provide  for  our  bargain- 
ing in  the  trade  negotiations;  the  effects  on  our  trade  of  the  European 
Communities-European  Free  Trade  Association  (EC-EFTA)  free 
trade  arrangements;  and  negotiation  of  a  comprehensive  treaty  on 
oceans  law. 

One  major  development  in  the  trade  field  was  the  growing  pressure 
to  resort  to  trade  restrictions  to  finance  balance  of  payments  deficits 
caused  in  particular  by  higher  energy  costs.  To  deal  with  these  pres- 
sures the  United  States  proposed  in  April  an  amendment  to  the  IMF 
Articles  of  Agreement  to  require  prior  IMF  approval  of  trade  restric- 
tions or  subsidies  for  balance  of  payments  reasons.  The  I'^nited  States 
also  proposed  that  in  the  interim,  before  an  amendment  could  take 
effect,  member  governments  of  the  IMF  adopt  a  pledge  to  avoid  the 
escalation  of  restrictions  on  trade  and  payments  for  balance  of  pay- 
ments purposes.  Nevertheless  in  May,  Italy  found  it  necessary'  to  im- 
pose a  50-percent  prior  deposit  requirement  on  imports,  refundable 
after  6  months.  That  same  month  Iceland  instituted  a  25-percent  90- 
day  import  deposit  scheme  applicable  to  about  60  jDercent  of  its  im- 
ports. Also  in  May,  Denmark  instituted  a  new  excise  tax  affecting 
mainly  imports  to  counter  balance  of  payments  pressures.  These  meas- 
ures lent  urgency  to  the  need  to  prevent  the  spread  of  trade  restrictions. 

On  May  30,  the  United  States  joined  other  OECD  countries  in 
adopting  a  declaration  calling  for  a  1-year  standstill  on  imilateral 
trade  or  other  current  accoimt  measures.^  The  declaration  recognizes 
that  unilateral  trade  or  other  current  account  measures  would  aggra- 
vate the  problems  of  other  countries  and,  if  widespread,  would  have  a 
depressing  effect  on  the  world  economy  and  thus  be  self-defeating. 


1  See  exhibit  68. 
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The  standstill  declaration  covers  import  restrictions,  export  restric- 
tions, and  measures  to  artificially  stimulate  exports,  including  export 
credit  practices,  and  calls  for  consultations  within  the  OECD  to 
assure  its  implementation.  Nevertheless,  since  the  OECD  declaration 
covers  only  a  1-year  period,  the  United  States  considers  it  is  essential 
to  pursue  its  proposals  in  the  IMF  which  specifically  relate  to  balance 
of  payments  measures,  would  involve  a  much  larger  number  of  coun- 
tries, and  would  place  the  new  undertaking  in  the  formal  structure  of 
international  agreements. 

Other  issues  arousing  concern  in  late  1973  and  in  1974  involved 
shortages  of  raw  and  semiprocessed  materials  and  export  controls. 
Last  year's  soaring  commodity  prices  and  scarcities,  the  application 
of  export  controls  by  various  countries  on  commodities  such  as  food- 
stuffs, steel  scrap,  woodpulp,  and  petrochemicals,  and  concern  that 
other  nations  might  attempt  to  form  other  producer  cartels  in  emula- 
tion of  the  Organization  of  Petroleum  Exporting  Countries  (OPEC) 
all  served  to  focus  attention  on  supply  access  problems. 

A  particularly  troublesome  manifestation  of  the  supply  access  prob- 
lem is  a  growing  interest  among  some  countries  in  forming  producer 
cartels.  A  number  of  agricultural  and  mineral-producing  countries, 
particularly  among  the  developing  countries,  have  been  influenced  by 
OPEC's  efforts  to  raise  oil  prices  by  joint  producer  action.  In  March 
of  1974  seven  countries  formed  the  International  Bauxite  Association. 
In  the  same  month  seven  Latin  American  nations  agreed  in  principle 
to  form  an  Organization  of  Banana  Exporting  Countries,  and  even 
before  formal  establishment  a  number  of  the  members  imposed  a 
banana  export  tax  equal  to  25-50  percent  of  export  prices.  Similar 
activity  has  been  underway  among  producers  of  commodities  as  diverse 
as  copper,  coffee,  mercury,  phosphates,  and  iron  ore. 

The  United  States  objects  to  such  producer  action  on  several 
grounds.  Most  producer  groupings  have  not  provided  for  representa- 
tion of  consuming  country  views.  Sudden  increases  in  prices  are  dis- 
ruptive of  consuming  nation  economies  and  have  a  worldwide  infla- 
tionary impact.  Artificially  high  prices  can  result  in  the  wasteful  shift 
of  investment  resources  away  from  the  most  economic  sources.  Further- 
more, short-term  profits  obtained  by  cartellike  actions  may  be  more 
than  offset  as  higher  prices  attract  new  supplies  and  substitutes  onto 
the  market,  thus  creating  oversujjply  conditions  and  lower  prices  and 
eventually  leading  to  collapse  of  the  cartel. 

Both  balance  of  payments  pressures  and  supply  access  problems 
underline  the  need  for  new  international  trading  rules  and  for  the 
continued  reduction  of  trade  barriers.  These  difficulties  argue  more 
strongly  than  ever  for  moving  forward  with  the  process  of  trade 
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negotiations.  As  Secretary  Shiiltz  testified  before  the  Senate  Finance 
Committee  in  !March, 

During  a  time  of  rapid  inflation  and  of  short  supply  situations 
in  many  commodities,  it  has  become  more  important  tlian  ever  to 
remove  artificial  barriers  that  result  in  fewer  goods  being  pro- 
duced both  here  and  abroad. 

******* 

Kecent  events  have  created  the  danger  of  a  new  protectionism 
and  a  breakdown  of  the  multilateral  and  nondiscriminatory'  trad- 
ing arrangements  of  the  postwar  period.  We  must  combat  that 
danger  and  create  a  new  momentum  for  cooperation  in  the  field  of 
trade. 
(The  full  text  of  Secretary  Shultz*  testimony  is  printed  as  exhibit  SO.) 
The  vehicle  for  achieving  a  more  flexible  and  open  trading  system 
is  the  multilateral  trade  negotiations.  Trade  and  economic  ministei-s  of 
more  than  100  nations  formally  launched  the  negotiations  in  Tokyo 
in  September  1973.^   In  their  Declaration  at  Tokyo  the  ministers 
defined  the  aims  of  the  multilateral  trade  negotiations  as  the  expansion 
and  liberalization  of  world  trade  and  the  improvement  of  world  living 
standards.  They  gave  support  to  the  progressive  dismantling  of  ob- 
stacles to  trade  and  to  the  improvement  of  the  international  framework 
for  the  conduct  of  world  trade.  They  further  recognized  that  trade 
liberalization  should  facilitate  the  orderly  functioning  of  the  monetary 
system.  The  ministers  affirmed  that  the  principles  governing  the  con- 
duct of  the  negotiations  are  to  be  mutual  advantage,  nnitual  connnit- 
ment,  and  overall  reciprocity,  and  also  recognized  the  need  to  take 
special  measures  to  assist  the  developing  countries.  (Secretary  Shultz" 
remarks  as  head  of  the  U.S.  delegation  at  the  Tokyo  Ministerial  Con- 
ference are  printed  as  exhibit  77.) 

In  Tokyo,  the  ministers  established  an  intergovernmental  Trade 
Negotiations  Committee  to  supervise  the  conduct  of  the  multilateral 
trade  negotiations  and  elaborate  detailed  negotiating  plans.  The  Trade 
Negotiations  Committee  first  met  in  October  1973,  and  after  months 
of  intricate  bargaining  on  specific  tasks  and  a  working  group  structure, 
agreed  on  a  preliminary  work  program  for  the  negotiations  in  Febru- 
ary 1974.  Preparatory  work  began  immediately  thereafter  and  is  sched- 
uled to  continue  through  July  to  compile  the  basic  statistical  and  ana- 
lytical data  required.  This  preparatory  work  will  set  the  stage  for 
serious  bargaining  by  the  participants  in  the  fall  of  1974. 

Our  major  goals  in  the  negotiations  are  the  reduction  or  elimination 
of  tariffs  on  a  most-favored-nation  basis;  the  elimination  or  harmoni- 
zation of  nontariff  barriers  and  other  trade-distorting  measures; 

»  See  exhibit  78. 
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liberalization  and  improvement  in  the  conditions  of  agricultural  trade, 
including  the  broad  range  of  governmental  measures  which  impede 
international  trade  flows ;  and  improvement  of  the  international  frame- 
work for  the  conduct  of  world  trade.  Efforts  to  improve  the  trading 
framework  may  entail  amendment  of  present  GATT  provisions,  the 
negotiation  of  new  rules  or  codes  of  conduct  within  or  outside  GATT, 
or  the  establishment  of  new  institutional  frameworks. 

Meaningful  U.S.  participation  will  require  enactment  of  the  Trade 
Reform  Act,  proposed  to  the  Congress  in  April  1973  and  passed  by  the 
House  of  Representatives  in  December.  The  Senate  Finance  Commit- 
tee completed  hearings  on  the  bill  in  the  spring  of  1974  and  began 
markup  of  the  bill  in  June. 

As  passed  by  the  House,  the  bill  would  give  the  President  the  au- 
thority to  raise  or  lower  import  duties,  negotiate  nontariff  barrier 
agreements  subject  to  congressional  veto,  take  measures  to  deal  with 
serious  balance  of  payments  deficits  or  inflationary  pressures,  grant 
tariff  preferences  to  developing  countries,  retaliate  against  unreason- 
able or  unjustifiable  foreign  import  restrictions  adversely  affecting 
U.S.  exports,  and  extend  most-favored-nation  tariff  treatment  to 
countries  not  now  receiving  such  treatment.  Further,  the  bill  would 
give  the  Secretary  of  the  Treasury  discretion  for  4  years  not  to  impose 
countervailing  duties  on  subsidized  imports  (for  1  year  in  the  case  of 
products  of  state-owned  enterprises)  if  to  do  so  would  jeopardize  the 
multilateral  trade  negotiations. 

One  controversial  issue  in  the  bill  which  must  be  resolved  is 
whether  the  granting  of  most-favored-nation  treatment  and  the  exten- 
sion of  U.S.  Government  credits  to  the  U.S.S.R.  and  other  Communist 
States  will  be  linked  with  emigration  policy.  A  solution  to  this  prob- 
lem and  subsequent  passage  of  the  legislation  is  expected  in  fiscal  1975 
and  will  spur  the  pace  of  both  domestic  and  international  prepara- 
tions for  negotiations. 

Prospects  for  the  success  of  the  negotiations  were  enhanced  by  the 
settlement  between  the  United  States  and  the  European  Communities 
in  May  of  their  negotiations  over  new  trade  concessions  to  the  United 
States  to  compensate  for  concessions  withdrawn  in  the  course  of  the 
EC's  enlargement  from  six  to  nine  members.  When  Denmark,  Ire- 
land, and  the  United  Kingdom  joined  the  EC  in  January  1973,  they 
agreed  to  adopt  the  EC's  common  external  tariff  and  its  common  agri- 
cultural policy  over  a  5-year  period.  As  a  result,  U.S.  exporter  to  the 
three  acceding  countries  face  increased  protection  in  agricultural  prod- 
ucts but  generally  lower  duties  on  industrial  products. 

The  U.S.  objective  in  the  negotiations,  provided  for  under  GATT 
Article  XXIV  :6,  was  to  ensure  that  prospects  for  U.S.  exporters  were 
on  the  whole  no  less  favorable  as  a  result  of  changes  in  border  measures 
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in  the  acceding  countries  than  before  enlargement  of  the  EC.  Restor- 
ing this  overall  balance  in  the  Article  XXIV  :6  negotiations  required 
that  the  EC  of  Nine  make  duty  reductions  on  specific  products  of 
special  value  to  U.S.  exporters. 

After  almost  15  months  of  arduous  negotiation,  the  EC  finally 
agreed  to  a  compromise  settlement  package  in  May  of  this  year,  with  a 
formal  agreement  to  be  signed  in  early  fiscal  1975.  Estimates  are  that 
the  value  of  U.S.  exports  to  the  EC  of  items  on  which  new  concessions 
have  been  made  is  in  the  range  of  $750  million  to  $1  billion.  The  most 
promising  concessions  are  on  tobacco,  citrus  fruits,  and  kraft  paper. 
In  addition,  the  United  States  "reserved  its  rights''  under  GATT  to 
continue  negotiations  on  compensation  claimed  by  the  United  States 
on  certain  grains. 

Settlement  of  this  difficult  and  sensitive  issue  confirmed  that  the 
political  will  is  present  to  proceed  with  the  resolution  of  trade  issues 
and  to  attempt  in  the  multilateral  trade  negotiations  to  further  re- 
duce and  eliminate  barriers  to  trade.  President  Nixon  hailed  the  agree- 
ment as  a  "major  step  toward  improved  Atlantic  relationships." 

Another  major  accomplishment  was  the  successful  negotiation  in 
December  of  1973  under  GATT  auspices  of  the  Arrangement  Regard- 
ing International  Trade  in  Textiles,  covering  the  three  major  textile 
fibers  (wool,  cotton,  and  manmade  fibers).  The  new  arrangement, 
which  replaces  the  Long-Term  Cotton  Arrangement,  provides  a  broad 
framework  to  govern  trade  in  textiles  balancing  the  interests  of  im- 
porters and  exporters.  It  will  permit  the  continued  expansion  of  textile 
trade  while  providing  agreed  procedures  to  prevent  market  disruption. 
The  arrangement  defines  criteria  to  be  met  before  new  trade  restrictions 
can  be  imposed  and  sets  forth  guidelines  for  the  operation  of  trade  re- 
straints. A  significant  innovation  in  the  new  arrangement  is  the  crea- 
tion of  a  Textile  Surveillance  Body,  which  provides  a  degree  of  inter- 
national oversight  on  trade  restraints  on  textiles. 

Significant  Treasury  effort  went  into  U.S.  Government  prepara- 
tory^ activity  preceding  the  third  U.N.  Conference  on  the  Law  of  the 
Sea,  which  began  June  20,  1974,  in  Caracas,  Venezuela.  Treasury,  as  a 
principal  participant  in  the  interagency  Law  of  the  Sea  Task  Force, 
conducted  several  analyses  of  economic  implications  of  alternative 
U.S.  postures.  The  studies  varied  from  basic  economic  research  on 
nonrenewable  resources  such  as  manganese  nodules  and  renewable  re- 
sources such  as  fish  to  identifying  the  likely  operating  behavior  and 
economic  consequences  of  organizations  suggested  for  monitoring  or 
controlling  deep  seabed  activity. 

In  other  developments,  the  United  States  l^egan  formal  consulta- 
tions with  the  EC  and  with  EFTA  countries  in  April  under  GATT 
Article  XXII  to  discuss  the  EC's  free  trade  area  agreements  with 
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EFTA.  The  free  trade  area  agreements,  covering  mainly  industrial 
products,  contain  restrictive  rules  for  determining  the  country  of  ori- 
gin and  thus  the  basis  for  duty-free  treatment  of  products  traded 
among  the  free  trade  area  partners.  The  United  States  requested  these 
consultations,  Avhich  will  continue  in  fiscal  1975,  because  of  its  concern 
that  the  rules  of  origin  will  adversely  affect  U.S.  exports  of  com- 
ponents and  materials  to  the  EC  and  EFTA. 

Secretaries  Shultz  and  Simon  led  the  U.S.  delegation  at  meetings 
of  the  U.S.-U.S.S.E.  Commercial  Commission  in  October  1973  at  Mos- 
cow and  in  May  1974  at  Washington.  A  comprehensive  exchange  of 
views  on  the  development  of  American- Soviet  trade  and  economic  re- 
lations took  place  at  both  meetings.  The  expansion  of  U.S.-U.S.S.R. 
trade  in  1973  to  $1.4  billion  was  noted.  Treasury  representatives  also 
participated  in  joint  commission  meetings  with  the  Poles  in  Septem- 
ber 1973  and  with  the  Romanians  in  April  1974. 

A  final  accomplishment  of  the  fiscal  year  was  the  signing  on  June  29 
by  President  Nixon  and  Chairman  Brezhnev  of  the  long-term  agree- 
ment between  the  United  States  and  U.S.S.R.  to  facilitate  economic, 
industrial,  and  technical  cooperation.^  Under  Secretary  of  the  Treas- 
ury Bennett  had  been  a  principal  negotiator  on  the  U.S.  side.  The 
agreement,  which  is  to  remain  in  force  for  10  years,  establishes  a 
broad  framework  for  exchanging  information  and  views  on  impor- 
tant economic  undertakings  between  the  two  countries.  It  should 
further  encourage  discussions  on  potential  cooperation  projects  be- 
tween private  U.S.  firms  and  Soviet  foreign  trade  and  other  organi- 
zations. 

Developing  Nations  Finance 

International  development  banks 

The  United  States  contributed  $788.4  million  to  the  capital  re- 
sources of  the  international  development  banks  in  fiscal  1974,  as 
shown  in  the  table  below. 


Institution  U.S.  con-  Comment 

tribution 

International  Development  Association $320.0    Second  of  three  installments  to  the  third 

replenishment 

Inter-American    Development    Bank— Ordi-  Completes  U.S.  subscription  to  the  Ordinary 

nary  Capital:  Capital  increase 

Paid-in 25.0 

CaUable 168.4 


Total 193.4 

Inter- American    Development    Bank— Fund  225.  0    $500  million  remains  to  be  appropriated  from 

for  Special  Operations.  the  amount  authorized  in  fiscal  1972 

Asian  Development  Bank— Asian  Develop-  50. 0    Initial  U.S.  contribution  to  Asian  Develop- 
ment Fund.  ment  Bank  concessionary  facility 


1  See  exhibit  83. 
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At  the  end  of  fiscal  1974,  the  United  States  was  behind  the  sched- 
ules observed  by  other  nations  contributing  to  the  international  de- 
velopment banks  by  at  least  6  months  and,  in  amount,  by  $820  million 
(i.e.,  $320  million  to  International  Development  Association  and  $500 
million  to  Inter-American  Development  Bank — Fund  for  Special 
Operations). 

The  United  States,  as  the  major  contributor  to  the  international 
development  banks,  is  able  to  leverage  its  capital  subscriptions  sig- 
nificantly in  terms  of  lending  flows  to  developing  countries  supported 
by  these  contributions.  The  international  development  banks  com- 
mitted $6,057  million  to  over  70  developing  countries  in  fiscal  1D74. 
The  distribution  of  commitments  by  institution  was  as  follows: 
World  Bank  group,  $4,51(5  million;  Inter-American  Development 
Bank,  $1,064  million ;  and  Asian  Development  Bank,  $477  million. 

To  put  into  perspective  the  impoi-tance  of  these  banks  to  develop- 
ment assistance  generally,  total  lending  flows  from  the  international 
development  banks  accounted  for  40  percent  of  the  total  official  de- 
velopment assistance  from  Development  Assistance  Committee 
countries  (OECD  countries)  in  calendar  year  1972,  the  latest  year 
for  which  such  data  is  available. 

The  World  Bank  group 

The  International  Bank  for  Reconstruction  and  Development 
(IBRD)  and  its  affiliates,  the  International  Development  Associa- 
tion (IDA)  and  the  International  Finance  Corporation  (IFC).  com- 
mitted $4,516  million  toward  development  projects  in  their  recipient 
member  countries  in  fiscal  1974.  This  volume  represents  a  34-percent 
increase  over  the  fiscal  1973  level.  IBRD  made  new  loans  of  $3,218 
million  ($1,167  million  more  than  in  the  preceding  fiscal  year)  to  de- 
veloping countries,  while  IDA  credits  declined  to  $1,095  million  (as 
compared  with  $1,357  million  in  fiscal  1973).  IBRD  and  IDA  lending 
was  concentrated  in  agriculture,  transportation,  electric  power,  and 
industry,  and  sharp  relative  increases  were  registered  in  lending  for 
transportation  and  urban  development  projects.  IFC  investments  in 
equity  and  loans  to  the  private  sector  increased  sharply  to  $203  mil- 
lion in  fiscal  1974  (as  compared  with  $147  million  in  fiscal  1973  and 
$116  million  in  fiscal  1972).  IFC  investments  were  concentrated  in 
iron  and  steel,  textiles,  and  construction  materials. 

The  World  Bank  group  committed  funds  for  development  projects 
in  76  coimtries  in  fiscal  1974.  The  distribution  of  commitments  by 
region  was  as  follows:  Africa,  $694  million;  Asia,  $1,381  million; 
Latin  America,  $1,054  million;  and  Europe,  the  Middle  East,  and 
North  Africa,  $1,386  million. 
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The  lending  operations  of  IBRD  are  financed  by  paid-in  capital 
subscriptions,  funds  borrowed  in  capital  markets  and  from  govern- 
ments and  central  banks,  sales  of  participations,  principal  repayments 
on  loans,  and  earnings  on  loans  and  investments.  IBRD's  outstanding 
funded  debt  increased  by  $768  million  during  the  year  to  the  equivalent 
of  $9,650  million.  This  debt  includes  133  separate  bond  issues,  denomi- 
nated chiefly  in  U.S.  dollars  ($3,  683  million),  deutsche  marks  ($2,450 
million  equivalent),  Japanese  yen  ($1,632  million  equivalent),  and 
Swiss  francs  ($566  million  equivalent). 

During  the  year,  IBRD  borrowings  reached  a  new  peak  of  $1,865 
million  equivalent  compared  with  $1,723  million  in  fiscal  1973  and 
$1,744  million  in  fiscal  1972.  IBRD  did  not  issue  any  securities  in 
the  United  States  during  the  year.  The  total  borrowing  of  $1,865 
million  included  $1,244  million  equivalent  bond  placements  to  raise 
new  funds  and  $621  million  equivalent  of  refundings  to  roll  over  past 
issues  that  came  due  during  the  year. 

Tlie  principal  suppliers  of  funds  were  Japan,  Germany,  and  Iran 
which  lent  the  equivalent  of  $575  million,  $220  million,  and  $200 
million,  respectively.  Petroleum-exporting  countries  lent  IBRD  the 
equivalent  of  $567  million  (including  Iran),  equal  to  30  percent 
of  total  borrowing  in  fiscal  1974. 

The  market  for  IBRD  obligations  continued  to  broaden  interna- 
tionally in  fiscal  1974  as  indicated  by  the  estimated  division  of  hold- 
ings by  country  as  of  June  30,  1974:  about  26  percent  in  the  United 
States;  26  percent  in  Germany  (of  which  37  percent  is  held  by  the 
Bundesbank) ;  17  percent  in  Japan  (of  which  73  percent  is  held 
by  the  Bank  of  Japan)  ;  6  percent  in  Switzerland;  5  percent  in 
Kuwait;  and  3  percent  in  Canada.  The  remaining  17  percent  is  held 
largely  by  central  banks  in  other  countries. 

IDA  credits  are  funded  by  member  country  subscriptions  and  con- 
tributions, grants  from  the  net  earnings  of  IBRD,  repayments  of 
credits,  and  earnings.  Usable  resources  of  IDA,  cumulative  to  June  30, 
1974,  amounted  to  $7,420  million,  of  which  developed  countries  had 
contributed  $5,221  million  and  IBRD  net  income  transfers  supplied 
$809  million.  Earnings  and  repayments  on  outstanding  credits,  to- 
gether with  contributions  of  developing  and  nonmember  countries 
and  exchange  profits  comprised  the  balance. 

As  of  June  30,  1974,  these  resources  had  been  fully  committed, 
except  for  $169  million  in  advance  contributions  from  donors  under 
the  IDA  fourth  replenishment  agreement.  The  proposed  fourth 
replenishment  of  IDA  resources,  negotiated  among  25  donor  countries 
in  September  1973,  to  cover  a  3-year  period  through  fiscal  1977, 
calls  for  total  additional  contributions,  subject  to  necessary  legislative 
action,  of  the  equivalent  of  $4,501  million  in  current  dollars.  (These 
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contributions  would  not  be  subject  to  a  maintenance  of  value  pro- 
vision.) The  U.S.  share  of  the  replenishment  under  the  negotiated 
agreement  would  be  $1,500  million,  or  one-third  of  the  total.  In  addi- 
tion, U.S.  contributions  would  he  spread  over  4  years  and  the  initial 
installment  would  be  delayed  1  year  until  fiscal  1976. 

The  agreement  cannot  become  effective  until  at  least  12  developed 
member  countries  pledging  not  less  than  $3,500  million  notify  IDA 
that  they  will  make  the  contributions  specified  in  the  agreement. 
Thus,  the  fourth  replenishment  cannot  come  about  without  the  par- 
ticipation of  the  United  States. 

Legislation  to  authorize  the  U.S.  contribution  was  submitted  to 
Congress  on  October  31,  1973.  The  Senate  passed  IDA  replenish- 
ment legislation  on  May  21,  1974.  The  House  of  Representatives, 
which  had  initially  rejected  IDA  legislation  on  January  23,  1974, 
in  a  vote  heavily  influenced  by  the  then  acute  international  oil 
situation,  subsequently  reconsidered  its  action  and  approved  IDA 
legislation  shortly  after  the  end  of  the  fiscal  year  (July  2,  1974). 

The  28th  annual  meeting  of  the  World  Bank  group's  Board  of 
Governors  was  held  in  Nairobi,  Kenya,  September  24-28,  1973.  Secre- 
tary Shultz  headed  the  U.S.  delegation  which  included  27  Members 
of  Congress.^ 

Inter-American  Development  Bank 

During  fiscal  1974,  the  IDB  committed  a  total  of  $1,064.2  million 
from  its  two  windows,  $333.3  million  more  than  in  the  previous  fiscal 
year.  Of  this,  $613.5  million  was  loaned  on  conventional  terms  from 
Ordinary  Capital  resources  and  $450.7  million  on  concessionary  terms 
from  the  Fund  for  Special  Operations.  In  addition,  the  IDB  committed 
$4.4  million  in  administered  funds. 

As  of  June  30,  1974,  cumulative  lending  by  the  IDB  from  its  own 
resources  totaled  $6.1  billion.  Of  this,  $2.9  billion  had  been  loaned 
from  Ordinary  Capital  and  $3.2  billion  from  the  Fund  for  Special 
Operations.  In  addition,  the  IDB  had  lent  $594  million  from  funds  it 
was  administering.  These  loans  served  to  mobilize  resources  from 
local  contributions  in  member  countries  almost  two  times  greater  than 
their  own  level. 

During  fiscal  1974,  three  sectors — transportation,  power,  and  agri- 
culture— received  most  of  the  funds  committed.  About  25  percent 
($269.7  million)  went  to  power.  The  agriculture  and  transportation 
sectors  received  23.3  percent  ($247.9  million)  and  22.6  percent  ($240.0 
million),  respectively.  On  a  cumulative  basis,  agriculture  has  received 
the  largest  amount — 23  percent,  or  $1,533.5  million;  power  has  re- 
ceived the  next  largest  amount — 19  percent,  or  $1,251.2  million. 


1  See  ezbiblt  50. 


72     1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

The  subscribed  capital  of  the  IDB  totaled  $5,954.3  million  equivalent 
on  June  30,  1974,  of  which  $4,981.9  million  was  callable  capital.  The 
resources  of  the  Bank's  Fund  for  Special  Operations  totaled  $4,393.6 
million  equivalent  on  June  30, 1974. 

During  fiscal  1974,  the  IDB  members  continued  to  urge  prospective 
nonregional  members  (Europe  and  Japan)  to  join  the  Bank  in  order 
to  enlarge  its  capital  resources.  A  number  of  meetings  were  held  to 
determine  the  terms  of  membership,  including  aspects  of  nonregional 
members'  representation  on  the  Board  of  Directors.  The  total  amounts 
generally  being  considered  for  nonregional  membership  and  for  Board 
representation  range  from  $800  to  $900  million,  depending  on  the  num- 
ber of  countries  participating.  This  includes  callable  guarantee  capital, 
which  does  not  involve  a  cash  input.  However,  a  total  cash  contribution 
of  $500  million  to  the  Ordinary  Capital  and  the  Fund  for  Special 
Operations  combined  was  established  as  the  minimum  amount  neces- 
sary for  subscription  by  the  prospective  nonregional  members.  As  of 
the  end  of  the  period  under  review  in  this  report,  the  prospective  non- 
regional  members  were  still  considering  these  terms. 

In  fiscal  1974,  the  IDB  borrowed  $150.9  million,  with  new  resources 
obtained  from  Europe,  Latin  America,  and  Japan.  This  compares  with 
$119  million  in  the  preceding  fiscal  year.  Borrowings  included  $43.9 
million  from  Japan,  $26.7  million  from  Switzerland,  $23.6  million 
from  Venezuela,  $10.5  million  from  Austria,  and  $5.8  million  from 
Sweden.  Additionally,  $40.2  million  of  2-  and  5-year  bonds  were  sold 
to  central  banks  in  Latin  America.  The  IDB's  funded  debt  on  June  30, 
1974,  amounted  to  the  equivalent  of  $1,323.2  million. 

The  loth  annual  meeting  was  held  in  Santiago,  Chile,  April  1-3, 
1974.  The  U.S.  delegation  was  headed  by  Secretary  Shultz.^  During 
the  meeting  the  Governors  approved  a  resolution  authorizing  a  special 
trust  fund  to  be  financed  by  Venezuela  totaling  $500  million  for  loans 
to  borrowing  members,  and  they  adopted  a  resolution  requesting  the 
Board  of  Executive  Directors  to  submit  to  the  Board  of  Governors 
proposed  charter  changes  to  admit  the  Bahamas  and  Guyana  to  mem- 
bership in  the  Bank  and  to  permit  Bank  lending  to  the  Caribbean 
Development  Bank.  This  matter  is  still  pending.  The  Board  of  Gover- 
nors also  considered  the  possibility  of  increasing  the  capital  resources 
of  the  Bank  and  requested  the  Committee  of  Governors  to  review  the 
situation  and  prepare  a  recommendation. 

Asian  Development  Bank 

During  fiscal  1974,  the  ADB  committed  a  total  of  $446.7  million, 
$363.4  million  from  Ordinary  Capital  and  $83.3  million  from  Special 
Funds.  This  brought  the  Bank's  cumulative  total  of  loans  to  $1,491.7 

1  See  exhibit  90. 
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million— $1,162.4  million  from  Ordinary  Capital  and  $329.3  million 
from  Special  Funds.  As  of  June  30,  1974,  the  Bank  had  also  under- 
taken 113  technical  assistance  projects. 

With  the  accession  to  membership  of  the  Gilbert  and  Ellice  Islands, 
the  Bank's  membership  reached  41 — 27  regional  and  14  nonregional — 
with  subscriptions  totaling  the  equivalent  of  $2,725  million.  Of  tliis, 
34  percent  was  paid-in  capital. 

During  fiscal  1974,  the  Bank  did  not  enter  the  U.S.  capital  market 
but  borrowed  $54.2  million  outside  the  United  States.  Total  funded 
debt  at  the  end  of  the  fiscal  year  was  $262.8  million. 

Authorization  for  a  U.S.  contribution  of  $362  million  to  the  1972 
increase  in  the  Bank's  Ordinary  Capital  stock  is  being  requested,  and 
the  first  of  three  annual  installations  of  $121  million  is  included  in 
the  fiscal  1975  budget. 

A  $100  million  U.S.  contribution  to  the  Bank's  Special  Funds  was 
authorized  on  March  10, 1972.  $50  million  of  this  contribution  was  ap- 
propriated in  December  1973,  and  contributed  to  the  Bank  on  April  19, 
1974.* 

As  of  May  31,  1974,  13  countries,  including  the  United  States,  had 
contributed  $382  million  to  the  Bank's  Special  Funds  (apart  from  tech- 
nical assistance) ;  in  addition,  $57.4  million  has  been  set  aside  from 
Ordinary  Capital  resources  for  such  lending. 

On  June  28,  1974,  the  Asian  Development  Fund  (ADF) — a  re- 
structured unified  Special  Funds — came  into  effect  when  $236.9  mil- 
lion was  pledged  to  the  ADF  by  10  developed  member  countries  of  the 
Bank,  including  the  United  States,  whose  $50  million  contribution  to 
the  Bank's  Special  Funds  was  transferred  to  the  ADF.  The  resources  to 
be  contributed  to  the  ADF  in  its  initial  3-year  period  total  $525  million, 
of  which  the  suggested  U.S.  share  is  $150  million.  The  remaining  $50 
million  previously  authorized  and  another  $50  million  which  is  pend- 
ing authorization  in  the  Congress  w^ould  complete  the  U.S.  share. 

The  seventh  annual  meeting  of  the  Bank's  Board  of  Governors  was 
held  in  Kuala  Lumpur,  Malaysia,  April  25-27, 1974.  Secretary  Shultz 
headed  the  U.S.  delegation.^ 

African  Development  Bank 

In  July  1973  a  group  of  15  industrialized  nations  in  coordination 
with  the  AFDB  set  up  the  African  Development  Fund  (AFDF)— a 
concessional  lending  fund  associated  with  the  Bank.  The  ITnited  States 
is  not  a  member  of  the  AFDF,  but  is  eligible  for  membership  in  the 
Fund  as  an  original  participant  because  of  U.S.  participation  in  the 


»  See  exhibit  91. 
»  See  exhibit  92. 


74     1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

negotiations  of  the  Agreement  Establishing  the  African  Development 
Fund.^ 

Legislation  authorizing  U.S.  participation  in  the  Fund  was  intro- 
duced by  Senator  Humphrey  in  August  1973.  Because  of  this  poten- 
tial membership,  the  U.S.  Government  sent,  as  in  the  past,  observers  to 
the  ninth  annual  meeting  of  the  AFDB  and  the  inaugural  meeting  of 
the  AFDF  which  took  place  in  Lusaka,  Zambia,  in  the  first  week  of 
July  1973. 

In  fiscal  1974,  the  Fund  Board  of  Directors  approved  six  loans  and 
four  studies  totaling  about  $26.5  million.  The  Fund's  lending  terms  are 
comparable  to  IDA,  and  its  loans  have  been  for  irrigation,  road,  and 
agricultural  projects. 

The  Fund's  lending  program  for  calendar  1974  is  expected  to  reach 
about  $44  million,  with  continued  emphasis  on  West  and  Central 
Africa — the  areas  hardest  hit  by  the  drought. 

The  impact  of  increased  oil  prices  on  the  developing  countries 

The  quadrupling  of  oil  prices  since  1972  requires  major  economic 
adjustments  in  all  oil-importing  nations.  For  the  poorer  develop- 
ing countries  these  adjustments  are  particularly  difficult  because  they 
have  less  margin  to  squeeze  consumption,  smaller  exchange  reserves, 
and  more  limited  access  to  international  capital  markets.  In  a  num- 
ber of  cases  these  countries  were  already  facing  serious  problems ;  for 
example,  those  countries  affected  by  the  drought  in  Africa  and  some 
of  the  nations  of  the  Indian  subcontinent  where  production  has  not 
increased  at  sufficiently  rapid  rates  to  sustain  rapid  economic  develop- 
ment. 

Although  these  countries — ^the  most  seriously  affected — will  have  to 
adjust  to  the  changes  in  relative  prices  of  energy,  grain,  and  other 
commodities  as  will  other  countries,  these  poorest  countries  already 
facing  major  development  challenges  need  additional  help  during 
an  interim  period.  With  such  help  they  can  continue  their  investment 
programs  and  take  advantage  of  new  opportunities  offered  by  the 
changes  in  relative  prices.  For  example,  some  of  these  countries  have 
coal,  oil,  gas,  and  undeveloped  hydroelectric  potential  which  can  be 
developed  rapidly  to  support  their  own  development  and  to  reduce 
worldwide  shortages  and  high  prices.  Many  of  these  countries  have  the 
potential  to  increase  grain  and  mineral  production.  However,  invest- 
ment is  required  to  bring  this  additional  production  on  to  the  market, 
investment  not  only  in  the  directly  productive  facilities  but  also  in  the 
infrastructure  of  transportation,  power,  urbanization,  and  educational 
facilities  to  support  such  production. 


»  See  exhibits  93  and  95. 
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The  immediate  effect  of  the  sudden  increase  in  prices  is  to  divert  the 
limited  foreign  exchange  resources  of  these  countries  away  from  the 
investment  needed  to  increase  production  in  future  years  in  order  to 
pay  for  the  food,  fuel,  and  fertilizer  essential  to  sustain  life  and  local 
production  this  year.  Thus  there  is  a  transitional  need  to  redirect  and 
add  to  the  flows  of  assistance  so  that  productiv  e  investment  can  be  sus- 
tained in  these  hard-hit  developing  countries  without  forcing  a  severe 
reduction  in  their  already  modest  living  conditions. 

The  best  solution  to  this  problem  is,  of  course,  to  reduce  the  high 
prices  underlying  the  problem.  Such  a  reduction  also  would  avoid 
the  continuation  of  such  high  prices  that  these  countries — as  well  as 
others — are  encouraged  to  invest  in  \cry  expensi\e  energy  and  food 
production  projects. 

To  the  extent  additional  development  financing  is  needed  the  most 
obvious  source  is  the  large  surpluses  of  the  oil-exporting  countries. 
These  countries  have  begun  to  make  substantial  amounts  of  additional 
assistance  available,  both  directly  and  through  the  international  capital 
markets  and  international  institutions  such  as  the  International  Mone- 
tary Fund  and  World  Bank.  However,  much  of  this  assistance  flows 
only  on  commercial  terms  and  the  poorer  developing  countries  can- 
not afford  to  pay  commercial  rates  of  interest. 

Thus  expanded  international  cooperation  is  needed  to  facilitate  and 
encourage  additional  flows  on  concessional  terms  and  to  assure  that 
the  distribution  of  assistance  from  the  many  bilateral  and  multilateral 
donors  treats  the  poor  nations  equitably  and  does  not  result  in  some  na- 
tions receiving  little  or  none  of  the  vitally  needed  assistance. 

Partly  in  response  to  these  critical  problems,  agreement  was  reached 
at  the  final  C-20  meeting  in  June  1974  on  establishing  a  Ministerial 
committee  on  the  transfer  of  real  resoui'ces.  The  connnittee  is  to  give, 
inter  alia,  urgent  attention  to  the  problems  of  developing  countries 
most  seriously  affected  by  exceptional  balance  of  payments  difficulties 
due  to  the  oil  price  increases.  In  view  of  the  pressing  needs  of  these 
countries,  work  in  this  aspect  of  the  committee's  work  will  begin  in 
August  1974,  although  the  formal  establishment  of  the  cormnittee  will 
probably  occur  at  the  time  of  the  Fund/Bank  annual  meeting  in  the 
fall.  The  United  States  believes  that  this  Ministciial  committee  can 
provide  a  needed  focal  point  for  consideration  of  a  broad  range  of 
development  issues. 

Investment  security 

The  Interagency  Committee  on  Expropriation,  whose  membership 
includes  the  Departments  of  State,  Treasury,  and  Commerce,  was  estab- 
lished in  fiscal  1973  to  implement  President  Nixon's  policy  statement 
of  January  19,  1972,  on  expropriation.  During  fiscal  1974,  this  Com- 
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mittee  continued  to  monitor  investment  security  situations  and  met 
on  a  monthly  basis  to  consider  actual  and  potential  investment  prob- 
lems in  order  to  head  off  investment  disputes  where  possible,  and  plan 
the  U.S.  response  to  countries  which  expropriated  or  unfairly  treated 
U.S.-owned  interests  without  providing  for  prompt,  adequate,  and 
effective  compensation. 

During  the  year,  the  Department  of  the  Treasury  participated  in 
several  international  negotiations  to  resolve  outstanding  disputes  and 
increase  international  understanding  of  the  need  for  investment  se- 
curity to  promote  development.  Most  notable  was  the  agreement 
signed  in  February  1974  with  the  Government  of  Peru  to  settle  claims 
of  U.S.  nationals  as  a  result  of  contract  disputes,  expropriations,  or 
other  forms  of  permanent  taking.  A  more  general  approach  was 
adopted  in  April  when  Foreign  Ministers  from  the  United  States 
and  Latin  America  agreed  to  the  establishment  of  a  Working  Group 
on  Transnational  Enterprises.  In  this  forum,  the  U.S.  Government 
hopes  to  engage  in  frank  discussions  of  investment  questions  and 
increase  understanding  of  the  nature  of  the  relationship  between  for- 
eign investors  and  Latin  American  governments. 

Debt  rescheduling 

Agreement  in  principle  was  reached  in  fiscal  1974  between  the 
United  States  and  Pakistan  to  reschedule  payment  of  approximately 
$240  million  of  the  debt  due  to  the  United  States  during  the  years 
1974-1979.  These  obligations  were  in  dispute  following  the  separation 
and  creation  of  Bangladesh.  Other  creditor  nations  rescheduled  pay- 
ments of  approximately  $420  million  worth  of  Pakistan  obligations  at 
the  same  time. 

The  United  States  also  reached  agreement  in  principle  with  the 
Government  of  Chile  to  reschedule  a  total  of  approximately  $230 
million  in  obligations  to  the  United  States.  Debts  to  other  creditors  of 
about  $400  million  also  are  being  rescheduled  for  similar  maturities. 
In  addition,  the  United  States  participated  in  a  multilateral  debt 
agreement  with  Ghana  (although  no  U.S.  debt  was  rescheduled),  and 
discussions  were  in  process  with  the  Government  of  India. 

Bilateral  assistance 

The  Department  of  the  Treasury  participates  in  the  U.S.  Govern- 
ment development  finance  program  through  its  membership  in  the 
National  Advisory  Council  on  International  Monetary  and  Financial 
Policies,  on  the  Overseas  Private  Investment  Corporation  (OPIC) 
Board  of  Directors,  and  on  the  interagency  committees  designed  to 
coordinate  economic  assistance  programs.  Treasury's  principal  con- 
cerns are  to  relate  the  various  foreign  economic  assistance  programs 
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to  overall  U.S.  economic  interests  and  international  development  objec- 
tives, and  to  assure  the  interrelationship  and  consistency  of  bilateral 
and  multilateral  programs. 

The  three  principal  institutions  responsible  for  U.S.  bilateral  assist- 
ance programs  are  the  Agency  for  International  Development  (AID)  ; 
the  Department  of  Agriculture,  which  administers  the  Public  T^aw  4R0 
food-f or-peace  program ;  and  OPIC. 

Agency  far  International  Developmei'it. — As  a  member  of  tlie  De- 
velopment Loan  Committee  of  AID,  Treasury  focuses  primarily  on 
the  economic  and  financial  impact  of  AID  development  lending  pro- 
grams and  on  the  macroeconomic  policy  performance  of  the  borrow- 
ing countries.  During  fiscal  1974.  AID  authorized  40  new  develop- 
ment loans,  totaling  $488.2  million.  Of  these,  $93.0  million  took  the 
form  of  general  program  loans,  and  $-395.2  million  went  to  specific 
projects  and  sector  programs. 

Puhlic  Law  Jf80. — Treasury-  is  represented  on  the  Interagency  Staff 
Committee,  which  reviews  all  Public  Law  480  proposals,  and  looks 
primarily  at  the  impact  of  this  program  on  the  U.S.  balance  of  pay- 
ments and  the  domestic  economy.  During  fiscal  1974,  Title  I  sales 
agreements  were  signed  with  pai-ticipating  governments  and  private 
trade  entities  for  a  total  export  market  value  of  $593.5  million,  down 
substantially  from  the  levels  of  previous  years.  Title  II  donations 
totaled  $282  million  for  commodity  expenses,  alx)ut  the  same  as  the 
previous  year. 

Local  currency  management. — The  United  States  negotiated  with 
the  Government  of  India  settlement  of  payment  of  about  $3.3  billion 
equivalent  in  nonconvertible  rupee  currency  owed  to  the  United  States 
from  development  loans  and  shipment  of  agricultural  commodities. 
Under  the  settlement,  the  T"''nited  States  granted  back  to  India  approxi- 
matelj^  $2.1  billion  in  local  currency  obligations  while  retaining  over 
$1.0  billion  equivalent  in  India  to  be  used  for  official  U.S.  expenditures 
such  as  research,  educational  exchange,  and  travel.  The  funds  re- 
tained for  I"f^.S.  uses  are  expected  to  last  at  least  20  years  at  estimated 
rates  of  disbursement.  This  settlement  does  not  affect  repayment  of 
dollar  obligations  of  the  Indian  Government  to  the  United  States  of 
about  $3  billion. 

In  addition,  the  Secretary  of  the  Treasury  annually  determines  the 
foreign  currency  holdings  of  the  LTnited  States  that  are  in  excess  of 
projected  requirements.  Treasury's  primai-y  objective  in  the  manage- 
ment of  these  currencies  is  to  maximize  the  favorable  balance  of  pay- 
ments impact  acciiiing  from  their  use.  Currencies  declared  in  excess 
for  fiscal  1974  were  those  of  Burma.  Egypt,  Guinea.  India,  Pakistan. 
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Poland,  Tunisia,  and  Yugoslavia  (the  latter  through  December  31, 
1973,  only). 

The  Overseas  Private  Investment  Corporation. — Under  Secretary 
for  Monetary  Affairs  Volcker  represented  the  Department  of  the 
Treasury  on  OPIC's  11-man  public/private  Board  of  Directors  during 
fiscal  1974.  OPIC  administers  two  major  incentive  programs  to  en- 
courage U.S.  investment  in  the  developing  countries :  Investment  in- 
surance against  the  political  risks  of  expropriation,  inconvertibility, 
and  war,  revolution,  and  insurrection ;  and  investment  finance  which 
provides  both  direct  loans  and  commercial  risk  guarantees. 

OPIC  issued  $994.8  million  in  investment  insurance  in  fiscal  1974, 
a  rise  from  the  $649  million  issued  in  fiscal  1973.  The  financing  pro- 
gram guaranteed  $7.8  million  of  new  investment  in  the  developing 
countries  and  extended  $4.4  million  in  direct  lending  during  fiscal  1974. 
In  fiscal  1973,  $5  million  in  guarantees  and  $12.7  million  in  direct  loans 
were  signed. 
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ADMINISTRATIVE  MANAGEMENT 

Special  studies,  projects,  and  programs 

The  management  and  planning  staffs  of  the  Office  of  the  Assistant 
Secretary  (Administration)  completed  numerous  studies  and  projects 
and  initiated  new  procedures  to  strengthen  analytic  capability  and 
administrative  control,  to  improve  the  operation  of  Treasury  activ- 
ities, and  to  respond  to  new  responsibilities. 

Office  of  the  Assistant  Secretary  {Ad'ministi'atioi\) . — Responsibility 
for  the  Treasury  equal  opportunity  program,  including  depositary 
bank  compliance,  was  transferred  to  the  Assistant  Secretary  (Admin- 
istration) from  the  General  Counsel.  An  analysis  of  the  structure, 
staffing,  policies,  and  procedures  of  the  Office  of  Equal  Opportunity 
Program  led  to  plans  for  increased  efficiencies  in  program  operations 
and  a  more  effective  bank  compliance  program. 

An  informal  self-assessment  program  was  initiated  at  the  request 
of  the  Secretary  to  encourage  heads  of  bureaus  and  offices  in  the  Office 
of  the  Secretary  to  take  a  candid  look  at  the  strengths  and  weaknesses 
within  each  organization  which  affect  the  way  functions  are  per- 
formed. The  responses  brought  to  light  a  number  of  problem  areas 
that  in  some  cases  had  been  accepted  as  inherent  or  imsolvable  aspects 
of  a  particular  mission.  Since  several  matters  involve  a  number  of 
different  offices  within  Treasury  as  well  as  other  agencies  with  which 
Treasury  deals,  the  Assistant  Secretary  has  been  designated  as  coordi- 
nator for  the  corrective  actions,  and  his  offices  will  furnish  technical 
assistance  as  requested  by  program  officials. 

During  fiscal  1974,  the  Assistant  Secretary  (Administration)  met 
monthly  with  his  counterparts  in  other  agencies  to  discuss  common 
issues  and  problems;  management  staff  furnished  him  support  for  this 
activity,  including  preparation  of  administrative  issue  papers  and 
participation  in  two  in-depth  studies. 

Office  of  the  Secretary. — The  basic  departmental  organization  was 
restructured  to  provide  a  more  equitable  distribution  of  responsibil- 
ities among  senior  Office  of  the  Secretary  officials  and  to  facilitate 
direction  and  coordination  of  both  operational  and  policymaking 
functions.  Major  organizational  changes  included :  Delegation  of 
responsibility  to  the  TTnder  Secretary  for  supervising  operating  ele- 
ments of  the  Office  of  the  Secretary ;  designation  of  an  Assistant  Secre- 
tary (Legislative  Affairs)  ;  and  designation  of  an  Assistant  Secretary 
(Trade,  Energy,  and  Financial  Resources  Policy  Coordination). 

A  study  was  made  of  the  Office  of  Revenue  Sharing  to  assess  current 
operations  and  to  gather  information  on  which  to  base  future  policy 
decisions  and  resource  allocations. 

Departmental. — A  study,  conducted  to  assess  the  status  of  imple- 
mentation of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms,  estab- 
lished July  1,  1972,  resulted  in  recommendations  for  improving  ATF 
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effectiveness  and  efficiency  and  in  development  of  budgetary  justifica- 
tions for  additional  Bureau  resources. 

In  addition,  a  study  was  made  of  the  Bureau  of  the  Mint  to  evaluate 
organizational  effectiveness  and  to  review  implementation  of  recom- 
mendations set  forth  in  the  1971  comprehensive  management  review 
of  the  Bureau. 

The  management  by  objectives  (MBO)  program  was  continued  in 
the  Department  to  identify  top  priority  objectives,  to  focus  attention 
on  the  accomplishment  of  those  specific  goals,  and  to  assess  perform- 
ance through  the  measurement  of  the  results  obtained.  Through  the 
MBO  system  top  management  officials  are  able  to  track  performance 
in  key  programs.  Paperwork  associated  with  the  MBO  system  has 
been  kept  to  a  minimum.  MBO  has  contributed  to  improved  program 
effectiveness  in  Treasury. 

The  Office  of  Management  and  Budget/Civil  Service  Commission/ 
General  Accounting  Office  coordinators  of  the  annual  productivity 
review  have  repeatedly  praised  Treasury  for  its  exemplary  practices 
in  the  productivity  field.  Various  Treasury  bureaus  have  been  cited 
for  their  application  of  the  behavioral  science  approach  to  improve 
the  motivation  and  productivity  of  their  personnel.  Other  bureaus 
have  received  praise  for  their  identification  and  implementation  of 
capital  investments  which  improve  productivity. 

Treasury  bureaus  maintain  measurement  systems  which  cover  a 
large  proportion  of  their  man-years  (77  percent)  comparing  favorably 
with  other  Government  agencies.  These  measurement  systems  provide 
managers  with  a  tool  to  evaluate  the  results  of  their  actions  and  to 
anticipate  the  benefits  of  potential  actions. 

Advisory  comrmdUee  management. — In  accordance  with  Public  Law 
92-463,  Federal  Advisory  Committee  Act,  effective  January  5,  1973, 
uniform  procedures  for  establishing  and  operating  advisory  commit- 
tees within  the  Department  were  formulated  and  refined.  As  depart- 
mental committee  management  officer,  the  Assistant  Secretary 
(Administration)  regularly  monitored  implementation  of  the  control 
procedures. 

Enmronmental  quality  program. — Under  the  direction  of  the 
Assistant  Secretary  (Administration) ,  as  departmental  environmental 
quality  officer,  the  implementation  of  a  more  structured  and  compre- 
hensive environmental  quality  program  was  continued  and  a  revised 
version  of  the  departmental  procedures  for  environmental  impact 
statements  was  issued. 

Technical  assistance  to  foreign  govem.ments  and  officidls. — ^Treasury 
continued  its  close  cooperation  with  the  Agency  for  International 
Development  in  its  programs  of  technical  assistance  to  developing 
nations.  Customs  and  tax  advisers  are  working  in  over  a  dozen  such 
countries.  In  the  Treasury  itself,  orientation,  educational,  and  training 
programs  are  provided  on  a  continuing  basis  to  foreign  visitors 
referred  by  AID  and  other  agencies,  both  governmental  and  non- 
governmental, involving  in  fiscal  1974  over  100  man-days  of  such 
activity. 

Emergency  preparedness 

The  Mobilization  Planning  Staff  met  several  times  with  officials 
of  the  GSA  Office  of  Preparedness  (formerly  the  Office  of  Emergency 
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Preparedness),  several  Federal  financial  ag^encies,  and  Treasury  bu- 
reau emergency  planning  officers  to  clarify  and  implement  new  con- 
cepts and  policies  prescribed  by  OEP  for  emergency  preparedness 
planning  and  operations  at  the  regional  level.  As  a  result,  the  revised 
directives  on  regional  continuity  of  government,  organizational  ar- 
rangements and  civil  preparedness  readiness  levels  were  implemented 
by  the  issuance  of  Treasury  emergency  planning  circulai-s  to  Treasury 
bureaus  providing  policy  and  guidance  concerning  regional  prepared- 
ness requirements  and  plans  for  continuity  of  essential  functions. 

Arrangements  were  completed  to  establish  a  remote  comput<^r- 
querying  cai)ability  at  the  Treasury's  alternate  relocation  site.  This 
would  be  used  for  obtaining,  from  the  GSA  Office  of  Preparedness 
computer,  situation  summaries  and  damage  assessment  information 
concerning  the  status  of  Treasury  facilities  throughout  the  country 
in  the  event  of  a  natural  disaster  or  a  nuclear  attack. 

A  comprehensive  briefing  program  was  developed  for  the  initial 
orientation  and  instruction  and  periodic  refresher  briefing  of  mem- 
bers of  Treasury  headquartei-s  emergency  executive  teams  regarding 
emergency  plans  and  procedures  and  their  emergency  assignments. 
This  program  provides  for  a  briefing  and  tour  of  facilities  at  the 
Department's  relocation  site  for  certain  key  personnel. 

Plans  and  procedures  were  revised  for  the  operation  and  adminis- 
tration of  the  Treasury  alternate  relocation  site  in  the  event  of  an 
emergency  relocation. 

Internal  auditing^ 

Adequate  and  qualified  staffing  of  bureau  audit  functions  and  in- 
creased management  and  operational  audits  were  established  as  high- 
priority  goals  in  fiscal  lOT-t.  The  Depai-tment's  audit  policy  Avas 
revised  to  strengthen  OA's  (Office  of  Audit)  central  administrative 
role,  including  participation  in  the  selection  process  for  key  bureau 
auditor  positions  and  extending  overview  to  regulatory  and  revenue 
sharing  audit  functions  at  the  Customs  Service  and  the  Office  of  Reve- 
nue Sharing. 

OA  was  actively  involved  in  the  planning  stage  for  the  new  Customs 
third-party  audit  program  for  the  regulation  of  customhouse  brokers 
and  also  drawback  claimants  and  others  covered  by  duty-free  tariff 
provisions.  The  staff  also  worked  closelj  with  the  Office  of  Revenue 
Sharing  contractor  to  develop  guidelines  for  use  of  government 
auditors  and  independent  public  accountants  in  auditing  revenue 
sharing  entitlements. 

The  Bureau  of  the  Mint  reacted  favorably  to  a  projiosal  for  estab- 
lishing field  auditor  positions  at  the  Philadelphia  and  Denver  Mints 
and  the  San  Francisco  Assay  Office,  and  OA  helped  recruit  the  audit 
staflPs.  The  Bureau  of  the  Public  Debt  and  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms  were  also  encouraged  to  establish  field  audit 
staffs.  ATF  received  frequent  attention  through  participation  in  the 
recruitment  of  auditors,  visits  to  industrial  plants,  and  assistance  in 
developing  audit  plans. 

Direct  audit  service  was  provided  to  the  Office  of  the  Secretary, 
Cost  of  Living  Council,  and  Consolidated  Federal  Law  Enforcement 
Training  Center.  Surveys  of  production  flow  for  coinage  metals  at 
the  Denver  Mint  and  San  Francisco  Assay  Office  identified  oppor- 
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tunities  to  strengthen  accounting  control  and  improve  operations. 
OA's  firet  audit  of  the  Exchange  Stabilization  Fund  concentrated  on 
ways  to  reduce  the  workload  and  strengthen  control,  with  considerable 
support  provided  in  resolving  day-to-day  accounting  problems.  OA 
also  collaborated  with  GAO  in  preparing  the  working  capital  fund 
accounting  system  design  for  approval  by  the  Comptroller  General. 
Continuous  liaison  was  maintained  with  GAO  on  matters  of  mutual 
concern  including  coordinating  responses  to  reports  on  departmental 
activities.  In  this  role,  OA  helped  resolve  problems  with  access  to 
information  needed  by  GAO  m  auditing  Exchange  Stabilization 
Fund  administrative  activities. 

Financial  management 

Budgeting. — Budget  statf  continued  to  develop  policies  and  pro- 
cedures and  to  direct  and  coordinate  the  formulation,  justification, 
and  presentation  of  appropriations  for  budget  estimates  which  totaled 
almost  $38  billion  in  fiscal  1974.  The  amount  includes  $1.9  billion  for 
operating  appropriations,  $29.7  billion  for  public  debt  and  other 
interest  and  miscellaneous  accounts,  and  $6.1  billion  for  general 
revenue  sharing. 

During  fiscal  1974,  the  budget  staff : 

(1)  Established  and  maintained  controls  on  expenditures,  number 
of  personnel  on  roll  and  motor  vehicle  fleet  to  comply  with  limitations 
and  directives  prescribed  by  0MB. 

(2)  Gave  special  budgetary  consideration  and  emphasis — including 
the  preparation  of  requests  for  budget  amendments  and  supplemental 
appropriations,  and  reimbursements — to  programs  of  special  concern 
to  the  administration.  These  included  the  budget  amendment  to  reflect 
the  transfer  of  funds  and  positions  from  the  Office  of  Emergency 
Preparedness  to  Treasury  to  support  the  Deputy  Secretary  of  the 
Treasury  as  Chairman  of  the  Oil  Policy  Committee,  and  supplemen- 
tal appropriations  for  increased  protection  of  foreign  missions  by 
the  U.S.  Secret  Service.  Supplemental  funds  were  processed  to  cover 
postage  increases,  increases  for  the  Government's  share  in  health 
benefits,  and  increases  in  the  costs  of  supplies. 

(3)  Obtained  supplemental  appropriations  for  the  cost  of  pay 
increases  authorized  by  Executive  Orders  11691  and  11739,  wao^e  board 
actions,  and  administrative  actions  amounting  to  $113.6  million.  A 
total  of  $11.9  million  of  the  increased  costs  was  absorbed  by  applica- 
tion of  management  savings,  reimbursements,  and  use  of  budgetary 
reserves. 

(4)  Assisted  in  and  facilitated  the  financial  aspects  of  the  re- 
organized Fiscal  Service,  consolidating  the  functions  of  the  Bureau 
of  Accounts  and  Office  of  the  Treasurer  of  the  United  States  (except 
the  immediate  office  of  the  Treasurer  and*the  Securities  Division)  to 
form  the  new  Bureau  of  Government  Financial  Operations. 

(5)  Assisted  in  the  preparation  and  presentation  of  budget  requests 
for  funds  totaling  over  $3  billion  to  be  appropriated  to  the  President 
for  the  TT.S.  share  to  the  international  financial  institutions 
of  which  the  Secretary  of  the  Treasury  serves  as  a  Governor.  Of  this 
total,  $2.2  billion  represents  an  additional  appropriation  necessary 
for  maintaining  the  value  of  the  holdings  of  U.S.  dollars  by  these 
institutions  under  the  1973  revaluation  of  the  dollar. 
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Accounting  systems-. — Efforts  to  maintain  and  sti-engthen  the  ad- 
ministrative accounting  systems  of  the  Department  were  continued. 
Administrative  accounting  systems  for  the  Bureau  of  Alcohol. 
Tobacco  and  Firearms;  the  Office  of  the  Secretary',  working  capital 
fimd;  and  the  Internal  Revenue  Service.  Federal  tax  lien  revolving 
fund,  were  designed,  submitted  to.  and  approved  by  GAO.  All  ad- 
ministrative accounting  system  designs  in  the  Treasury  now  stand 
officially  appro\ed  as  being  in  conformance  with  the  prescribed 
principles,  standards,  and  related  requirements  of  the  Comptroller 
General.  Thus,  Treasury  and  three  other  departments  (of  a  total  11 
executive  departments)  have  successfully  concluded  such  status  to 
date. 

Staff  efforts  are  now  being  concentrated  toward  developing  im- 
proved accounting  automation  to  enhance  timeliness,  quality,  and  re- 
sponses to  management  in  the  areas  of  budgeting  and  financial 
reporting.  Culmination  of  these  efforts  should  provide  a  significant 
impact  on  long-range  planning,  budget  formidation  capabilities,  and 
execution  processes  with  regard  to  managing  appropriated  resources. 

Personnel  management 

The  SecretaiT  announced  the  initiation  of  an  intensified  upward 
mobility  program.  The  program  is  aimed  at  opening  meaningful 
careers  to  em})loyees  in  dead-end  positions  at  the  lower  grades  through 
counseling  and  specialized  vocational  training  ranging  from  basic 
skills  improvement  to  professional  courses  at  the  university  level. 

An  affirmative  action  plan  for  Treasuiy  on  employment  of  handi- 
capped individuals  was  prepared  pursuant  to  Public  Law  93-112. 
The  plan  establishes  policy  and  sets  forth  specific  action  items  to 
bo  completed  during  fiscal  1975. 

During  the  year  sustained  progress  was  made  in  developing  and  ex- 
panding managerial  and  professional  caj^abilities  of  executives  and 
those  identified  as  having  high  potential  for  executive  assignment. 
Twenty-five  managers  and  executives  attended  the  Civil  Sen'ice 
Commission  Federal  Executive  Institute  at  Charlottesville,  Ya.,  and 
over  200  attended  the  various  2-week  programs  of  the  Executive 
Seminar  Centers. 

A  new  supergrade  position  management  system  is  now  in  operation 
which  permits  the  most  effective  utilization  of  supergrade  positions  on 
a  Department-wide  basis. 

A  new  staff  organization,  Personnel  Management  Evaluation,  was 
established  and  staffed  within  the  Office  of  Personnel  in  February 
1974.  This  staff  will  carry  out  the  Department's  responsibilities  as 
set  forth  in  the  Presidential  memorandum  of  October  9.  1969.  which 
are  to  establish  and  maintain  a  system  for  the  assessment  and  im- 
provement of  the  effectiveness  and  efficiency  of  the  Department's 
utilization  of  human  resources. 

Labor  relations  activity  within  the  Department  continued  to  com- 
mand top  management  attention.  Exclusive  recognition  was  granted 
two  new  bargaining  units  of  some  500  employees,  raising  the  total 
of  organized  employees  within  the  Department  to  over  70,000,  or 
65  percent  of  the  work  force.  Over  32,000  employees  were  affected 
by  the  negotiation  of  two  new  agreements  and  the  renegotiation  of 
three  others. 


86    1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Other  major  labor  relations  program  developments  included  (1) 
the  completion  of  an  in-depth  self-evaluation  by  the  bureaus  of  their 
labor  relations  programs;  (2)  the  presentations  to  the  Federal  Labor 
Relations  Council  of  recommended  revisions  of  Executive  Order 
11491,  as  amended;  and  (3)  the  relaxation  of  departmental  require- 
ments in  several  personnel  areas  to  better  enable  bureau  management 
to  respond  to  legitimate  union  and  employee  concerns  in  these  areas. 

A  revised  Personnel  Security  Manual  was  issued.  Also  issued  was 
a  revised  set  of  instructions  for  conducting  personnel  security  in- 
vestigations pursuant  to  Executive  Order  10450. 

Procurement  and  personal  property  management 

During  fiscal  1974,  the  negotiation  of  35  blanket  purchase  agree- 
ments for  office  machines  and  miscellaneous  supplies  for  use  by  all 
Treasury  bureaus  provided  a  savings  in  excess  of  $130,000.  The  con- 
solidation of  Treasury  requirements  for  423  undercover  law  enforce- 
ment vehicles,  procured  through  GSA,  resulted  in  a  significant  dollar 
savings  over  separate  procurement  methods  and  an  improved  quality 
of  vehicle.  Average  price  was  below  $3,000. 

Treasury's  personal  property  transactions  during  fiscal  1974  in- 
cluded the  reassignment  within  Treasury  of  property  valued  in  excess 
of  $800,000 ;  transfer  of  personal  property  valued  in  excess  of  $1  mil- 
lion to  other  Federal  agencies  for  their  use ;  and  the  donation  of  per- 
sonal property  valued  at  approximately  $700,000  no  longer  needed  by 
the  Federal  Gov^ernment  for  use  by  State  organizations  and  nonprofit 
groups.  Treasury  also  obtained,  without  cost,  personal  property  valued 
at  over  $2  million  from  other  Federal  agencies. 

Real  property  management 

In  fulfilling  an  urgent  requirement  to  house  the  newly  created 
Federal  Energy  Administration,  a  portion  of  the  Post  Office  Building 
in  Washinston,  D.C.,  acquired  by  Treasury  last  year,  was  reassigned 
to  FEA.  The  planned  relocation  of  some  Treasury  elements  to  the 
Post  Office  Building  has  been  delayed,  but  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms  has  been  housed  in  its  permanent  quarters  in 
the  building,  along  with  some  elements  of  the  Internal  Revenue 
Service. 

The  Bureau  of  the  Public  Debt's  new  office  building  in  Parkersburg, 
W.  Va.,  which  will  consolidate  its  Chicago  and  Parkersburg  activities, 
is  scheduled  for  completion  in  November  1974.  The  new  microfilm 
depository  located  in  Ravenswood,  W.  Va.,  is  expected  to  open  in 
July  1974. 

Bureau  of  the  Mint  activities  in  Washington,  D.C,  have  been  con- 
solidated and  are  housed  in  the  Warner  Building. 

Construction  of  the  new  Denver  Mint  on  a  site  to  be  furnished  by 
the  city  of  Denver  was  restrained  when  the  city  was  unable  to  fulfill 
its  agreement  to  convey  the  necessary  property  to  the  Government. 
An  environmental  impact  statement  citing  the  possible  use  of  either 
the  Denver  Federal  Center  or  the  Park  Hill  Golf  Course  as  the  site 
of  the  new  mint  has  been  filed.  A  site  location  decision  will  be  made 
in  July  1974  based  on  public  response  to  the  statement. 

Consolidation  of  the  U.S.  Customs  Service  at  Columbia  Plaza  ex- 
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perienced  delays,  which  precipitated  an  alternative  GSA  plan  to  house 
Customs  in  the  Main  Labor  Buildino;.  The  utilization  of  this  Federal 
building,  contiguous  to  other  Treasury  activities,  is  consistent  with 
the  Department's  collocation  and  consolidation  goals. 

The  Main  Treasury  Building,  one  of  Washington.  D.C.'s  historic 
landmarks,  has  undergone  substantial  repairs  and  will  continue  to  do 
so.  Projects  to  renovate  the  roof  and  to  install  air  conditioning  on 
the  fifth  floor  are  essentially  complete. 

Printing  management 

During  fiscal  1974  ihe  Treasury  printing  staff  took  over  the  printing 
support  for  the  Federal  Energy  Administration  until  that  newly  estab- 
lished office  was  able  to  produce  its  own  work.  The  printing  support  to 
the  Cost  of  Living  Council  was  terminated  on  a  gradual  basis  during 
the  last  quarter  of  the  fiscal  year.  Treasury  will  continue  to  furnish 
printing  support  to  the  Office  of  Economic  Stabilization. 

GSA  has  awarded  a  contract  for  the  renovation  and  refurbishing 
of  space  in  the  subbasement  of  the  Treasury  Annex  to  house  the  Treas- 
ury consolidated  printing  plant. 

Physical  security 

On  July  9,  1973,  Secretary  Shultz  signed  Treasury  Department 
Order  No.  160,  Revised,  which  delegated  authority  for  implementation 
of  Executive  Order  No.  11652,  as  amended,  and  the  National  Security 
Council  Directive  of  May  17,  1972.  Treasury^  Department  Order  No. 
160,  Revised,  was  issued  as  an  appendix  to  Title  31,  Code  of  Federal 
Regidations,  Subtitle  A,  Part  2,  entitled  "Classification,  Downgrading, 
Declassification  and  Safeguarding  of  National  Security  Information 
and  Material."  Roth  of  these  were  transmitted  throughout  the  Depart- 
ment via  Treasury  Administrative  Circular  No.  242,  dated  August  16, 
1973.  Administrative  Circular  No.  242.  Supplement  No.  1,  October  3, 
1973,  and  Supplement  No.  2,  June  25.  1974.  entitled  "National  Security 
Information  Report  Requirements,"  established  within  the  Depart- 
ment reports  as  required  by  the  Interagency  Classification  Review 
Committee,  National  Security  Council. 

Telecommunications 

After  2  years  of  negotiations  with  GSA  and  the  Chesapeake  and 
Potomac  Telephone  Co.,  the  Treasury  telecommunications  staff  ob- 
tained GSA's  concurrence  in  converting  Treasury's  telephone  system 
to  Centrex  II  service.  The  first  significant  phase  in  the  conversion 
is  expected  to  occur  in  July  1974.  Plans  call  for  the  conversion  to 
be  completed  in  fiscal  1976,  when  new  attendant  facilities  will  be 
installed  in  the  first  floor  vault  area  of  the  Main  Treasury  Building 
and  the  Treasury  system  becomes  operative  as  an  independently  oper- 
ated and  managed,  but  integral,  segment  of  the  Metro  Centrex  System. 

During  fiscal  1974,  significant  progress  was  made  in  the  planning 
for  an  automated  telecommunications  facility  at  Main  Treasury.  Im- 
plementation of  this  project  will  provide  an  automatic  message  han- 
dling and  distribution  facility  for  Treasury  and  a  centralized  on-line 
interface  with  all  bureaus  and  many  other  Government  agencies. 

Studies  were  completed  in  fiscal  1974  on  the  FTS  intercity  voice 


88    1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

service  confirming  that  there  are  no  effective  administrative  control 
measures  to  stem  the  rapidly  escalating  volume  of  long-distance  calls 
being  placed  over  the  FTS  system.  The  studies  show  it  would  be 
wortTiwhile  for  an  agency  to  use  an  alternate  means  of  intercity  calling 
with  more  effective  control  capability  in  order  to  compare  the  two 
methods. 

In  fiscal  year  1974,  Treasury  joined  the  Departments  of  Justice, 
Interior,  and  Transportation  in  coordination  of  law  enforcement 
telecommunications  planning.  The  Office  of  Telecommunications  Policy 
requires  that  planning  in  the  same  mission  area  which  crosses  agency 
lines  must  be  coordinated  to  avoid  duplication  and  waste.  Treasury 
has  initiated  action  to  establish  a  similar  financial  or  fiscal  mission 
area  group. 

The  Treasury  telephone  system  was  expanded  by  the  addition  of  a 
2,000-line  subsystem  to  serve  activities  relocating  to  the  Post  Office 
Building  at  1200  Pennsylvania  Avenue.  Also,  message  and  data  facili- 
ties of  the  Main  Treasury  Telecommunications  Center  (MTTC)  were 
expanded  to  meet  an  increased  workload  and  changing  requirements. 
Equipment  was  replaced  or  modified  to  provide  a  more  versatile 
capability,  and  secure  circuits  were  added  to  two  bureaus. 

Energy  conservation 

With  the  rapid  acceleration  of  the  energy  conservation  program, 
new  procedures  and  requirements  were  implemented  to  assure  a  cohe- 
sive coordination  of  departmental  objectives.  Some  problems  were  ex- 
perienced in  the  law  enforcement  area  where  it  was  not  operationally 
feasible  to  totally  accomplish  mileage  reduction  goals. 

Paperwork  management 

The  Department  established  its  new  Treasury  paperwork  manage- 
ment program,  which  seeks  to  improve  each  substantive  element  of 
paperwork  management  and  use  all  elements  in  a  coordinated,  in- 
tegrated systems  application  to  operational  processes  and  problems. 
The  program  emphasizes  improvement  of  management  and  operations 
of  the  Department  through  improved  paperwork  standards  and  sys- 
tems, and  the  generation  of  savings  for  use  in  high  priority  activities. 
A  newly  established  Paperwork  Management  Forum,  consisting  of 
the  paperwork  management  officers  of  all  the  Treasury  bureaus,  will 
provide  an  excellent  vehicle  for  Department-wide  participation  in  de- 
velopment and  execution  of  the  program. 

International  operations  support 

Full  responsibility  for  logistical  support  of  international  operations 
including  overseas  trips  and  representational  functions  has  been  as- 
signed to  the  Assistant  Director  for  General  Services.  Treasury's  in- 
creased role  in  international  affairs  has  increased  the  need  for  support 
of  official  receptions  and  other  similar  functions. 

Safety 

Treasury  continued  to  maintain  a  low  disabling  injury  frequency 
rate  during  1973.  The  Department's  rate,  based  upon  internal  reports, 
was  2.7  injuries  per  million  man-hours  worked.  This  compared  favor- 
ably with  the  all-Federal  rate  of  approximately  6.0. 
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Treasury  Historical  Association 

The  first  meeting  of  the  Board  of  Directors  and  of  the  membership 
of  the  newly  established  Treasury  Historical  Association  was  held  on 
March  8, 19*74.  The  l^oard  elected  Mr.  PMward  C.  Schmults,  Chairman  ; 
Mr.  Robert  R.  Fredlund,  President;  and  Mr.  John  Verkouteren,  Treas- 
urer. Mr.  Sid  Sandere  was  designated  Executive  Secret-ary.  The 
Board  has  adopted  the  Articles  of  Incorporation  and  the  By-Laws. 
Former  Secretary  Slniltz  has  expressed  his  support  toward  this  new 
association. 


BUREAU  OF  ALCOHOL,  TOBACCO  AND 
FIREARMS 

The  Bureau  of  Alcohol,  Tobacco  and  Firearms  (ATF)  is  charged 
with  regulating  four  industries — alcohol,  tobacco,  firearms,  and  ex- 
plosives. The  Bureau  is  staffed  with  1.600  law  enforcement  officers  who 
enforce  criminal  laws  relating  to  those  industries,  and  800  inspectors, 
who  are  regulatory  officers. 

To  accomplish  its  mission,  ATF  has  3,700  employees.  The  primary 
task  of  ATF  law  enforcement  officers  is  in  the  enforcement  of  Federal 
gun  control  laws,  particularly  in  attempting  to  keep  guns  from  crim- 
inals and  w"ould-be  criminals. 

Traditionally,  the  liureau's  primary  goal  was  to  eliminate  the  man- 
ufacture and  sale  of  illicit  liquor,  which  defrauds  the  Federal  revenue 
of  potential  taxes. 

During  the  1980's,  as  a  result  of  the  misuse  of  certain  types  of  fire- 
arms by  the  criminal  element.  Congress  passed  the  National  Firearms 
Act  and  designated  enforcement  responsibility  to  the  Internal  Revenue 
Service,  Alcohol  Tax  Unit,  the  forerunner  of  the  Bureau.  Thus,  when 
the  Federal  Firearms  Act,  which  regulated  the  interstate  commerce 
in  firearms,  was  passed  in  1942,  enforcement  responsibility  was  given 
ATF. 

In  the  1960's,  the  assassination  of  a  President,  a  Senator,  and  a  prom- 
inent civdl  rights  leader  prompted  Congress  to  pass  the  Gun  Control 
Act  of  1968,  which  encompassed  the  National  Firearms  Act  and  the 
Federal  Firearms  Act  and  added  many  controls  not  contained  in  the 
previous  statutes.  Since  then,  the  primary  efforts  of  ATF  have  been 
directed  at  controlling  the  flow  of  firearms  to  keep  them  out  of  the 
hands  of  criminals. 

A  more  recent  mission  originated  with  the  passage  of  title  XI  of  the 
Organized  Crime  Control  Act  of  1970,  which  regulates  explosives. 
Regidatory  and  enforcement  jurisdiction  of  explosives  also  were 
awarded  to  ATF. 

During  fiscal  1974,  the  Bureau  collected  $7.5  billion  in  excise  taxes 
on  alcohol  and  tobacco  products.  These  taxes  are  the  second  largest 
source  of  revenue  to  the  United  States,  following  personal  and  corpo- 
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rate  income  taxes.  This  tax  administration  is  the  major  function  of 
the  Office  of  Regulatory  Enforcement. 

Criminal  enforcement 

The  Office  of  Criminal  Enforcement  intensified  its  efforts  to  prevent 
the  flow  of  firearms  and  explosives  into  the  hands  of  criminals  by  im- 
plementing several  new  programs  designed  to  cut  off  their  sources  of 
supply  during  fiscal  1974.  These  included  a  truck  theft  reporting  pro- 
gram and  a  program  of  firearms  tracing  in  selected  cities. 

In  addition,  the  fight  against  the  manufacture  and  distribution  of 
illicit  whiskey  was  continued,  as  was  the  program  of  providing  assist- 
ance to  State  and  local  law  enforcement  agencies  in  their  fight  against 
crime.  ATF  activities  covered  a  broad  spectrum  during  the  fiscal  year. 
ATF  solved  bombing  cases,  broke  up  criminal  gun  rings,  further  de- 
feated illicit  liquor  manufacturers,  bottled  up  sources  of  firearms  des- 
tined for  Northern  Ireland,  and  broke  up  gangs  of  motorcycle-riding 
felons. 

ATF  established  liaison  with  several  foreign  governments  and 
reached  agreement  with  INIexicc  in  firearms  matters. 

Special  agents  completed  5,550  prosecutive  criminal  cases  of  all 
types  ranging  from  bombings  to  felons  in  possession  of  firearms;  ar- 
rested 4,995  persons;  seized  4,414  firearms,  4,415  pounds  of  explosives, 
and  38,756  gallons  of  illicit  whiskey ;  and  assisted  otlier  agencies. 

Explosives  program. — The  Bureau's  efforts  primarily  are  directed 
toward  preventing  the  acquisition  and  misuse  of  explosives  by  the 
criminal  element.  Most  of  the  criminal  investigations  under  this  pro- 
gram have  been  of  actual  or  attempted  bombings,  and  investigations  of 
explosives  thefts. 

In  December  1973,  ATF  and  Virginia  State  Police  investigated  a 
bombing  in  which  the  Commonwealth  Attorney,  Montgomery  County, 
Va.,  was  mutilated.  A  convicted  murderer  released  from  prison  5  days 
before  the  bombing  was  arrested. 

In  October  1973,  special  agents  in  Toledo,  Ohio,  working  with  local 
officers,  arrested  three  persons  for  the  theft  of  966  pounds  of  explosives 
from  a  storage  magazine  and  recovered  almost  all  of  the  explosives. 
The  arrested  thieves  intended  to  trade  the  explosives  for  drugs. 

niicit  freiDorhs  plants. — It  became  apparent  in  1972  that  the  manu- 
facture and  distribution  of  illicit  fireworks  was  becoming  a  serious 
national  problem.  ATF  estimates  that  it  is  a  multimillion-dollar  an- 
nual business  which  places  illegfal  and  unsafe  fireworks  in  the  hands 
of  the  public  and  defrauds  the  U.S.  Government  of  taxes  through  un- 
reported income. 

In  December  of  1973,  a  nationwide  program  was  begun  to  coordinate 
information  in  headquarters  concerning  trafficking  in  and  the  manu- 
facture of  illicit  fireworks  in  the  United  States.  Through  the  explosives 
laws,  ATF  exercises  control  over  most  fireworks  industry  activities. 

Agents  have  found  that  the  methods  of  operation  of  fireworks  viola- 
tors are  much  like  those  of  illicit  whiskey  manufacturers  and  distribu- 
tors. The  investigations  of  these  violations  have  much  similarity  to  the 
investigation  of  bootleggers.  Information  obtained  from  informers  and 
from  special  agents  who  have  worked  on  this  type  of  violation  indicates 
that  most  of  the  plants  are  established  through  a  conspiracy  of  persons 
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wlio  bankroll  the  operations  as  well  as  assist  in  establishing  factories 
and  suppl^'ing  raw  materials  and  the  required  expertise. 

While  the  illicit  fireworks  business  is  spread  throujs^hout  the  Nation, 
most  of  it  is  centered  in  the  Midwest.  One  of  ATF's  more  notable 
cases  occurred  in  Huntley,  111.,  wlien  the  owner  of  a  fireworks  com- 
pany was  charged  with  unlicensed  manufacturing  of  explosives  and 
with  storage  violations.  In  a  second  case,  an  illicit  plant  was  stMzed  in 
an  abandoned  farmhouse  near  Richland,  Mo.  More  than  400,000  M-80 
casings  Avere  seized. 

Firearms  program. — Criminal  enforcement  of  the  Gun  Control  Act 
of  1908  is  directed  at  keeping  firearms  out  of  the  hands  of  criminals, 
and  providing  assistance  to  Fodej-al.  State,  and  local  governments  in 
their  fight  against  crime  and  violence,  two  of  the  stated  purposes  of 
the  act. 

During  fiscal  1074,  special  agents  continued  to  make  application  and 
compliance  investigations  of  licensees  to  assure  that  business  was  being 
conducted  in  accordance  with  law  and  regulations,  and  that  record- 
keeping by  licensees  was  meaningful  and  useful.  More  than  30,000  of 
these  inspections  were  made.  These  activities  are  necessary  to  prevent 
criminals  from  obtaining  firearms  fiom  licensees,  and  to  permit  the 
successful  tracing  of  fireamis. 

Project  I  was  launched  July  1, 1973.  to  determine  crime  gim  sources, 
flow  patterns  of  crime  guns  nationwide,  tvpes  of  handgmis  involved 
in  crime,  and  to  provide  investigative  leads  to  tliose  firearms  dealers 
and  criminals  unlawfidly  obtaining",  selling,  and  using  fireanns.  The 
project  was  initiated  in  New  York,  Detroit,  Atlanta,  and  New  Orleans. 
For  a  f)-month  period,  all  handguns  found  at  crimes  by  the  police  de- 
partments in  the.se  cities  were  traced  by  ATP\  resulting  in  more  than 
60  Federal  cases  being  recommended  for  prosecution. 

The  tracing  of  4,537  guns  in  the  initial  phase  of  this  project  revealed 
that  70  percent  of  the  handguns  used  in  crimes  in  tliese  four  major  east- 
ern cities  were  low  caliber,  inexpensive,  small  iiandguns,  the  so-called 
"Saturday  Night  Specials." 

In  February  1974,  the  project  was  extended  to  Oakland,  Kansas 
City,  Denver,  and  Dallas.  In  fiscal  1975,  the  project  will  encompass 
Philadelphia,  Minneapolis-St.  Paul.  Seattle,  and  Dade  County.  Fla. 

Under  the  interstate  firearms  theft  reporting  program,  common 
carriers  are  requested  to  repoii  all  thefts  and  losses  of  firearms  ship- 
ments to  ATF.  The  program  began  on  a  nationwide  basis  Septem- 
ber 1, 1973,  and  is  intended  to  eliminate  fireainis  shipments  as  another 
source  of  firearms  for  criminals.  During  fiscal  1974,  820  theft  or  loss 
reports  involving  approximately  7,600  firearms  were  made  to  the 
Bureau.  ATF,  working  alone  or  in  conjunction  with  other  agencies, 
recovered  900  of  these.  More  than  500  firearms  were  found  to  have 
been  lost  and  subsequently  were  located  by  the  carrier.  ATF  prepared 
15  criminal  cases  involving  26  defendants.  Seventeen  defendants  were 
employed  by  the  carrier. 

In  addition  to  the  concerted  effort  to  trace  firearms  under  Project 
I,  the  Bureau  continued  its  task  of  tracing  firearms  used  in  crimes 
through  the  ATF  National  Firearms  Tracing  Center.  The  traces  are 
performed  by  personnel  in  the  Technical  Services  Division  and  by 
field  special  agents  generally  at  the  request  of  local  police.  More 
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than  17,000  traces  were  completed  successfully  during  the  fiscal  year, 
with  requests  for  traces  up  160  percent  from  the  previous  fiscal  year. 
Many  traces  are  instrumental  in  the  solution  of  serious  crimes,  such 
as  murder,  robbery,  and  burglaiy. 

The  recurring  illegal  exportation  of  firearms,  ammunition,  and 
explosives  from  the  TTnited  States  to  Mexico  has  created  serious  prob- 
lems for  both  Governments.  ATF  has  attempted  to  cut  off  this  flow 
since  1970.  The  approach  has  been  to  identify,  prosecute,  and  revoke 
licenses  of  those  firearms  dealers  involved  in  gunrunning  on  the  Mex- 
ican border. 

At  an  international  traffic-in-arms  conference  held  in  Mexico  City 
in  March  1974,  Customs  and  ATF  personnel  and  the  Attorney  Gen- 
eral of  Mexico  reached  an  agreement  to  share  intelligence  to  curtail 
this  illegal  exportation.  Intelligence  sources  have  indicated  that  many 
of  the  exported  weapons  are  exchanged  for  narcotics,  which  then  are 
smuggled  into  the  United  States.  ATF  is  closely  associated  with  the 
Cust-oms  Service  in  these  investigations.  A  3-month  investigation  late 
in  1973  resulted  in  the  arrest  of  a  Nicaraguan  national  and  seizure  of 
66  M-1  carbines  at  the  international  border  near  San  Ysidro,  Calif., 
and  Tijuana,  Mexico.  The  subject  and  five  other  Nicaraguans  were  at- 
tempting to  move  the  firearms  to  Nicaragua. 

The  disorder  in  Northern  Ireland  has  caused  British  authorities  to 
recjuest  ATF  assistance  in  attempting  to  stop  the  shipment  of  firearms 
from  the  TTnited  States  to  Northern  Ireland.  Besides  tracing  many 
firearms  seized  by  British  authorities,  ATF  agents  have  successfully 
completed  several  criminal  investigations  resulting  in  prosecution  of 
Irish  Republican  Army  sympathizers.  In  one  case,  six  IRA  suppliers 
were  arrested  by  ATF  special  agents  for  illegallv  transporting  70  Colt 
AR-15  semiautomatic  rifles  from  Maryland  to  NeAv  York.  These  per- 
sons were  indicted  on  April  2,  1974,  on  23  counts  charging  various 
violations  of  the  Gun  Control  Act.  In  May  1974,  the  defendants  were 
convicted  for  conspiring  to  illegally  purchase  and  ship  158  AR-15 
rifles  to  the  IRA. 

ATF  is  involved  in  similar  projects  in  Jamaica  and  Haiti,  having 
been  requested  to  furnish  assistance  in  stopping  the  export  of  firearms 
to  those  countries.  ATF  representatives  attended  a  conference  in 
Jamaica  in  April  1974  with  the  U.S.  Customs  Sennce  and  the  Drug 
Enforcement  Administration.  Plans  were  made  to  include  Jamaica 
in  Project  I.  Between  April  and  June  1974,  the  first  trace  requests 
were  received  from  the  Jamaican  jiolice. 

Illicit  liquor  program. — During  fiscal  1974,  a  total  of  95.401  man- 
days  were  devoted  to  illicit  liquor  enforcement,  resulting  in  the  seizure 
of  ■l,254  illicit  distilleries,  673.756  gallons  of  mash,  and  38,756  gallons 
of  illicit  liquor.  These  investigations  resulted  in  1,599  arrests.  These 
enforcement  actions  averted  a  tax  fraud  against  the  Federal  Gov- 
ernment of  $7.5  million. 

Despite  a  gradual  decline  in  illicit  liquor  traffic,  ATF  agents  have 
found  the  modem  bootlegger  to  be  sophisticated  and  engaged  in 
interstate  conspiracies  involving  long-distance  distribution. 

Legal  liquor  enforcement  program. — ISIost  investigations  and  in- 
spections of  the  legal  liquor  industry  are  conducted  by  Regulatory 
Enforcement.  However,  when  criminal  violations  are  involved,  the 
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Office  of  Criminal  Enforcement  joins  Regulatory  Enforcement  in  a 
joint  investigation.  Such  an  investigation  of  liquor  wholesalei-s  in 
Maryland,  completed  in  late  1973,  revealed  that  during  a  2-year  pe- 
riod, 13  major  wholesalers  in  Maryland  disposed  of  approximately 
51,500  gallons  of  liquor  without  records  of  disposition. 

State  assista'nce. — ATF  agents  have  close  relationships  with  State 
and  local  law  enforcement  officers.  ATF  traced  guns  for  2,000  State 
and  local  law  enforcement  agencies  in  fiscal  1974.  There  are  more 
requests  for  assistance  in  explosives  investigations  as  they  become 
more  aware  of  ATF  expertise  and  availability.  Many  cases  are  worked 
by  ATF  alone  or  side-by-side  with  local  officers. 

ATF  provides  training  to  local  police  departments  in  various  phases 
of  law  enforcement  and  in  ATF  functions  and  availability.  Financial 
assistance  is  provided  by  the  Law  Enforcement  Assistance  Adminis- 
tration. 

When  information  is  revealed  during  an  investigation  concerning 
another  crime  under  the  jurisdiction  of  another  agency,  special  agents 
make  referrals  to  that  agency.  During  fiscal  1974,  ATF  made  9,669 
such  referrals. 

Typical  of  ATF  assistance  to  other  law  enforcement  agencies  is  a 
case  in  Tennessee.  ATF.  which  was  involved  in  an  undercover  investi- 
gation, learned  that  a  large  number  of  stolen  gambling  machines  were 
available  for  sale.  Working  with  two  city  police  departments  and  the 
FBI,  ATF  arranged  the  purchase  of  50  of  the  stolen  machines  and 
used  an  ATF  aircraft  to  locate  the  storage  place  of  100  more  stolen 
gambling  macliines  and  otho!-  stolen  i)iopei-ty,  wliich  was  seized  by 
the  FBI,  accompanied  by  ATF  special  agents. 

In  Dallas,  Tex.,  ATF  undercover  agents  purchased  a  quantity  of 
firearms  from  a  convicted  felon  and  were  asked  by  him  to  join  in  an 
armed  robbery  of  the  residence  of  a  Dallas  auto  dealer,  who  kept  a 
$100,000  coin  collection  at  his  residence.  On  the  day  of  the  attempt, 
four  persons  were  arrested  by  ATF  agents  and  Dallas  police  officers 
waiting  at  the  auto  dealer's  home. 

In  a  referral,  special  agents  discovered  during  a  firearms  investiga- 
tion that  the  subject  of  the  investigation  was  wanted  for  the  attempted 
murder  of  a  police  officer.  His  current  address  was  furnished  to  the 
local  police,  and  he  was  apprehended  and  charged. 

Other  enforcement  activities. — Several  major  objectives  were 
reached  in  fiscal  1974  in  the  Bureau's  anti-organized-crimo  efforts. 
Representatives  continued  to  be  assigned  to  strike  forces  in  17  metro- 
politan areas  although  superAnsion  Avas  decentralized.  Strike  force 
representatives  were  assigned  to  the  Southeast  and  Southwest  Regions 
to  insure  coordination  of  organized  criminal  activities  in  those  regions. 
Field  personnel  have  accelerated  referrals  of  intelligence  relating  to 
significant  organized  criminals  to  the  Department  of  Justice  cen- 
tralized intelligence  network. 

ATF  published  its  definition  of  organized  crime  as:  "Any  large  con- 
tinuous criminal  activity  which  has  significant  impact  upon  a  com- 
munity, region  or  an  area  of  our  country.''  This  definition  has  enabled 
the  Bureau  to  target  significant  groups  of  violators  of  laws  enforced 
by  ATF . 

The  Bureau's  enforcement  efforts  directed  at  the  possession  and  mis- 
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use  of  firearms  and  explosives  by  outlaw  motorcycle  gangs  are  centered 
in  Operation  OMEGA.  This  program  began  in  February  1973,  with 
the  intent  that  ATF  field  offices  would  apprehend  and  prosecute  indi- 
vidual members  of  outlaw  motorcycle  gangs  violating  ATF-enforced 
laws.  In  fiscal  1974,  all  available  criminal  intelligence  on  outlaw  gangs 
was  collected  and  transmitted  to  headquarters  for  evaluation  and 
appropriate  dissemination  to  field  offices  and  other  concerned  agencies. 

During  fiscal  1974,  more  than  400  outlaw  motorcycle  gangs  with  a 
total  membership  of  approximately  4,500  persons  were  identified. 
Numerous  arrests  of  officers  and  gang  members  were  made,  including 
identifiable  organized  crime  subjects  having  illicit  business  affiliations 
with  gang  members.  Extensive  intelligence  collected  on  the  high 
incidence  of  narcotic  trafficking  by  OMEGA  targets  was  referred  to 
the  Drug  Enforcement  Administration. 

In  May  1974,  ATF  seized  64  firearms  in  Dayton,  Ohio,  from  the 
owner  of  a  motorcycle  parts  business  who  deals  with  outlaw  motor- 
cycle gangs.  This  person  previously  was  convicted  of  firearms  viola- 
tions that  involved  the  seizure  of  more  than  300  firearms  by  ATF. 

In  a  Massachusetts  case,  a  member  of  an  outlaw  motorcycle  gang 
purchased  12  shotgims  and  rifles  with  ammunition,  making  false  state- 
ments to  a  licensed  dealer  when  he  did  so.  In  May  1974,  ATF  agents 
arrested  this  person  and  seized  the  12  firearms  and  the  ammunition  at 
his  residence. 

Treasury  enforcement  communications  system  {TECS). — In 
December  1972,  the  Bureau  joined  other  Treasury  enforcement 
agencies  to  form  TECS,  a  nationwide  communications  network  linking 
all  Treasury  enforcement  tenninals.  The  system  contains  a  data  base 
ATF  utilizes  as  a  central  summary  index,  referring  queries  to  all 
available  intelligence  files  related  to  any  subject. 

By  October  1973,  ATF  established  a  data  base  of  sufficient  size  to 
support  its  field  offices.  ATF  entered  28318  records  into  TECS  during 
the  fiscal  year  which  included :  All  persons  and  corporations  granted 
or  denied  relief  from  Federal  disabilities  regarding  firearms  and 
explosives,  major  traveling  criminals,  gun-tracing  information,  sig- 
nificant and  sensitive  investigations,  an  authentication-locator  file  for 
all  ATF  employees,  and  location  data  on  all  explosives  incidents  in  the 
United  States. 

ATF  had  made  117,153  queries  of  the  TECS  data  base  by  the  end  of 
the  fiscal  year.  In  fiscal  1975,  all  Federal  Alcohol  Administration  Act 
permittees,  National  Firearms  Act  special  occupational  tax  stamp 
holders  and  firearms  registrants,  and  Mutual  Security  Act  registrants 
will  be  entered.  The  TECS  system  contains  appropriate  access  controls 
to  prevent  any  unauthorized  disclosure. 

Programs  planned  for  fiscal  1975. — A  new  Bureau  program,  the 
significant  criminal  program,  will  be  implemented  in  fiscal  1975.  This 
comprehensive  and  selective  enforcement  program  will  establish  cri- 
teria for  identification  of  firearm  and  explosives  violators  who  present 
the  greatest  immediate  threat  to  society  on  a  local  and  district  basis. 
Once  these  major  criminals  are  directly  identified,  ATF  will  concen- 
trate its  efforts  toward  their  apprehension  and  will  assist  State  and 
local  agencies  toward  the  same  goal. 

The  changing  priorities  of  ATF  law  enforcement,  due  to  the  re- 
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sponsibilities  desif^nated  in  the  Gun  Control  Act  of  1968,  the  Omnibus 
Crime  Control  and  Safe  Streets  Act  of  1968,  and  the  ()r<janized  Crime 
Control  Act  of  1970,  have  dictated  a  change  in  investigative  techniques. 
In  the  past,  undercover  activity,  an  inteo;ral  part  of  the  majority 
of  ATF  investigations,  has  been  handled  locally.  A  new  tactical  support 
program  will  be  instituted  to  identify,  select,  and  train  special  agents 
who  have  a  capability  and  desire  for  undercover  work.  These  men  will 
then  be  assigned  to  assist  other  field  agents  when  a  highly  trained 
undercover  agent  is  needed. 

Regulatory  enforcement 

Through  the  Office  of  Regulatory  Enforcement,  the  Bureau  collected 
more  than  $7.5  billion  in  taxes  on  distilled  spirits,  beer,  wine,  and 
tobacco  products  during  fiscal  1974.  Regulatory  Enforcement  took 
the  lead  in  major  Bureau  projects  dealing  with  metrication  of  wine 
and  distilled  spirits  containers,  changes  in  supervision  of  distilled 
spirits  plants,  and  ingredient  labeling  for  alcoholic  beverages.  These 
projects,  together  with  the  assumption  of  firearms  and  explosives  in- 
spections formerly  conducted  by  Criminal  Enforcement,  and  changes 
in  regulatory  requirements  for  distilled  spirits  plants  records  and 
reports,  have  added  new  dimensions  in  public  accountability  and 
efficiency. 

Revenue  protection. — In  fiscal  1974  the  Bureau  undertook  a  study 
of  the  laws  and  regulations  governing  the  legal  liquor  industrv\  The 
purpose  was  to  find  a  way  of  eliminating  requirements  for  the  Federal 
Government  to  maintain  joint  custody  with  the  distilled  spirits  i)lant 
proprietor  of  untaxpaid  spirits  stored  in  bonded  premises.  Complete 
elimination  of  the  joint  custody  concept  will  require  changes  in  the 
law,  and  the  Bureau  has  developed  proposals  for  Government  super- 
vision by  regulation,  leaving  such  regulation  to  the  discretion  of  the 
Bureau.  However,  the  Bureau  can,  under  the  present  law,  make  certain 
changes  that  would  soften  the  joint  custody  concept  and  allow  savings 
to  the  Bureau  of  27  man-years  in  supervision  duties  at  plants. 

During  fiscal  1974,  the'  Bureau  fully  implemented  a  records  and 
reports  simplification  program  dealing  with  production  and  ware- 
housing of  distilled  spirits.  The  Bureau  plans  to  implement  a  similar 
simplification  program  for  distilled  spirits  plants  records  and  reports 
dealing  with  taxpaid  bottling  and  statistics  in  fiscal  1975. 

The  Bureau  approved  alternate  denaturants  because  of  energy  crisis- 
related  shortages  of  petrochemicals  needed  for  industrial  alcohol 
production  and  denaturation.  In  addition,  the  Bureau  approved  the 
recovery  of  denatured  alcohol  by  other  than  original  users.  As  a  result 
of  these  measures  and  numerous  spot  approvals  of  other  methods  of 
operations,  the  projected  negative  effects  of  the  energj^  crisis  were 
softened,  and  many  domestic  industries  dependent  on  industrial  alcohol 
have  continued  to  operate. 

Trade  practice  enforcement. — The  Bureau  made  a  concentrated  effort 
in  training  inspectors  in  detection  of  unfair  trade  practice  violations 
and  development  of  cases.  ATF  accepted  a  total  of  $477,500  in  offers 
in  compromise  for  trade  practice  violations  of  the  Federal  Alcohol 
Administration  Act  in  lieu  of  taking  criminal  or  civil  actions.  In  some 
instances,  operating  permits  were  suspended. 
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Consumer  fvotecMov. — Because  of  consumer  interest  and  with  the 
cooperation  of  the  Food  and  Drug  Administration,  the  Bureau  plans  to 
issue  in  fiscal  1975  regulations  to  require  that  ingredients  used  in  the 
production  of  alcoholic  beverages  appear  on  the  labels. 

Although  the  alcoholic  beverage  industry  generally  seeks  to  keep 
its  advertising  profile  low  key  and  reserved,  some  industry  members 
believe  they  should  be  allowed  to  advertise  in  the  same  manner  as  soaps, 
soft  drinks,  automobiles,  and  other  consumer  products.  In  the  active 
and  often  controversial  area  of  advertising,  the  Bureau  has  noted 
during  fiscal  1974  more  money  that  is  being  spent  on  advertising  cam- 
paigns directed  at  young  adults  and  college  students,  particularly  in 
the  advertising  of  wines,  pop  wines,  and  malt  beverages.  The  Bureau 
stops  or  tones  down  campaigns  which  use  themes  relating  to  sex, 
sensualism,  drugs,  and  themes  subject  to  ribald  humor.  In  fiscal  1974, 
the  Bureau  accepted  a  total  of  $14,500  in  offere  in  compromise  for 
unfair  advertising  violations  of  the  Federal  Alcohol  Administration 
Act,  in  lieu  of  taking  criminal  or  civil  actions. 

ATF  specialists  processed  approximately  900  formula  applications 
for  rectified  beverage  products  and  300  formula  applications  for  wine 
products.  The  formulas  are  reviewed  for  completeness  and  compliance 
with  regulations  promulgated  under  the  Internal  Revenue  Code  (26 
CFR),  the  Federal  Alcohol  Administration  Act  (27  CFR),  and  the 
Federal  Food,  Drug  and  Cosmetic  Act  (21  CFR).  The  Bureau  was 
particularly  interested  in  formula  submissions  for  the  production  at 
distilled  spirits  plants  of  wine-based  alcoholic  beverages  containing 
less  than  7  percent  alcohol  by  volume  with  added  water  and  flavorings, 
which  may  generate  a  new  product  classification. 

More  than  65,000  alcoholic  beverage  labels  for  distilled  spirits,  recti- 
fied distilled  spirits,  wines,  wine  products,  beer,  and  other  malt  bever- 
ages were  received  and  processed  in  fiscal  1974.  The  Bureau  formu- 
lated a  written  record  of  administrative  policies  and  definitions  for 
appellations  of  origin,  varietal  designations,  estate  and  chateau  bot- 
tling, and  in  viticultural  areas  for  wines. 

In  April  1973,  representatives  of  the  alcohol  beverage  industries 
conferred  with  ATF  about  the  possibility  of  adopting  metric  sizes  for 
containers.  The  consensus  was  that  U.S.  industry  should  adopt  inter- 
national sizes  rather  than  metrication  of  our  present  sizes,  and  that 
such  conversion  would  benefit  international  trade. 

A  public  hearing  on  proposed  regulations  to  require  metric  sizes  for 
wine  and  to  establish  standard  case  sizes  was  held  on  June  11,  1974. 
The  Bureau  plans  to  publish  final  regulations  and  implement  the  wine 
metrication  proposals  during  fiscal  1975.  It  also  plans  to  conduct  a 
public  hearing  on  distilled  spirits  metrication  proposals,  and  to  imple- 
ment the  proposals  in  the  latter  part  of  fiscal  1975. 

Environmental  protection. — Because  the  Bureau  is  responsible  for 
participation  in  enforcement  of  environmental  legislation  with  the 
Environmental  Protection  Agency  and  the  Council  on  Environmental 
Quality,  it  developed  a  handbook  for  Bureau  personnel  to  be  followed 
in  carrying  out  ATF's  responsibilities  under  the  National  Environ- 
mental Policy  Act  of  1969  and  the  Federal  Water  Pollution  Control 
Act,  as  amended. 

Firearms  and  explosives. — Prior  to  fiscal  1974,  the  firearms  and  ex- 
plosives inspection  programs  were  principally  the  responsibility  of 
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Criminal  Enforcement.  When  this  program  is  fully  implemented  in 
fiscal  1976,  Re<2:ulatory  P^nforcement  will  be  required  to  complete  ap- 
proximately 31,000  application  inspections  and  an  estimated  51,000 
inspections  yearly  to  verify  compliance  with  the  law  and  reticulations 
dealing  with  firearms  and  explosives. 

Data  processing. — There  are  approximately  169,000  firearms  licens- 
ees and  5,000  explosives  licensees  and  permittees.  During  fiscal  1975, 
the  Bureau  plans  to  develop  ADP  programs  to  be  used  in  conjunction 
with  firearms  licensee  and  explosives  permittee  registei-s.  A  significant 
benefit  of  such  programs  would  be  the  production  of  licensee  and 
permittee  mailing  tapes  from  the  data  bank  of  the  ATF  computer. 

Tobacco  products. — The  little  cigar-cigarette  situation  was  resolved 
by  ATF  which  issued  a  ruling  to  update  criteria  for  determining 
whether  a  tobacco  product  is  a  cigar  or  cigarette  for  tax  purposes.  This 
ruling  also  clarified  marking  requirements  for  packaging  material  for 
small  cigars,  and  provided  for  examination  of  marketing  material  and 
advertising  to  assure  the  product  is  clearly  presented  to  the  consumer 
as  a  cigar  and  not  as  a  cigarette. 

Technical  and  scientific  services 

ADP  services. — The  IRS  Data  Center  in  Detroit  continued  to  sup- 
port ATF  in  preparing  ATF  paychecks  and  maintaining  a  property 
inventory  control  through  the  property  accountability  and  recording 
system.  The  Data  Center  brought  to  operational  capability  the  manage- 
ment infonnation  system  for  criminal  enforcement  cases. 

The  IRS  service  centei-s  continued  to  provide  address  tapes  for  all 
firearms  dealers  licensed  by  ATF.  Elinor  support  in  other  areas  is 
provided  by  GSA. 

With  the  acquisition  of  the  remote  job  entry  (a  terminal  to  connect 
to  the  computer  center  in  the  Office  of  the  Secretaiy ) ,  ATF  will  begin 
in  fiscal  1975  some  of  its  ADP  functions.  Planning  and  systems  devel- 
opment are  designed  to  provide  ATF  an  operational  ADP  system  by 
fiscal  1979. 

Technical  services. — The  Bureau  is  responsible  for  registering  im- 
porters and  controlling  the  importation  of  all  implements  of  war  under 
the  purview  of  the  Mutual  Security  Act  of  1954.  ATF  is  also  responsi- 
ble for  acting  on  applications  to  import  firearms  and  ammunition 
under  the  Gun  Control  Act  of  1968.  During  fiscal  1974,  19,383  appli- 
cations were  approved  and  534  were  disapproved.  The  disapproved 
applications  included  36,705  firearms  valued  at  more  than  $1.5  million. 

ATF  maintains  a  firearms  reference  collection  of  more  than  3,000 
different  models  of  firearms,  which  serves  as  a  research  and  reference 
library  for  the  Bureau  and  other  Federal  agencies.  The  collection  is 
used  to  make  comparison  studies  in  preparing  for  court  testimony; 
make  import  determination,  e.g.,  whether  or  not  a  firearm  is  designed 
chiefly  for  sporting  purposes;  assist  in  the  search  for  serial  numbers 
of  firearms  and  to  identify  brands  for  traces;  provide  instruction  in 
firearms  identification ;  and  to  make  curio  and  relic  determinations. 

ATF  exercises  control  over  the  importation,  exportation,  registra- 
tion by  State  and  local  government  entities,  manufacture  and  transfer 
between  owners  of  all  devices  described  as  nonsporting  weapons  such 
as  short-barreled  shotguns  and  rifles,  machinegims,  bombs,  and  gre- 
nades. ATF  also  maintains  the  National  Firearms  Registration  and 
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Transfer  Record,  which  is  the  control  file  for  these  weapons.  This 
registry  provides  the  information  needed  to  support  Criminal  Enforce- 
ment activities  and  provide  expert  court  testimony.  A  total  of  2,920 
certifications  were  prepared  during  the  last  year  to  be  used  as  docu- 
mentary evidence  in  investigations  of  possible  criminal  violations 
involving  NFA  weapons. 

The  ATF  National  Firearms  Tracing  Center  traces  firearms  from 
the  manufacturer  or  the  importer  to  the  wholesaler  to  the  retailer  to 
the  first  retail  sale.  In  fiscal  1973,  12,709  trace  requests  were  received 
from  ATF  agents.  State  and  local  law  enforcement  agencies,  and  other 
Federal  agencies.  During  fiscal  1974,  30,995  traces  were  requested  of 
which  18,005  (58  percent)  were  from  State  or  local  agencies. 

Support  of  investigations  by  State,  local  ATF  and  other  Federal 
agencies  is  provided  by  the  explosives  tracing  program.  During  fiscal 
1974,  48  investigations  for  State  and  local  agencies  and  301  ATF 
Federal  investigations  were  supported  by  explosives  traces. 

Criminal  bombings  in  recent  years  have  made  the  misuse  of  explo- 
sives a  major  national  problem.  Within  the  last  2  fiscal  years,  ATF 
agents  participated  in  more  than  1,200  explosives  investigations,  and 
the  ATF  laboratory  analyzed  evidence  from  more  than  2,000  explo- 
sives cases. 

At  present,  there  is  no  means  to  trace  explosives  once  they  are 
removed  from  their  original  containers  or  from  their  residue  after 
detonation.  As  a  result,  ATF  initiated  an  explosives  tagging  program. 
This  is  an  18-month  development  program  which  will  be  fully  im- 
plemented as  funds  become  available.  ATF  is  coordinator  of  all  U.S. 
efforts  in  this  program  and  is  providing  administrative  support.  Eight 
foreign  countries  have  expressed  interest  in  participating  in  the  pro- 
gram once  the  technique  has  been  developed. 

ATF  provides  the  public  with  a  variety  of  technical  pamphlets  and 
publications  relating  to  alcohol,  tobacco,  firearms,  and  explosives.  In- 
formation contained  in  these  publications  involves  the  public's  rights 
or  duties,  industry  regulations,  and  new  interpretations  and  positions 
taken  by  ATF.  These  publications  include  The  Explosives  List,  the 
Monthly  and  Cumulative  ATF  Bulletin,  Published  Ordinances  Fire- 
arms, and  Questions  and  Answers  concerning  the  Gun  Control  Act. 

ScientifiG  services. — ATF  laboratories  provide  technical  and  scien- 
tific support  to  the  Bureau  with  the  laws  and  regulations  administered 
by  ATF.  In  addition,  the  laboratories  assist  without  charge  any  re- 
questing State  and  local  law  enforcement  agency. 

ATF  Scientific  Services  has  the  Nation's  most  complete  ink  library 
which  includes  more  than  3,000  domestic  and  European  ink  standards. 
This  ink  library  is  used  to  identify  and  date  inks  on  questioned 
documents. 

ATF  firearm  and  toolmark  examiners,  involved  actively  in  the  Bu- 
reau's law  enforcement  efforts,  annually  complete  about  200  cases. 

ATF  laboratories  also  offer  a  wide  range  of  document  examination 
services  such  as  handwriting  identification,  typewriting  identification, 
watermark  examinations,  and  deciphering  obliterated  writing.  During 
fiscal  1974,  more  than  1,100  cases,  including  more  than  29,000  docu- 
ments, were  processed. 

ATF  continued  in  the  forefront  in  the  development  of  voiceprint. 
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The  headquarters  laboratory  voice  identification  program  is  presently 
processing  about  70  cases  annually. 

The  photography  laboratory  handles  both  still  photography  and 
sound  motion  picture  photography.  A  sound  motion  picture  of  the 
signing  of  the  U .S.-U.S.S.R.  trade  agreement  was  made  by  ATF  and 
presented  by  the  Secretary  of  the  Treasury  to  a  Russian  diplomat  as 
a  gift. 

ATF  Laboratory  personnel  pioneered  the  use  of  neutron  activation 
analysis  in  forensic  crime  work.  This  system  was  used  to  pi-ocess  1,200 
such  cases  in  fiscal  1974  as  a  service  for  local  law  enforcement  agencies. 
A  new  method,  the  technique  of  flameless  atomic  absorption  analysis 
of  gunshot  residue,  was  initiated  in  fiscal  1074.  Tiiis  method  increased 
the  speed  of  analysis  fourfold  over  neutron  activation. 

In  January  1974,  the  ATF  headquarters  laboratory  began  a  program 
of  serological  testing  to  augment  its  present  trace  evidence  analysis 
capabilities.  From  a  caseload  of  10  cases  per  month,  requests  for  exami- 
nations are  expected  to  reach  several  hundred  per  year  by  fiscal  1976. 

For  fermented  beverages  (wines  and  beers).  ATF  Laboratory  per- 
sonnel check  the  fill  of  containers,  proof,  additives,  and  presence  of 
harmful  ingredients  such  as  lead  in  canned  alcoholic  cocktails.  Im- 
ported wines  are  examined  to  assure  that  overcarbonated  wines  are 
taxed  at  the  champagne  rate.  A  check  is  made  to  determine  that  colors 
used  in  alcoholic  beverages  are  those  authorized  by  the  Food  and 
Drug  Administration,  that  products  containing  artificial  flavors  are 
so  labeled,  and  that  alcoholic  beverages  are  properly  labeled  as  to 
content. 

ATF  is  responsible  for  regulating  denatured  alcohol  articles  (toilet 
preparations  and  industrial  alcoholic  products).  ATF  assures  that 
a  product  is  properly  labeled  to  indicate  its  i)oint  of  origin,  and  that 
articles  containing  alcohol  contain  sufficient  ingredients  to  protect  them 
from  recovery  as  beverage  alcohol. 

Tobacco  is  examined  for  tax  purposes  to  distinguish  between  cigars 
and  cigarettes,  and  to  protect  consumers  by  pro])er  labeling.  Lubri- 
cants, filled  cheeses,  and  other  miscellaneous  articles  are  examined  for 
tax  classification  for  IRS. 

OflSce  of  Inspection 

Once  ATF  became  a  Bureau  in  July  1972,  the  Bureau  established  its 
own  Office  of  Inspection  which  became  fully  operational  during  fiscal 
1974.  The  Office  of  Inspection  is  charged  with  four  significant  areas 
of  responsibility:  Protecting  the  integrity  of  the  Bureau,  reviewing 
all  operational  activities  within  the  Bureau,  auditing  the  Bureau's 
fiscal  posture,  and  implementing  the  Bureau's  security  program. 

Integrity  investigati^hs. — The  image  of  the  I^ui'eau  charged  with 
the  enforcement  of  Federal  alcohol,  tobacco,  and  firearms  laws  must 
be  above  reproach.  Thus  the  Office  of  Inspection  lias  the  responsibility 
to  conduct  investigations  of  all  allegations  or  evidence  of  wrongdoing 
on  the  part  of  Bureau  personnel. 

The  Office  conducted  79  integrity  investigations  during  fiscal  1974. 
Of  that  number,  27  were  cleared  of  any  misconduct,  and  52  investiga- 
tions resulted  in  a  basis  for  criminal  prosecutive  action  or  administra- 
tive disciplinary  action. 

Opef^ations  review. — Inspection  is  responsible  for  monitoring  the 
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operations  of  all  Bureau  programs,  offices,  and  activities.  To  insure 
the  uniform  and  efficient  functioning;  of  these  operations,  emphasis 
is  focused  on  g^eneral  compliance  with  established  policies,  proce- 
dures, and  guidelines,  with  maximum  utilization  of  available  man- 
power, equipment,  and  fiscal  resources;  and  the  impartial  enforc/ement 
and  administration  of  existing  laws  and  regulations.  These  responsi- 
bilities are  discharged  through  the  development  and  implementation 
of  a  continuing  program  of  scheduled  and  unscheduled  evaluations 
of  every  organizational  entity  within  the  Bureau. 

To  accomplish  this.  Inspection  utilizes  standard  audit  and  analysis 
procedures  in  the  review  and  evaluation  of  all  Bureau  programs, 
offices,  and  activities  including  spot  checks,  random  sampling,  inter- 
views, and  verification  through  outside  sources.  The  basic  technique 
is  to  make  a  comprehensive  study  of  all  facts  of  the  operational  area 
being  reviewed,  including  management  controls  over  the  operation. 

Twenty-three  reviews  were  conducted  during  fiscal  1974  in  the 
areas  of  criminal  enforcement,  regulatory  enforcement,  and  admin- 
istration. The  reviews  consisted  of  onsite  visits  and  inter \news  through- 
out the  Nation,  The  findings  of  these  reviews  were  used  by  manage- 
ment to  assess  activities  and  initiate  corrective  action  wherever 
necessary. 

Internal  auditing. — Internal  Audit  of  the  Office  of  Inspection,  a,s 
an  integral  part  of  the  management  control  system  of  the  Bureau, 
has  the  responsibility  for  determining  that  controls  established  over 
the  operations  are  efficient  and  effective,  that  policies  and  procedures 
are  being  carried  out  as  laid  down  and  serve  their  intended  pur- 
pose. Particular  emphasis  is  placed  on  determining  if  expenditures  are 
made  only  to  further  authorized  activities  and  in  accordance  with 
applicable  laws  and  regulations,  and  whether  revenue  and  receipts 
arising  from  Bureau  activities  are  collected  in  full  and  properly  ac- 
counted for. 

Security. — The  Bureau  employs  1,600  employees  in  the  GS-1811 
criminal  investigator  series  and  a  lesser  number  of  support  personnel 
(technical  «and  clerical)  in  the  critical-sensitive  category  as  defined 
in  Executive  Order  10450.  This  contains  specific  instructions  regard- 
ing preemployment  background  investigations  and  the  implementation 
of  a  security  update  program  for  onboard  employees  to  insure  that 
employment  of  any  person  in  these  categories  is  clearly  consistent 
with  the  national  security.  During  fiscal  1974,  326  security  and  secu- 
rity update  investigations  were  completed. 


OFFICE  OF  THE  COMPTROLLER  OF  THE 
CURRENCY  ^ 

The  National  Banking  Act  of  1863  established  the  Office  of  the 
Comptroller  of  the  Currencv  as  the  Administrator  of  National 
Banks.  The  Comptroller,  in  assuring  the  solvency  and  liquidity  of 


1  Additional  information  is  contained  In  the  separate  Annual  Report  of  the  Comptroller 
of  the  Currency. 
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some  4,600  national  banks,  is  responsible  for  the  execntion  of  laws 
concernin«:  them,  and  to  this  end  he  pronnilgates  rules  and  rej^ula- 
tions  governintj  their  operations.  Althouofh  he  fashions  controls  to 
permit  bankers  to  respond  flexibly  to  a  chan<;intr  economy,  the  banks 
must  submit  to  periodic  examinations,  carried  out  nationwide  by  a 
staff  of  approximately  1,850  bank  examiners.  These  examinations 
serve  to  assist  the  Comptroller  in  appraisin*;  the  financial  condition 
of  the  banks,  the  soundness  of  their  operations,  the  quality  of  their 
management,  and  tlieir  compliance  with  laws,  rules,  and  retrulations. 

The  bankino;  industry  has  experienced  rapid  and  profound  changes 
in  recent  years.  The  barriers  to  statewide  and  even  nationwide  bank- 
ing are  falling.  Commercial  banks  are  becoming  financial  conglom- 
erates, and  are  spreading  out  both  geographically  and  in  terms  of 
services  provided  to  their  customers.  Tremendous  asset  growth, 
widespread  structural  changes,  new  banking  legislation,  and  greater 
sophistication  in  asset  and  liability  management  have  all  resulted 
in  a  new  and  complex  challenge  both  for  the  Office  of  the  Comptroller 
of  the  Currency  and  for  the  individual  bank  examiner. 

In  light  of  the  fact  that  neither  the  examination  process  nor  the 
international  operations  of  the  Compti-oller  of  the  Currency  have 
been  comprehensively  reviewed  throughout  the  110-year  histor\"  of 
the  Office,  and  that  past  procedures  may  not  be  applicable  to  present 
needs,  the  Comptroller  has  selected,  from  proposals  submitted  at 
his  request,  the  accounting  firm  of  Haskins  and  Sells  to  initiate  a 
complete  examination  of  all  bureau  practices  and  procedures.  The 
study  is  expected  to  be  completed  by  June  1075.  and  its  results  will 
enable  the  Comptroller  to  improve  the  quantity  and  quality  of  serv- 
ices provided  to  the  public  and  to  the  national  banks  and  ensure  that 
these  services  are  relevant  to  today's  needs. 

A  second  result  of  the  banking  changes  taking  place  today  has  been 
the  bureau's  increased  demand  for  commercial  and  trust  examiners, 
economists,  international  banking  spec'ialists,  and  attorneys.  This 
growth  in  employment  has  emphasized  the  bureau's  need  for  more 
suitable  space.  Administrators  have  long  recognized  the  need  to  con- 
solidate the  offices,  presently  scattered  throughout  three  separate  build- 
ings, into  more  adequate  facilities.  Space  was  secured  in  the  newly 
completed  east  building  at  L'Enfant  Plaza,  in  the  District  of  Colum- 
bia, and  administrative  officials  dedicated  much  of  their  efforts  during 
the  year  to  supervising  space  improvements  there.  One  group,  the  Sup- 
ply, Printing  and  Services  Branch,  relocated  to  the  new  building  in 
April  1974.  ajid  the  remaining  staff  was  scheduled  to  move  in  mid- 
August  1974. 

Planning  toward  increasing  automation  of  bureau  operations  was 
advanced  by  an  agreement  for  use  of  the  Univac  1108  computer  of  the 
Office  of  Computer  Science.  The  computer  Avill  provide  highly  in- 
creased capability  to  use  the  mass  of  banking  data  available  and  give 
timely  information  to  the  Comptroller  for  use  in  the  regulatory 
function. 

In  a  move  aimed  at  uncovering  incidences  of  discrimination  in  resi- 
dential mortgage  lending,  the  bureau,  in  conjunction  with  the  Federal 
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Deposit  Insurance  Corporation,  the  Board  of  Governors  of  the  Federal 
Keserve  System,  and  the  Federal  Home  Loan  Bank  Board,  instituted 
the  fair  housing  lending  practices  pilot  project.  The  project,  running 
from  June  1974  through  November  1974,  will  explore  the  feasibility 
of  using  different  recordkeeping  and  reporting  methods  to  uncover 
discriminatory  practices.  The  project  covers  18  standard  metropolitan 
statistical  areas  (SMSA's)  across  the  country,  divided  into  three 
groups,  each  using  a  different  recordkeeping  and  reporting  method. 
The  results  will  determine  whether  the  project  is  expanded  to  nation- 
wide scope. 

The  information  services  program  continues  to  make  the  policies 
and  procedures  of  the  Office  of  the  Comptroller  of  the  Currency  better 
known  and  to  facilitate  communications  throughout  the  Office,  the 
banking  community,  and  the  general  public.  Standard  publications 
available  to  employees,  banks,  and  other  interested  parties  are :  Comp- 
troller's Manual  for  National  Banks,  Comptroller's  Manual  for  Rep- 
resentatives-in-Trusts,  and  the  monthly  Summary  of  Actions.  A  direc- 
tory is  published  which  contains  the  address  and  telephone  number  of 
every  decisionmaking  official  in  the  Office,  together  with  a  picture  and 
biographical  sketch.  The  Annual  Report,  of  the  Comptroller  of  the 
Currency  contains  a  general  statement  of  policy,  descriptions  of  the 
state  of  the  national  banking  system,  of  bureau  operations,  and  re- 
prints of  selected  bureau  documents  relating  to  crucial  public  issues 
in  banking. 

During  fiscal  year  1974,  considerable  progress  was  made  in  recruit- 
ing and  training  bank  examiners.  Over  75  percent  of  the  Comptroller's 
1974  goals  for  increasing  the  number  of  minority  and  women  exam- 
iners to  215  and  '280  were  met  by  June  30,  1974.  Cross-regional  college 
campus  visits  and  a  33-percent  increase  in  financial  interns  helped 
achieve  more  effective  equal  employment  opportunity  and  upward 
mobility  programs.  An  evaluation  of  the  training  needs  of  new  exam- 
iners and  financial  interns  in  all  regions  resulted  in  a  training  package 
consisting  of  a  new  orientation  program,  bank  examination  training 
teams,  and  2  weeks  of  formal  classroom  teaching.  Examiners  super- 
visory training  in  the  areas  of  motivation,  communication,  and  inter- 
personal relationships  was  carried  out  by  an  outside  consultant.  Ten 
employees  exhibiting  a  high  potential  for  executive  assignment  were 
selected  for  the  executive  development  program.  The  bureau  has  been 
contacted  by  two  unions;  however,  exclusive  recognition  has  not  yet 
been  given. 

Although  there  were  no  major  developments  in  the  financial  report- 
ing system  during  the  year,  automation  of  some  subsidiary  accounting 
records  which  previously  had  been  manually  prepared  resulted  in  more 
efficient  operations.  The  automated  record  of  total  branches  was  fully 
implemented,  significantly  reducing  the  time  expended  in  auditing  the 
branch  assessments  paid  by  national  banks. 

Employee  travel  was  an  area  which  took  on  increased  importance 
during  fiscal  1974.  Some  travel  allowances  were  raised  in  response  to 
increased  travel  costs,  and  revised  travel  regulations  were  issued  to 
all  employees.  The  energy  shortage  presented  problems  to  both  the 
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national  bank  examiners  and  the  Washington  headquarters  staff.  As 
a  fuel  conservation  measure,  employees  were  encouraged  to  perform 
accompanied  automobile  travel  wherever  possible.  The  response  to  this 
request  has  been  exceptional,  and  the  energy  savings  have  been 
significant. 

The  Comptroller's  investment  portfolio,  administered  by  the  Fiscal 
Management  Division,  continued  to  be  a  major  source  of  operating 
funds  throughout  fiscal  1974.  The  investment  policy  has  been  and 
remains  one  of  keeping  all  available  funds  fully  invested  to  maximize 
interest  revenue,  thereby  defraying  the  cost  oi  operating  the  bureau 
to  the  greatest  possible  extent. 


OFFICE  OF  COMPUTER  SCIENCE 

The  Office  of  Computer  Science  (OCS)  was  established  in  April 
1973.  The  Office  furnishes  conq)uter  and  related  support  to  the  analyt- 
ical, policy  formulation,  accounting,  and  administrative  functions  of 
the  Office  of  the  Secretary,  Bui-eau  of  the  Public  Debt,  and  the  Office 
of  Revenue  Sharing.  It  assists  in  computer  development  work  for  bu- 
reaus that  do  not  have  their  own  computer  facilities,  and  provides 
central  management  review,  approval,  and  guidance  functions  for 
ADP  management  planning,  policy,  and  procurement  throughout  the 
Department. 

In  fiscal  1974,  the  Department  used  132  computer  systems,  expended 
25,200  man-years,  and  obligated  $306  million  in  its  automatic  data 
processing  operations.  These  resources  continue  to  ])rovide  such  l)ene- 
fits  as  improved  tax  administration,  support  for  implementation  of 
general  revenue  sharing,  enhanced  debt  management  and  payment 
systems,  revenue  collection,  and  enforcement  and  protective 
intelligence  functions. 

To  strengthen  and  augment  management,  analytical,  and  opera- 
tional capability,  the  Office  recruited  a  multidisciplined  staff.  The 
present  staff  consists  of  40  analysts,  programmers,  computer  techni- 
cians, and  clerical  personnel.  During  fiscal  1974,  the  Office  acquired  a 
large-scale,  general-purpose  computer,  completed  staffing  for  the  com- 
puter operation,  and  saAv  use  of  the  computer  grow  more  than  100  per- 
cent in  the  past  6  months. 

During  the  year  the  Office  has  actively  pursued  its  relationships  with 
all  offices  and  bureaus  of  the  Department.  A  major  resource  effort  is 
being  devoted  to  supporting  the  Internal  Revenue  Service  in  the  de- 
velopment and  implementation  of  its  long-range  and  interim  ADP 
plans. 

It  has  been  engaged  in  several  major  tasks  with  the  Customs  Serv- 
ice, particularly  with  regard  to  the  early  implementation  phase  of 
that  bureau's  automated  merchandise  processing  system  and  an  overall 
requirement  for  increased  ADP  capacity. 

OCS  staff  has  been  working  closely  with  the  Bureau  of  Engra^nng 
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and  Printing  to  identify,  develop  applications  for,  implement,  and 
staff  a  data  processing  capability.  A  number  of  computer  applications 
implemented  have  resulted  in  significant  cost  savings,  improved 
schedules,  and  more  efficient  operations. 

The  Office  has  been  particularly  active  with  the  Office  of  Tax  Anal- 
ysis in  developing  or  acquiring  large-scale  tax  simulation  models  and 
implementing  and  maintaining  them  on  the  OCS  computer. 

Significant  milestones  were  achieved  with  the  transfer  of  the  Office 
of  Debt  Analysis  and  Office  of  Revenue  Sharing  workloads  from  pri- 
vate sector  computers  to  the  OCS  system.  The  transfer  was 
accomplished  on  schedule  with  a  minimum  of  interruption  of  service. 

A  cost  center  report  was  selected  as  the  pilot  program  for  the  Finan- 
cial Management  Division.  The  success  of  this  system  was  demon- 
strated via  remote  terminal  inquiry. 

Other  significant  activities  have  been  taking  place  between  OCS 
staff  and  other  Department  entities  as  well  as  with  other  agencies. 
A  few  examples  are :  A  project  to  suppoi-t  the  Office  of  Industrial  Eco- 
nomics survey  of  asset  depreciation ;  contributions  to  the  analytical 
and  data  processing  support  of  the  Federal  Energy  Administration ; 
analysis  and  development  of  a  classroom,  student,  teacher  scheduling 
system  for  the  Consolidated  Federal  Law  Enforcement  Training  Cen- 
ter; development  of  a  file  and  listing  of  the  results  of  the  carpool 
questionnaire;  and  establishment  of  a  technical  information  exchange 
on  data  processing  between  the  Department  of  Housing  and  Urban 
Development  and  OCS. 


CONSOLIDATED  FEDERAL  LAW  ENFORCEMENT 
TRAINING  CENTER 

The  Consolidated  Federal  Law  Enforcement  Training  Center 
(CFLETC)  is  an  interagency  training  facility  formally  established 
as  an  entity  within  the  Department  of  the  Treasury  on  March  2,  1970. 
It  is  under  the  supervision  of  the  Assistant  Secretary  (Enforcement, 
Operations,  and  Tariff  Affairs) . 

The  Department  of  the  Treasury  serves  as  the  lead  agency  for  the 
operation  of  the  Center  and,  as  such,  controls  the  Center's  day-to-day 
activities.  A  Board  of  Directors,  comprised  of  representatives  at  the 
Assistant  Secretary  level  from  the  major  departments  which  have 
agencies  participating  in  the  Center  and  on  which  there  are  nonvoting 
members  from  0MB  and  the  Civil  Service  Commission,  determines 
CFLETC  training  policy,  programs,  criteria,  and  standards  and  re- 
solves conflicting  training  requirements. 

The  CFLETC  conducts  common  training  (i.e.,  that  given  to  the 
personnel  of  more  than  one  agency)  and  furnishes  facilities  for  the 
participating  agencies  to  conduct  advanced,  inservice,  refresher,  and 
specialized  training  for  their  own  law  enforcement  personnel.  At 
present,  24  agencies  from  10  executive  departments  and  independent 
Federal  agencies  participate  in  Center  programs.  In  fiscal  1974,  the 


ADMINISTRATIVE    REPORTS  105 

Department  of  Transportation  (FA A  National  Capital  Airports 
Police)  was  added  as  a  participating  agency.  The  Center  also  has  fur- 
nished training  on  a  space-available  basis  to  personnel  from  15  other 
Federal,  State,  and  local  agencies. 

The  Center  provides  administrative  and  educational  support  and 
personnel  for  common  training  courses  to  (1)  consolidate  req\iirements 
of  participating  agencies  and  develop  proposed  cun-icula,  (2)  develop 
content  and  teaching  techniques  for  courses,  and  (3)  instruct  and 
evaluate  students.  These  functions  are  administered  through  the  Police 
School  and  the  Criminal  Investigator  School. 

Police  School 

In  the  Police  School's  second  year  of  operation,  participation  was 
increased  by  the  inclusion  of  the  U.S.  Forest  Service  of  the  Depart- 
ment of  Agriculture,  the  FA  A  National  Capital  Airports  Police  of 
the  Department  of  Transportation,  and  the  Federal  Protective  Service 
of  the  General  Services  Administration.  The  greatest  input  again 
came  from  the  Departments  of  Justice,  Interior,  and  TreasuiT  due  to 
their  large  police  contingents.  Although  the  projected  student  input 
in  fiscal  1975  is  nearly  double  the  408  officers  who  were  graduated  in 
fiscal  1974,  cuts  in  the  requested  appropi'iations  of  presently  partici- 
pating agencies  may  limit  the  number  of  trainees  those  agencies  can 
send  to  the  Center. 

In  addition  to  its  basic  program,  the  Police  School  provided  staff 
training  assistance  to  the  Agency  for  International  Development,  the 
TT.S.  Customs  Service,  and  the  Departments  of  State  and  Interior; 
developed  and  administered  an  advanced,  inservice,  refresher  training 
program  for  the  Smithsonian  Institution ;  and  rendered  advisory 
assistance  to  the  Canadian  Government  in  the  development  of  a  con- 
solidated training  center  for  its  security  personnel. 

Criminal  Investigator  School  (CIS) 

In  fiscal  1974,  the  Criminal  Investigator  School  trained  524  agents 
in  13  classes  in  its  basic  course;  one-fifth  of  these  were  from  non- 
Treasury  agencies.  In  addition,  60  enforcement  personnel  re^'eived 
advanced  law  enforcement  photography  instruction.  With  this  re- 
duced student  load,  the  CIS  could  devote  time  to  revising  its  student 
evaluation  system,  developing  new  training  aids  and  course  materials, 
and  making  extensive  revisions  in  several  major  subjects.  In  collabora- 
tion with  the  Center's  educational  support  staff,  the  school  produced 
several  motion  picture  training  films  and  slide  presentations,  which 
will  greatly  enhance  the  quality  of  instruction. 

Driver  training  program 

The  Center's  driver  training  program,  given  to  all  trainees  in  the 
Police  School,  includes  basic  vehicle  handling,  defensive  driving,  and 
handling  of  vehicles  under  conditions  of  low  friction  between  tires 
and  road.  Personnel  whose  duties  will  make  use  of  it  are  also  given 
training  in  high-speed  pursuit  driving.  In  addition,  training  is  given 
as  needed  in  the  operation  of  motorcycles,  motor  scooters,  and  other 
specialized  police  vehicles.  Twice  a  year  a  2-week  instiiictor's  course  on 
the  program  is  provided  for  State  and  local  police.  In  fiscal  1974,  1,839 
officers  were  trained  at  temporary  ranges  at  the  Beltsville  airport. 
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Operation  of  the  driver  training  program,  originated  by  the  U.S. 
Park  Police,  has  been  progressively  absorbed  by  the  Center.  In  fiscal 
1974,  the  Center  assumed  responsibility  for  administration  of  the 
program  and  its  administrative  costs,  plus  a  part  of  the  personnel  costs. 
In  fiscal  1975,  the  Center  will  assume  the  full  cost  of  the  program. 
Instructor  personnel  are  drawn  from  the  U.S.  Park  Police,  which 
assigns  them  to  CFDETC  on  a  reimbursable  detail. 

Management  improvement 

As  part  of  the  departmental  program,  the  Center  conducted  an 
analysis  of  its  existing  paperwork  management.  Subsequently,  it  estab- 
lished a  formal  system  of  Center  orders,  circulars,  and  bulletins,  and 
organized  its  systems  and  procedures  into  an  administrative  manual. 

Analysis  of  the  Center's  training  schedules  produced  a  "lock-step" 
method  of  scheduling  classes  which  allows  the  Center  to  utilize  auto- 
matic data  processing  to  make  more  efficl.mt  use  of  its  present  facil- 
ities and  personnel.  Further  development  of  this  ADP  model  will 
increase  the  Center's  ability  to  consider  alternatives  in  scheduling  and 
to  study  the  impact  of  alternatives  on  facilities  and  manpower. 

Physical  facilities 

During  fiscal  1974,  the  Center  expanded  its  facilities  at  1310  L  Street 
by  approximately  8,400  square  feet,  enabling  the  Center  to  create  a 
second  gymnasium  for  training  in  physical  defense  and  arrest  tech- 
niques, a  women's  locker  room  and  shower,  a  material  distribution 
area,  mock  courtrooms,  a  computer  terminal  installation  for  training 
purposes,  and  space  for  other  specialized  training. 

On  July  23, 1973,  the  Court  of  Appeals  for  the  District  of  Columbia 
enjoined  further  construction  of  the  Center's  permanent  facilities  at 
Beltsville,  Md.,  while  it  considered  the  appeal  of  plaintiffs  from  the 
order  of  the  District  Court  dismissing  the  action  filed  under  the  Na- 
tional Environmental  Polic}-  Act  to  prevent  completion  of  those  facil- 
ities. On  May  8, 1974,  the  Court  of  Appeals  handed  down  a  per  curiam 
order  affirming  the  decision  of  the  District  Court  dismissing  tlie  action. 
Although  plaintiffs  have  filed  a  motion  for  rehearing  en  banc,  it  is 
improbable  that  the  court  will  grant  the  motion  and  it  appears  that  the 
legal  restraint  on  the  completion  of  the  Center's  permanent  facilities  at 
Beltsville  has  been  removed. 

However,  because  costs  for  completing  the  facilities  had  risen  so 
much  during  the  period  of  almost  21/^  years  that  construction  was 
delayed  by  this  NEPA  suit,  it  was  necessary  to  seek  an  increase  in  the 
total  funding  authorized.  Consequently,  a  revised  prospectus  covering 
the  expenditure  of  $74.4  million  was  submitted  to  the  Public  Works 
Committees  of  the  House  and  Senate  on  June  28, 1974. 


OFFICE  OF  DIRECTOR  OF  PRACTICE 

The  Office  of  Director  of  Practice  is  part  of  the  Office  of  the  Secre- 
tary of  the  Treasury  and  is  under  the  immediate  supervision  of  the 
General  Counsel.  Pursuant  to  the  provisions  of  31  CFR,  part  10 
(Treasury  Department  Circular  No.  230),  the  Director  of  Practice 
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institutes  and  provides  for  the  conduct  of  disciplinary  proceedings 
against  attorne3^s,  certified  public  accountants,  and  enrolled  agents  who 
are  alleged  to  have  violated  the  rules  and  regulations  governing  prac- 
tice before  the  Internal  Revenue  Service.  He  also  acts  on  appeals  from 
decisions  of  the  Commissioner  of  Internal  Revenue  denying  applica- 
tions for  enrollment  to  practice  before  the  Internal  Revenue  Service 
made  under  31  CFR,  section  10.4. 

On  July  1, 1973,  there  were  94  derogatory  information  cases  pending 
in  the  Office  under  active  review  and  evaluation,  6  of  wliich  were 
awaiting  presentation  to  or  decision  by  an  administrative  law  judge. 
During  the  fiscal  year,  116  cases  were  added  to  the  case  inventory  of  the 
Office.  Disciplinary  actions  were  taken  in  73  cases  by  the  Office  or  by 
order  of  an  administrative  law  judge.  Those  actions  were  comprised  of 
2  orders  of  disbarment,  30  suspensions  (either  by  order  of  an  adminis- 
trative law  judge  or  by  consent  of  the  practitioner).  37  reprimands, 
and  4  resignations.  The  actions  affected  14  attorneys,  23  certified  public 
accountants,  and  36  enrolled  agents.  Fifty-two  cases  were  removed  from 
the  Office  case  inventory  during  fiscal  1974  after  review  and  evaluation 
showed  that  the  allegations  of  misconduct  did  not  state  sufficient 
grounds  to  maintain  disciplinary  proceedings  under  31  CFR,  part  10. 
xVs  of  June  30,  1974,  there  were  85  derogatory  information  cases  under 
consideration  in  the  Office. 

During  the  fiscal  year,  one  certified  public  accountant  and  one 
enrolled  agent  petitioned  the  Director  of  Practice  for  reinstatement  of 
their  eligibility  to  })ractice  before  the  Internal  Revenue  Service. 
Favorable  consideration  was  given  to  each  petition  and  reinstatement 
was  granted.  In  addition,  there  was  one  decision  on  an  appeal  from  a 
denial  by  the  Commissioner  of  Internal  Revenue  of  an  aj^plication  for 
enrollment  to  practice  before  the  Internal  Revenue  Service.  The  deci- 
sion affirmed  the  denial. 

Eight  administrative  proceedings  for  disbarment  or  suspension  were 
initiated  against  practitioners  before  the  Internal  Revenue  Service 
during  fiscal  1974.  Together  with  the  6  cases  remaining  on  the  adminis- 
trative law  judge  docket  on  July  1, 1973, 14  cases  were  before  an  admin- 
istrative law  judge  during  the  year.  Two  of  those  cases  resulted  in  the 
acceptance  of  an  offer  of  consent  to  voluntary  suspension  and  one  in  the 
acceptance  of  an  offer  of  resignation  pursuant  to  31  CFR,  section 
10.55(b)  prior  to  reaching  hearing.  Initial  decisions  imposing  disci- 
plinary actions  were  rendered  in  six  of  the  cases.  In  two  cases,  the 
initial  decision  of  the  administrative  law  judge  was  that  the  respondent 
be  disbarred  from  further  practice  before  the  Internal  Revenue  Sen-- 
ice.  Suspensions  from  practice  before  the  Internal  Revenue  Service 
were  invoked  in  the  remaining  four  cases.  On  June  30,  1974,  five  cases 
were  pending  on  the  docket  awaiting  presentation  to  or  decision  by  an 
administrative  law  judge. 

Under  authority  of  31  CFR,  section  10.71,  two  cases  resulted  in 
appeals  to  the  Secretary  from  initial  decisions  for  suspension  or  dis- 
barment rendered  by  an  administrative  law  judge.  In  one  of  those  cases, 
the  decision  on  appeal  was  an  affirmation  of  the  order  for  disbarment. 
As  of  June  30, 1974,  the  other  appeal  was  pending  with  the  Secretary. 
In  addition,  one  decision  was  issued  by  the  Secretary  on  an  appeal  from 
the  initial  decision  of  an  administrative  law  judge  pending  on  July  1, 
1973.  In  that  appeal,  the  administrative  law  judge's  order  of  suspension 
was  affirmed. 
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OFFICE  OF  DOMESTIC  GOLD  AND  SILVER 
OPERATIONS 

The  Office  of  Domestic  Gold  and  Silver  Operations,  in  the  Office  of 
the  Under  Secretary  for  Monetary  Affairs,  assists  the  Under  Secretary 
and  the  Assistant  Secretary  (Economic  Policy)  in  the  formulation, 
execution,  and  coordination  of  policies  and  programs  relatino;  to  gold 
and  silver  in  both  their  monetary  and  commercial  aspects.  The  Office 
administers  the  Department  of  the  Treasury  gold  regulations  relating 
to  the  purchase,  sale,  and  control  of  industrial  gold  and  gold  coin; 
issues  licenses  and  other  authorization  for  the  use,  import,  and  export 
of  gold  and  for  the  importation  and  exportation  of  gold  coin ;  receives 
and  examines  reports  of  operations;  and  investigates  and  supervises 
the  activities  of  users  of  gold.  Investigations  into  possible  violations  of 
the  gold  regulations  are  coordinated  with  the  U.S.  Secret  Service,  the 
U.S.  Customs  Service,  and  other  enforcement  agencies. 

Gold  regulations 

Public  Law  93-110,  enacted  September  21,  1973,^  provides  for  an 
end  to  Government  restrictions  on  the  purchase,  sale,  or  ownership  of 
gold  at  such  time  as  the  President  reports  to  Congress  that  this  action 
would  not  adversely  affect  the  U.S.  international  monetary  position. 
Until  this  finding  is  made,  Treasury  regulations  governing  the  private 
ownership  and  use  of  gold  remain  in  effect. 

Use  of  gold  for  industrial  purposes 

Estimated  net  industrial  use  of  gold  in  the  United  States  during  the 
calendar  year  1973  was  6,729,000  ounces,  a  decrease  of  8  percent  from 
the  previous  year.  The  1973  decrease  in  industrial  gold  purchases  was 
due  mainly  to  a  decline  in  the  production  of  jewelry  products  reflect- 
ing an  increase  in  the  price  of  gold.  The  average  price  of  jjold  per  fine 
troy  ounce  increased  in  1973  to  $97.34  from  $58.16  in  1972.  The  esti- 
mated total  purchases  of  gold  and  allocation  of  purchases  by  industry 
group  for  the  years  1968-1973  are  shown  in  table  1, 


Table  1. — Estimated  industrial  use  of  gold  in  the  United  States,  calendar  years 

1968-73 

[Thousands  of  fine  troy  ounces] 

1968  1969  1970  1971  1972  1973 

Estimated  total  purchases  of  gold  by  U.S. 
industry 

Converted  into  fabricated  products 

Increase  in  inventories _ 

Allocation  of  purchases  by  industry  group 

Jewelry  and  arts 3,908         3,839         3,340         4,299         4,344  3,473 

Dental 771  710  658  750  750  679 

Industrial,  including  space  and  defense...        1,925         2,560         1,975         1,884         2,191  2,577 


6,604 

7,109 

5,973 

6,933 

7,285 

6,729 

6, 073 
531 

6,568 
541 

6,148 
-175 

6,542 
391 

7,253 
32 

6,638 
91 

6,604 

7,109 

5,973 

6,933 

7,285 

6,729 

1  See  exhibit  36. 
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Sources  of  gold 

Of  the  (5,729,000  fine  troy  ounces  of  o^old  used  by  American  industry 
in  1973, 1,822,000  ounces  came  from  U.S.  mine  production  and  5.407,000 
ounces  from  sources  abroad.  Countries  from  wliicli  the  gold  was  im- 
ported are  shown  in  table  2. 

Table  2. — Exports  and  imports  of  gold  into  the  United  States  for  industrial  use, 

calendar  year  1973 

(Thousands  of  fine  troy  ounces] 

Country  Exports  Imports 

Austria"...- 1,140 

Belgium 22 

Canada 

Philippines' 

Singapwre 

Surmam  ' 

Switzerland  i 

United  Kingdom 

West  Germany 

Yugoslavia 

other  countries 

Total.. 

Net  imports  of  gold 5,407 

•  Includes  purchases  from  foreign  accounts  at  the  Federal  Reserve  Bank  of  New  York. 

Note. — Imports  are  shown  from  country  of  final  export  as  reported  by  Treasury  Department  gold 
licensees  and  do  not  indicate  prior  shipment  from  country  in  which  the  gold  was  produced. 


Gold  coins 

All  genuine  gold  coins  minted  prior  to  1960  (including  all  legally 
issued  restrikes  of  gold  coins  dated  prior  to  1960)  maj'  be  imported, 
held,  and  freely  dealt  in  within  the  T'nited  States  for  numismatic  pur- 
poses. There  are  no  limitations  placed  on  the  quantity  or  value  of  eli- 
gible gold  coins  held  or  imported.  Gold  coins  may  not  bo  lield  abroad 
by  persons  subject  to  U.S.  jurisdiction. 


1,611 

87 

23 

24 

2,647 

155 
60 

20 

iii 

7 

31 

267 

5,674 

BUREAU  OF  ENGRAVING  AND  PRINTING 

The  Bureau  of  Engraving  and  Printing,  one  of  tlie  world's  largest 
securities  manufacturing  establishments,  designs  and  produces  the 
major  evidences  of  a  financial  character  issued  by  the  United  States. 
This  Bureau  is  responsible  for  tne  production  of  U.S.  currency,  postage 
stamps,  and  public  debt  instruments,  as  well  as  miscellaneous  financial 
and  security  documents. 

Finances 

Operations  of  the  Bureau  are  financed  by  means  of  a  rev^olving  fund 
established  in  accordance  with  the  provisions  of  31  ILS.C.  181a.  This 
fund  is  reimbursed  by  customer  Government  agencies  for  the  direct 
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and  indirect  costs  of  the  Bureau,  including  administrative  expenses, 
incidental  to  performing  the  work  and  services  requisitioned. 

In  reporting  out  the  1978  Treasury,  Postal  Service,  and  General 
Government  appropriation  bill,  the  House  Subcommittee  on  Appro- 
priations directed  the  Bureau  and  the  Department  to  review  the  pric- 
ing policies  for  Bureau  services  with  the  objective  of  establishing 
prices  which  would,  at  least  over  the  relatively  long  range,  generate 
sufficient  funds  to  cover  direct  and  indirect  costs  of  operations  as  well 
as  accumulate  an  adequate  reserve  for  the  replacement  of  capital 
equipment. 

As  a  result,  unit  cost  rates  furnished  customer  agencies  for  fiscal  1975 
included  a  surcharge  which  will  allow  the  Bureau  to  accumulate  partial 
reserves  for  replacement  of  capital  equipment  and  reduce  the  neces- 
sity for  appropriations  from  the  Congress  for  such  purposes.  The  1975 
surcharge  was  held  to  a  minimum  because  of  the  Bureau's  successful 
efforts  to  acquire  major  press  and  processing  equipment  without  capi- 
tal outlay  or  reserve  requirements. 

Production  of  currency 

Total  deliveries  of  currency  in  fiscal  1974  amounted  to  2.3  billion 
notes,  compared  with  3.1  billion  pieces  delivered  during  fiscal  1973. 
The  decrease  reflects  a  reduction  by  the  Federal  Reserve  System  in  the 
level  of  its  cash  inventory  due  to  a  reassessment  of  its  emergency  re- 
serve requirements.  In  this  connection,  the  staff  of  the  Bureau  is  cur- 
rently working  with  representatives  of  the  Federal  Reserve  System  as 
part  of  a  task  force  appointed  to  develop  sound  methods  for  determin- 
ing both  short-  and  long-range  requirements  for  currency. 

In  February  1974,  the  Bureau  contracted  for  the  acquisition  of  ad- 
ditional modern  high-speed  intaglio  currency  presses  under  an  inno- 
vative lease-purchase  arrangement  which  omitted  any  provision  for 
termination  liability.  A  similar  arrangement  was  negotiated  in  April 
1974  for  acquisition  of  six  production  models  of  the  currency  over- 
printing and  processing  equipment  (COPE).  The  COPE  system  is 
designed  to  supplant  the  essentially  all-manual  processing  operations 
occurring  after  numbering  and  overprinting  and  will  significantly  re- 
duce manufacturing  costs.  Through  these  successful  arrangements  the 
Bureau  will  be  able  to  acquire  in  a  relatively  short  time  frame  a  major 
portion  of  essential  custom-designed  equipment. 

Production  of  gas  rationing  coupons 

In  December  1973,  the  Bureau  was  requested  to  design  and  produce 
an  initial  supply  of  gas  rationing  coupons  for  possible  use  in  the 
energy  conservation  program.  In  light  of  the  counterfeit  experience  of 
World  War  II,  and  the  security  obtainable  by  line  engraving,  it  was 
decided  to  print  the  coupons  by  the  intaglio  process.  To  meet  the  imme- 
diate requirement  for  4.8  billion  coupons,  an  estimated  3-month  sup- 
ply, assistance  of  the  three  banknote  companies  in  the  private  sector 
was  solicited.  The  Bureau  furnished  engraved  dies,  procured  the  print- 
ing paper,  established  security  and  quality  controls  in  the  commercial 
plants,  and  negotiated  pricing  in  accordance  with  the  technical  specifi- 
cations prepared.  The  coupons  were  delivered  to  depositories  desig- 
nated by  the  Federal  Energy  Administration. 
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In  order  to  meet  the  emergency  schedule,  the  Bureau  also  requested 
the  Federal  Reserve  System  to  reduce  its  orders  for  new  currency 
during  this  critical  period.  This  was  compatible  with  the  System's 
decision  to  lower  the  level  of  its  emergency  inventories.  As  a  result, 
currency  deliveries  in  fiscal  1974  were  reduced  to  2.3  billion  notes  in- 
stead of  the  2.7  billion  projected  in  the  budget. 

Production  of  food  coupons 

To  comply  with  a  directive  of  0MB,  the  Bureau  planned  to  discon- 
tinue production  of  food  coupons  in  June  1973.  However,  since  the 
Federal  Reserve  System  had  substantially  reduced  its  currency  re- 
quirements, the  complete  discontinuance  of  the  food  coupon  program 
at  the  same  time  would  have  had  serious  adverse  impact  on  the  man- 
power requirements  for  the  Bureau's  highly  skilled  craft  employees 
and  noncraft  pereonnel.  Therefore,  OAfB  approved  a  departmental 
request  to  allow  the  Bureau  to  continue  production  of  approximately 
20  percent  of  the  Department  of  Agriculture's  requirements  during 
fiscal  1974. 

During  the  latter  part  of  fiscal  1974  the  Dopai-tment  of  Agriculture 
decided  to  replace  the  present  food  coupons  with  a  new  series  with  dif- 
ferent denominations,  design,  and  book  conformation.  Since  the  pri- 
vate sector  banknote  companies  were  unable  to  undertake  production 
of  the  total  number  of  coupons  needed  bv  the  changeover  date  of 
March  1,  1975,  OMB  approved  the  Bureau's  request  to  continue  pro- 
duction of  part  of  the  program  in  fiscal  1975. 

Production  of  postage  stamps 

Deliveries  of  T".S.  postage  stamps  were  29..5  billion  pieces  in  fiscal 
1974  as  compared  with  26.6  billion  in  fiscal  1973.  Abnormally  hoaA-y 
production  was  required  during  the  fiscal  year  to  meet  demands  arising 
from  the  postal  rate  increase  of  ^March  2,  1974.  Through  c]ose  liaison 
with  representatives  of  the  TT.S.  Postal  Sen-ice,  some  six  billion  stamps 
of  various  denominations  were  produced  in  sufficient  time  for  distnbu- 
tion  to  post  offices  throughout  the  countiy  bv  the  effective  date  of  the 
postal  rate  inc  rease. 

As  part  of  the  Bureau's  modernization  planning,  specifications  are 
being  prepared  for  equipment  to  mechanize  the  manufacture  of  post- 
age stamps  in  book  form.  The  acquisition  of  this  specialized  equipment 
will  result  in  substantial  manpower  savings  and  reduced  production 
costs.  At  yearend,  the  Bureau  was  installing  two  new  multicolor  \yost- 
age  stamp  presses  acquired  with  funds  appropriated  in  fiscal  1972, 
The  fii-st  of  these  is  a  multicolor  intaglio  press  which  will  be  used  for 
the  printing  of  ])ostage  stamps  in  coil  fonii.  The  second  is  a  combina- 
tion gravui-e-intaglio  press  which  will  introduce  a  new  dimension  in 
production  of  other  types  of  multicolor  postage  items.  Placing  this 
press  in  operation  during  the  course  of  fiscal  1975  will  not  only 
broaden  the  range  of  the  Bureau's  printing-processing  capabilities, 
but  the  technical  experience  obtained  through  its  use  will  assist  the 
Bureau  in  detenuining  the  tvpe  of  presses  to  be  acquired  as  replace- 
ments for  obsolete  single-color  postage  stamp  presses. 

OflFset  printing  presses 

Acquisition  of  a  web-fed  offset  printing  press  is  proposed  during 
fiscal  1975,  for  use  primarily  in  the  production  of  red  strip  stamps  for 
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distilled  spirits.  Such  a  press  has  the  capability  for  printing,  number- 
ing, sheeting,  and  counting,  simultaneously.  The  elimination  of  the 
need  to  number  such  stamps  in  a  separate  printing  operation  will  re- 
sult in  significant  recurring  annual  savings  in  production  costs. 

It  is  also  planned  to  purchase  another  sheet- fed  multicolor  offset 
press  during  fiscal  1975.  This  press  will  be  used  for  production  of  post- 
age stamps  bearing  offset  printing,  and  will  eliminate  the  need  for 
multiple  passes  of  sheets  through  two  presses  when  more  than  two- 
color  offset  printing  is  required. 

Internal  audit  program 

During  fiscal  1974, 52  reports  of  audit  were  released  which  contained 
173  recommendations  for  possible  improvements  for  management  con- 
sideration. Coverage  included  fiscal  and  management  audits  and  re- 
views of  operations  and  programs,  conducted  on  a  scheduled,  special, 
and  unannounced  basis. 

Service  to  the  public 

The  Bureau  of  Engraving  and  Printing  continued  to  be  one  of  the 
major  highlights  for  visitors  to  the  Washington  area.  During  the  year 
approximately  700,000  visitoi^  availed  themselves  of  the  self-guided 
tour  system  to  view  the  Bureau's  production  operations. 

Several  years  ago,  the  Bureau's  public  information  program  was  ex- 
tended to  include  participation  in  numismatic  and  philatelic  exhibi- 
tions and  similar  events  outside  the  Washington  area,  bringing 
information  about  Bureau  operations  to  a  broader  segment  of  the  pop- 
ulation. Three  types  of  exhibits  are  furnished  by  the  Bureau :  (a)  nu- 
mismatic, commonly  referred  to  as  the  "Billion  Dollar  Display"; 
(b)  philatelic;  and  (c)  a  live  press  demonstration  of  the  actual 
printing  by  the  intaglio  method  with  an  explanation  of  the  skills, 
methods,  and  techniques  employed  to  produce  currency,  postage 
stamps,  and  other  security  items.  Since  1967,  one  type  or  another  of 
the  Bureau's  exhibits  has  appeared  in  43  of  the  50  States. 

During  fiscal  1974,  Bureau  exhibits  were  provided  for  14  numis- 
matic or  philatelic  events,  attracting  about  85,000  viewers,  and  5  dis- 
tinctive souvenir  cards  were  produced  and  issued  in  recognition  of 
significant  events  in  which  the  Bureau  participated. 

The  Bureau's  participation  at  exhibits  was  curtailed,  as  compared 
with  the  previous  fiscal  year,  in  order  to  reduce  travel  costs,  conserve 
energy,  and  meet  the  unexpected  demands  for  the  production  of  gas 
rationing  coupons.  Exhibit  programming  for  participation  at  future 
events  will  be  predicated  upon  the  national  significance  and  scope  of 
the  sponsoring  organizations. 

Labor-management  relations 

The  Bureau  has  long  fostered  constructive  and  harmonious  rela- 
tionships with  employees  and  labor  organizations.  Special  emphasis 
and  attention  is  directed  toward  the  conduct  of  all  labor-management 
dealings  within  the  spirit  and  intent  of  Executive  Order  No.  11491, 
as  amended  by  Executive  Order  No.  11616  of  August  26,  1971.  At 
the  close  of  this  fiscal  year,  there  existed  within  the  Bureau  grants  of 
exclusive  recognition  to  17  AFL-CIO  affiliate  unions  covering  25 
craft  units,  1  noncraft  unit,  1  guard  unit,  and  1  GS  clerical/technical 
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unit.  There  were  12  approved,  substantive  labor-management  agree- 
ments. The  unions  function  as  a  dynamic  part  of  the  Bureau  and  are 
a  major  factor  in  management  considerations. 

Awards  program 

During  fiscal  1974,  1,166  employees  received  special  achievement 
awards  and  47  employees  received  liigh  quality  pay  increases.  Non- 
recurring savings  of  $160,320  were  realized  in  this  fiscal  year  from  this 
phase  of  the  incentive  awards  program. 

Under  the  employee  suggestion  phase  of  the  program,  210  sugges- 
tions were  received,  of  which  b7  were  adopted.  It  is  estimated  the 
Bureau  will  realize  annual  recurring  savings  of  $56,286  and  non- 
recurring savings  of  $1,600. 

Executive  development 

An  executive  development  program  was  put  in  operation,  utilizing 
the  management  by  objectives  approach.  The  first  phase  involved  the 
identification  of  the  specific  knowledge  and  abilities  necessary  at  each 
level  of  Bureau  management.  The  second  phase  involved  matching 
those  requirements  with  the  candidate's  current  development  to  formu- 
late a  series  of  personal  and  operational  goals  for  improvement. 

Concurrently,  a  management  assessment  center  was  developed  in 
which  24  candidates  who  emerged  successfully  from  a  group  screen- 
ing process  were  assessed  during  a  1-week  period  in  March.  Feedback 
was  provided  to  each  candidate,  and  foUowup  developmental  and 
career  planning  has  begun  with  the  eight  candidates  who  demonstrated 
above-average  potential  at  the  center.  Planning  has  conunenced  for  an 
assessment  program  to  identify  firstline  supervisory  potential. 

Because  of  its  uniqueness,  the  Bureau's  assessment  center  was  se- 
lected, from  those  currently  used  in  the  Federal  Government,  for 
presentation  along  with  the  Government-wide  Federal  executive  de- 
velopment program,  at  the  Second  International  Congress  of  the 
Assessment  Center  Method  held  at  West  Point  in  New  York  on  May 
15-17, 1974. 

Training  program 

During  fiscal  1974,  804  employees  completed  Bureau  and  Depart- 
ment training  courses;  230  employees  completed  interagency  training 
courses;  and  200  employees  attended  specialized  seminars,  training 
classes,  conferences,  and  exhibits  sponsored  by  non-Goveniment 
organizations. 

During  this  time,  86  employees  were  enrolled  in  the  general  edu- 
cation development  program,  and  several  employees  registered  to  take 
the  high  school  equivalency  examination.  Four  employees  received 
their  high  school  equivalency  diplomas. 

Training  was  provided  at  all  levels  of  employment.  In  addition  to 
an  80-hour  training  program  for  supervisors,  which  was  offered  on 
a  continuous  basis,  an  in-house  course  for  advanced  supervisors  and 
middle  managers  is  being  organized. 

Additional  training  courses  included  on-the-job  and  refresher  train- 
ing for  current  needs,  developmental  training  in  anticipation  of  future 
needs,  training  to  develop  unavailable  skills,  and  training  to  develop 
undo  "t  ilized  and  disadvantaged  employees. 
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Employee  attitude  survey 

During  August  1973,  a  professional  attitude  survey  was  taken  under 
a  grant  by  the  National  Commission  on  Productivity  administered 
by  the  National  Academy  of  Public  Administration,  The  results  of 
the  survey  revealed  a  work  force  that  is  well  trained,  satisfied  with 
their  jobs,  and  positive  toward  the  concept  of  productivity.  Subse- 
quently, work  was  begun  on  the  development  of  a  productivity  shar- 
ing incentive  pay  system,  designed  to  capitalize  on  demonstrated 
strengths  and  improve  utilization  of  the  incentive  concept.  Also,  as 
a  result  of  this  survey,  a  communications  consultant  was  temporarily 
employed  to  assist  the  Bureau  staff  in  developing  a  system  for  eval- 
uating communications  effectiveness  on  a  regular  basis. 

CSC  model  program 

During  September  1973,  the  Bureau  agreed  to  participate  in  a  Civil 
Service  Commission  project  to  compile  and  publish  a  series  of  model 
programs  for  achieving  various  personnel  policy  goals,  such  as  upward 
mobility,  career  development,  equal  employment  opportunity,  etc. 
This  project  was  designed  to  comply  with  congressional,  0MB,  and 
GrAO  requests  urging  the  CSC  to  promote  and  coordinate  agency 
efforts  by  furnishing  outlines  of  effective  model  programs,  based  on 
actual  agency  experiences  in  each  policy  area. 

Initially  the  Bureau  was  selected  for  its  substantial  success  in  the 
area  of  improved  employee  morale.  The  Commission  later  felt  that  the 
Bureau's  efforts  would  more  clearly  fall  under  the  broad  heading  of 
EEC  and  that  the  model  program  should  be  so  identified.  A  draft 
model  was  completed  and  submitted  to  the  CSC  Bureau  of  Training 
for  editing. 

Equal  employment  opportunity  program 

The  Bureau's  equal  employment  opportunity  program  continued 
to  achieve  its  objectives  for  advancement  of  minorities  and  females, 
and  for  promoting  an  environment  of  trust  and  confidence  among 
all  employees.  To  increase  the  number  of  Spanish-speaking  employees, 
the  scope  of  recruitment  contacts  was  broadened.  Employee  commit- 
tees for  equal  employment  opportunity  provided  an  effective  and  direct 
avenue  of  communication  between  employees  and  top  management. 
Members  of  the  Bureau's  EEO  staff  participated  in  a  wide  range  of 
community  oriented  programs.  A  review  of  minority  statistics  indi- 
cates steady  progress  in  the  advancement  of  minorities  and  females 
in  the  apprentice,  journeyman,  and  higher  grade  GS  positions  in  the 
Bureau. 

Upward  mobility 

During  fiscal  1974,  the  Bureau  was  represented  by  two  active  mem- 
bers on  the  Department's  Upward  Mobility  Council.  The  work  and 
recommendation  of  the  council  are  reflected  in  the  adoption  of  a 
Department  upward  mobility  program  as  outlined  in  Treasury  Per- 
sonnel Bulletin  No.  74-16.  In  compliance  with  Treasury  guidelines, 
the  Bureau  has  developed  an  internal  upward  mobility  program  de- 
signed to  provide  all  employees  with  the  opportunity  to  achieve  their 
maximum  potential  and  productivity  within  the  work  environment. 
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The  Bureau's  pro<rram  was  approved  by  the  Department  in  early  June 
and  will  be  fully  operational  in  the  immediate  future. 

Safety  program 

Because  of  the  industrial  nature  of  the  Bureau's  operations,  employee 
safety  continued  to  be  a  vital  concern  to  mana<rcment.  To  this  end, 
employee  safety  and  health  standard^,  as  prescribed  in  the  Occupa- 
tional Safety  and  Health  Act,  received  increa^^ed  emphasis  in  tlieir 
application  to  conditions  and  activities  within  the  Bureau.  Special 
attention  was  directed  to  the  issuance  and  use  of  protective  clothing 
and  equipment,  such  as  headgear,  noise  suppressors,  respirators,  gloves, 
and  safety  shoes,  and  to  housekeeping  throughout  the  Bureau  in  order 
to  minimize  unsafe  conditions  and  potential  fire  hazards. 


OFFICE  OF  EQUAL  OPPORTUNITY  PROGRAM 

The  Office  of  Equal  Opportunity  Program  operates  within  the 
Office  of  the  Secretary  and  is  under  the  immediate  su^^ervision  of  the 
Assistant  Seci^etary  (Administration).  It  assists  the  Secretary  and 
the  Assistant  Secretary  (Adminis'tration)  in  the  formulation,  execu- 
tion, and  coordination  of  policies  related  to  equal  opportunity  for 
Treasury  employees  (implementing  the  Equal  Employment  Oi)por- 
tunity  Act  of  1972  governing  equal  employment  in  the  Federal  Gov- 
ernment) and  employment  policies  and  programs  of  banks,  savings 
and  loan  associations,  savings  banks,  and  other  financial  institutions 
that  are  Federal  deix)sitaries  or  issuing  and  paying  agents  of  U.S. 
savings  bonds  and  savings  notes  (implementing  Executive  Order  11246, 
as  amended,  and  Treasury  regulations  governing  equal  employment 
for  Treasury  contractors). 

Federal  employment 

The  Office  continues  to  guide  and  oversee  the  implementation  of  the 
Department's  equal  employment  opportunity  program  and  action  i)lans 
of  all  of  the  bureaus,  contiiuies  to  provide  consultative  services  on  equal 
opportunity  matters,  and  continues  to  review  and  approve  action  plans 
promulgated  in  each  bureau.  It  reviews  and  adjudicates  all  investiga- 
tions of  complaints  alleging  discrimination  because  of  race,  color, 
religion,  sex,  national  origin,  or  age.  The  Office  provides  guidance  to 
Treasury  officials  and  all  its  field  activities  through  its  equal  employ- 
ment management  review  evaluations  (onsite  reviews  began  in  the 
summer  of  1972)  concerning  the  employment  and  utilization  of  minor- 
ity group  persons  and  women  in  each  bureau. 

In  fiscal  1974  (August  3,  1973)  Treasury  issued  its  new  chapter  713 
of  Treasury's  Personnel  Manual  entitled  "Equal  Opportunity"'  where- 
in the  EEO  complaint  processing  system  was  completely  revised  to 
comply  with  the  provisions  of  the  Equal  Employment  Opportunity 
Act  of  1972.  This  new  guidance  was  issued  in  order  that  the  Depart- 
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ment  and  its  bureaus  could  assure  the  timely  land  expeditious  processing 
and  resolution  of  all  complainte. 

Progress  in  the  administration  of  Treasury's  equal  employment  op- 
portunity program  during  fiscal  1974  was  marked  mainly  by  increased 
Department  emphasis  on  the  worker-trainee  program,  upward  mobility 
program,  Federal  women's  program,  and  the  Spanish-speaking  pro- 
gram. 

Treasury's  Spanish-speaking  program  has  produced  significant  em- 
ployment gains  for  Spanish-speaking  Americans  during  the  past  4 
years.  The  Civil  Service  Commission  employment  statistics  indicate 
that  between  November  1969  and  May  1973,  4,652  Spanish-speaking 
Americans  were  hired  by  the  Federal  Government.  Treasury's  employ- 
ment statistics  indicate  that  between  November  1969  and  November 
1973,  the  employment  of  Spanish-speaking  Americans  in  the  Depart- 
ment increased  by  1,672  employees.  Therefore,  within  a  4-year  period 
Treasury  has  employed  one-third  of  all  Spanish-speaking  Americans 
hired  by  the  Federal  Government. 

The  following  Treasury  minority  employment  statistics  from  De- 
cember 1968  through  November  1973  indicate  a  steady  increase  of 
minority  employment  within  the  Deparitment. 

Department  of  the  Treasury  full-time  employment  by  minority  group  status 

Comparison      Comparison 
1972-1973  1968-1973 

1968        1969        1970        1971         1972  1973 

No.      Per-      No.      Per- 
cent cent 

Total  employees* 82, 155    85, 635    88, 351    94, 557    102. 813    106, 157      3, 344      3. 3    24, 002      29.  2 

Negro 11,777  12,251  13,234  13,954  15,619  16,170  551  3.5  4,393  37.3 

Spanish-American 1,052  1,116  1,489  1,754  2,247  2,788  541  24.1  1,736  165.0 

American  Indian 79  85  104  107  128  146  18  14.1  67  84.8 

Oriental 482  505  596  687  813  1,084  271  33.3  602  124.9 

Otlier 68,765  71,678  72,928  78,055  84,006  85,969  1,963  2.3  17,204  25.0 

OS  1-4:  ~~ 

Total 19,120    19,679    18,867    19,493      24,126      23,869      -257      1.1      4,749      24.8 

Negro ._ 4,947  4,948  5,156  4,993  5,904  5,932  28        .5  985  19.9 

Spanish-American 255  300  398  502  791  922  131    16.6  667  261.6 

American  Indian 25  26  33  36  45  45 20  80.0 

Oriental 80  87  96  125  159  186  27    17.0  106  132.5 

Other.. 13,813  14,318  13,184  13,837  17,227  16,784  -443      2.6  2,971  21.6 

GS  5-8:  ~ 

Total _ _.  19,480    21,603    23,826    26,494      27,601      30,793      3,192    11.6    11,313      58.1 

Negro 2,708  3,077  3,467  3,856  4,290  4,837  547  12.8  2,129  78.6 

Spanish-American 264  281  422  447  551  738  187  34.0  474  179.6 

American  Indian 26  24  30  31  35  46  11  31.4  20  76.9 

Oriental 141  139  183  189  249  394  145  58.2  253  179.4 

Other.-.. _ 16,341  18,082  19,724  21,971  22,476  24,778  2,302  10.2  8,437  51.6 

GS  9-12: 
Total 28,893    28,737    28,960    30,436      32,321      32,615  294        .9      3,722      12.9 

Negro 1,144  1,257  1,283  1,457  1,587  1,769  182  11.5  625  54.6 

Spanish-American 332  316  389  450  519  709  190  37.0  377  113.6 

American  Indian 21  27  30  30  34  40  6  18.0  19  90.5 

Oriental... 186  179  203  213  222  299  77  35.0  113  60.8 

Other 27,210  26,958  27,055  28,286  29,959  29.798  -161  .5  2,588  9.5 

GS  13-18: 
Total 9,491      9,839    10,665    11,642      12,037      12,562  525      4.4      3.071      32.4 

Negro... 151  167  218  271  307  353  46  15.0  202  133.8 

Spanish- American 35  38  54  72  88  117  29  33.0  82  234.3 

American  Indian 3  4  5  5  8  9  1  12.5  6  200.0 

Oriental 55  70  67  77  90  102  12  13.3  47  85.5 

Other.... 9,247  9,560  10,321  11,217  11,544  11,981  437  3.8  2,734  29.6 

*The  totals  Include  wage  board  personnel.  Grade  comparisons  are  for  GS  series  only. 
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With  the  hiring  of  a  full-time  EEO  program  analyst  (reviewer  and 
evaluator)  in  fiscal  1975,  greater  direction  in  the  implementation  of 
bureau  affirmative  action  plans  will  be  exercised  at  the  departmental 
level. 

Treasury's  affirmative  action  program  and  plan  system,  completed 
in  November  1972,  comprises  134  affirmative  action  plans  which  are 
designed  to  give  decentralized  implementation  to  the  EEO  program 
and  provide  greater  benefits  to  the  employees  located  in  the  United 
States  and  overseas.  Treasury  and  its  12  bureaus  have  allocated  1,760 
full-time  or  part-time  employees  to  the  EEO  program  for  fiscal  1975 
in  an  effort  to  make  the  program  successful. 

Contract  compliance  program 

The  contract  compliance  program  implements  Treasury's  equal  em- 
ployment opportunity  compliance  responsibility  by  the  Department 
of  Labor  to  insure  that  financial  institutions  have  ongoing  contractual 
relationships  to  eliminate  policies  and  practices  of  employment  dis- 
crimination and  develop  affirmative  action  programs  (Authorities: 
Executive  Order  11246,  as  amended;  41  CFR  60;  41  CFR  10:12:8). 
Each  financial  institution  serving  as  a  Federal  depositar\'  and/or 
issuing  and  paying  agents  of  U.S.  savings  bonds  and  notes  must  in- 
corporate the  equal  opDortunitv  clause  contained  in  section  202  of  the 
Executive  order  in  its  Government  contract. 

Compliance  techniques  include :  Providing  technical  assistance  in- 
formation to  financial  contractors  directly  and  through  their  trade 
associations;  conducting  compliance  reviews  at  financial  institutions 
having  50  or  more  emplovees  as  resources  permit ;  selecting  randomly 
a  number  of  financial  institutions  previously  reviewed  for  purposes  of 
evaluating  their  performance  in  meeting  goals  and  timetables;  con- 
ducting followup  reviews  at  financial  institutions  based  on  a  failure  to 
meet  previous  commitments;  issuing  show  cause  lettei-s  and  conduct- 
ing conciliation  conferences  with  financial  institutions  found  to  be 
discriminating  or  which  have  failed  to  develop  an  acceptable  affirma- 
tive action  program ;  and  invoking  enforcement  action  where  volun- 
tary compliance  cannot  be  achieved. 

Liaison  pro<n'ams  in  the  form  of  conferences,  workshops,  and  semi- 
nars are  ongoing  with  the  American  Bankers  Association,  U.S.  Sav- 
ings and  Loan  T^a.qrue,  and  Stonier  and  Wisconsin  Graduate  Schools 
of  Banking.  Technical  assistance  toward  the  goal  of  compliance  has 
been  rendered  to  the  following  State  Bankers  Associations:  Alabama, 
California,  Colorado,  Florida,  Georgia.  Illinois,  Ty^uisiana,  Massa- 
chusetts, Minnesota,  New  Jersey,  New  York,  Oklalioma,  Pennsylvania, 
Texas,  and  Wisconsin.  In  the  course  of  these  efforts  and  activities,  it 
is  estimated  that  5,000  banks  were  reached  and  30,000  bank  officers 
and  leaders  were  in  attendance. 

Through  a  two-phase  compliance  review  approach,  the  contract  com- 
pliance program  was  able  to  provide  greater  industry  coverage  with 
a  reduced  per  unit  expenditure.  A  svstem  was  implemented  in  accord- 
ance with  Department  of  Labor  Regulations,  Revised  Order  No.  14 
(41  CFR  60:60),  to  desk  audit  the  employment  posture  of  financial 
institutions  prior  to  scheduling  onsite  reviews.  Since  the  beginning 
of  this  fiscal  year,  718  affirmative  action  programs  were  requested  for 
desk  audits,  of  which  341  resulted  in  onsite  compliance  reviews. 
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The  contract  compliance  program  has  had  considerable  success  in 
dealing  with  the  industry,  for  minority  employment  has  almost  tripled 
since  1968.  The  Office  of  Federal  Contract  Compliance,  Department  of 
Labor,  in  a  memorandum  to  heads  of  all  agencies  dated  July  30,  1973, 
states,  ".  .  .  the  banking  industry  has  made  large  gains  from  1967  to 
1970,  and  although  the  rate  slowed  in  1971,  is  expected  to  reach  full 
utilization  in  seven  years." 

In  addition  to  the  Washington  headquarters  office  there  are  four 
regional  locations:  Atlanta,  Chicago,  Houston,  and  Los  Angeles.  In 
each  of  these  offices  there  are  three  professional  equal  employment  op- 
portunity specialists  conducting  onsite  compliance  reviews.  With  these 
offices  in  closer  proximity  to  financial  institutions  under  their  juris- 
diction, it  is  anticipated  that  the  aims  of  the  compliance  program  can 
be  realized  best  at  the  regional  level. 

Funds  were  made  available  to  bring  regional  staff  to  Washington 
for  a  5-day  training  seminar  during  the  week  of  June  17,  1974.  The 
Department  of  the  Treasury  and  Office  of  Federal  Contract  Com- 
pliance policymakers  participated  to  make  clear  current  orders  and 
regiilations. 

During  the  year  a  study  of  the  management  practices  of  the  equal 
opportunity  program  was  conducted.  It  is  expected  that  implementa- 
tion of  the  study  recommendations  will  result  in  a  more  effective  con- 
tract compliance  program  and  improved  management  of  the  program 
in  general. 

In  a  continuing  effort  to  assure  that  banks  are  complying  with  tech- 
nical requirements,  the  Department  receives  from  bank  examiners  of 
the  Comptroller  of  the  Currency,  Federal  Deposit  Insurance  Corpora- 
tion, and  Federal  Reserve  banks  reports  of  deficiencies  found  with 
regard  to  the  filing  of  Federal  equal  employment  opportunity  reports 
and  the  availability  of  written  affirmative  action  programs  whenever 
bank  examinations  are  conducted.  Negative  reports  filed  with  the 
Treasury  Department  are  handled  in  a  manner  that  assures  the  com- 
pliance of  these  two  aspects  usually  within  a  30-day  period  without 
travel,  special  reviews,  etc.  This  cooperative  endeavor  with  the  bank 
examiners  of  the  above-mentioned  group  has  obviated  considerable 
expense  and  requirements  for  additional  staffing. 


FISCAL  SERVICE 

In  its  role  of  providing  leadership  on  technological  research  of  all 
kinds  having  potential  effect  on  one  or  more  major  organizational 
units  of  the  Fiscal  Service,  the  Operations  Planning  and  Research 
Staff  proceeded  with  the  development  of  the  following  major  systems 
activities  during  the  year : 

(1)  A  method  of  paying  recipients  of  all  kinds  of  recurring  Federal 
payments  by  credit  to  their  accounts  in  financial  organizations.  Under 
this  technique,  which  is  optional  to  a  recipient,  payments  first  will 
be  accomplished  by  means  of  individual  checks  drawn  in  favor  of,  and 
mailed  to,  the  financial  organizations  selected  by  the  recipients.  Cur- 
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rent  planning  provides  that  in  the  future  all  of  these  individual  pay- 
ments, estimated  at  from  3  to  5  million  initially,  will  be  transmitted  to 
financial  organizations  by  way  of  electronic  funds  transfers. 

(2)  A  system  under  which  the  flow  of  all  paid  Treasury  checks  will 
be  stopped  at  the  level  of  the  Federal  Reserve  banks.  This  system  will 
substitute  magnetic  tape  and  microfilm  records  for  all  of  the  hundreds 
of  millions  of  individual  checks  which  are  now  shipped  by  the  Federal 
Reserve  banks  to  the  Treasury  for  further  processing,  including  final 
payment,  reconciliation,  and  retention  for  nearly  7  years.  The  individ- 
ual paid  checks  held  by  the  Federal  Reserve  banks  under  this  proce- 
dure would  be  destroyed  after  an  appropriate  interval. 

Bureau  of  Government  Financial  Operations 

On  January  14,  1974,  Secretary  Shultz  announced  a  reorganiza- 
tion of  the  Fiscal  Service  effective  February  1,  1974,  merging  comple- 
mentary operating  functions  of  the  Bureau  of  Accounts  and  tlie  Office 
of  the  Treasurer  of  the  United  States,  forming  a  new  Bureau  of  Gov- 
ernment Financial  Operations. 

The  functions  of  the  Bureau  are  Government-wide  in  scope.  It  pro- 
vides banking  and  related  cash  services  involved  in  the  management 
of  the  Government's  cash  resources;  administers  certain  T".S.  cur- 
rency matters  such  as  directing  the  various  aspects  of  the  issue,  re- 
demption, and  custody  of  Treasury  and  Federal  Reserve  currency,  and 
maintaining  facilities  for  and  overseeing  the  destruction  of  currency 
unfit  for  circulation ;  disburses  by  check,  cash,  or  other  means  of  pay- 
ment for  most  Government  agencies;  settles  claims  involving  loss  or 
forgery  of  Treasury  checks;  manages  the  Government's  central  ac- 
counting and  financial  reporting  system  by  drawing  appropriation 
warrants  and  other  frmding  authorizations,  by  maintaining  a  system  of 
accounts  for  integrating  Treasury  cash  and  funding  operations  with 
the  financial  operations  of  disbursing  and  collecting  officers  and  of 
Government  program  agencies  including  subsystems  for  the  reconcilia- 
tion of  check  and  deposit  transactions,  and  by  compiling  and  publish- 
ing reports  of  budget  results  and  other  Government  financial  opera- 
tions; provides  central  direction  for  various  financial  programs  and 
practices  of  Government  agencies ;  and  directs  a  variety  of  other  fiscal 
activities. 

Government-wide  accounting  and  reporting 

In  January  1974,  a  Treasury  task  force  began  a  deposit-in-transit 
systems  study.  The  objectives  of  the  study  are  to :  (1 )  Revise  the  pro- 
cedures for  reconciling  deposit-in-transit  differences;  and  (2)  rede- 
sign the  certificate  of  deposit  forms  to  facilitate  fuller  utilization  of 
automated  techniques  in  processing  such  forms  in  the  depositary  sys- 
tem and  in  the  Treasury. 

The  simplified  intragovernmental  billing  and  collection  (SIB AC) 
system  was  implemented  on  July  1,  1974,  for  civilian  Government 
agencies  within  the  Treasurv  disbursing  area.  The  scope  of  the  system 
is  presently  limited  to  the  billing  and  payment  of  training  and  investi- 
gative charges  billed  by  the  U.S.  Civil  Service  Commission  office  lo- 
cated in  Washington,  D.C,  and  standard  level  user  charges  for  space 
assignments  billed  by  GSA,  Public  Buildings  Service. 

The  Departments  of  Agriculture  and  Treasury  joint  task  force  com- 
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pleted  their  study  and  recommended  improved  procedures  for  deposit- 
ing and  reporting  proceeds  from  the  sale  of  food  stamps.  The  new  food 
stamp  deposit  system  was  implemented  nationwide  on  January  1, 1974. 

During  the  year  procedures  were  prescribed  in  the  Treasury  Fiscal 
Requirements  Manual  for  Government  agencies  concerning:  (1)  fis- 
cal yearend  closing  operations  under  Treasury  Department  Circular 
965,  Revised;  (2)  State  tax  agreements ;  (3)  an  experimental  program 
to  permit  voluntary  withholding  of  city  income  taxes;  (4)  reporting 
revenues  and  expenditures  on  the  accrual  basis;  (5)  payrolls,  deduc- 
tions, and  withholdings;  (6)  check-issue  disbursing  procedures;  (7) 
requirements  for  social  security  account  numbers  on  savings  bonds; 
(8)  instructions  for  making  the  retroactive  salary  payments  authorized 
under  Executive  Order  11777;  and  (9)  payments  of  net  pay  to  finan- 
cial organizations  and  remitting  allotments  of  pay  for  savings  ac- 
counts to  financial  organizations. 

Publication  dates  were  further  accelerated  for  major  Government- 
wide  financial  reports  including  the  yearend  Monthly  Statement  of 
Receipts  and  Outlays  of  the  U.S.  Government,  the  Combined  State- 
ment of  Receipts,  Expenditures  and  Balances  of  the  U.S.  Government, 
the  Annual  Report  of  the  Secretary  of  the  Treasury  on  the  State  of 
the  Finances,  the  Statistical  Appendix  to  the  Annual  Report,  and  the 
report  on  Federal  Aid  to  States. 

Beginning  July  1,  1974,  the  Daily  Statement  of  the  United  States 
Treasury  will  be  published  in  a  new  format.  The  new  format  is  de- 
signed to  disclose  the  U.S.  Treasury's  daily  cash  and  debt  operations 
in  the  manner  most  useful  to  analysts  in  the  financial  community  and 
the  general  public,  and  will  be  released  within  2  days  of  the  date  of 
activity  instead  of  3.  Some  salient  features  of  the  new  format  are :  (1) 
All  information  represents  activity  wTiich  took  place  on  the  date  of 
the  statement;  (2)  activities  at  Federal  Reserve  banks,  tax  and  loan 
depositaries,  and  other  demand  account  depositaries  are  shown  sep- 
arately; (3)  significant  one-time  or  intermittent  transactions  are  iden- 
tified and  reported  as  they  occur;  (4)  transactions  in  nonmarketable 
securities  issued  to  foreign  governments  are  reported  separately ;  and 
(5)  tax  and  loan  account  activity  bv  size  categorv  of  banks  is  shown 
separately.  It  is  expected  that  classifications  will  be  refined  and  ex- 
panded as  accounting  and  reporting  techniques  are  improved. 

During  the  past  fiscal  year,  the  issuance  of  checks  under  special 
funded  checking  symbols  for  reclamation  payments  due  to  check 
forgeries  and  Public  Debt  registered  interest  payments  on  U.S. 
savings  bonds,  series  H,  were  converted  to  the  regular  Treasury 
check-issuance  procedures  of  the  Division  of  Disbursement. 

A  joint  Fiscal  Service  project  was  begun  early  in  the  year  to  review 
current  methods  for  handling  certain  Government-sponsored  agencies' 
transactions  within  the  U.S.  Treasury  account  and  the  use  of  Treasury 
and  Federal  Reserve  bank  facilities.  The  first  phase  of  the  project, 
completed  July  1,  1974,  involved  removing  the  transactions  of  pri- 
vately owned  Government-sponsored  ae-encies  from  the  U.S.  Treasury 
account.  The  agencies  involved  were  the  Federal  National  Mortgage 
Association,  Federal  home  loan  banks.  Federal  Home  Doan  Mortgage 
Corporation,  Federal  intermediate  credit  banks,  Federal  land  banks, 
and  banks  for  cooperatives.  The  transactions  related  to  debt  issuance 
(including  redemption  of  short-term  discount  notes),  investments, 
and  other  fund  transfers  of  these  agencies.  The  next  phase  of  this 
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project  will  be  the  elimination  of  Treasury  special  a^ent  accounts 
maintained  for  redemption  of  securities  and  related  pa\Tnents  of 
interest  for  the  above  aarencies'  securities.  It  is  anticipated  that  this 
will  be  accomplished  during  fiscal  1975. 

Assets  and  liabilities  in  the  account  of  the  U.S.  Treasury 

A  table  appears  in  the  Statistical  Appendix  showing  the  balances 
at  the  close  of  fiscal  years  197o  and  1074  of  those  assets  and  liabilities 
of  the  United  States  which  have  traditionally  comprised  the  "Account 
of  the  Treasurer  of  the  United  States."  This  account  designation 
was  changed  effective  February  1,  1974.  to  "Account  of  the  United 
States  Treasury"  by  notice  in  the  Federal  Kegister  of  January  31, 
1974.  However,  the  assets  and  liabilities  involved  were  still  separately 
accounted  for  at  the  close  of  fiscal  1974,  pending  completion  of  a  major 
systems  review.  They  consist  of  gold  bullion,  coin,  coinage  metal, 
paper  currency,  deposits  in  Federal  Ecserve  banks,  and  der>osits  in 
commercial  banks  designated  as  Government  depositaries.  Balances 
mentioned  herein  are  on  the  daily  Treasury'  statement  basis  and  may 
differ  from  those  in  table  53  in  the  Statistical  Appendix  which  is  on  a 
final  accounting  basis. 

Gold. — The  Treasury's  gold  stock  changed  only  slightly  during 
fiscal  1974  in  terms  of  the  number  of  fine  troy  ounces  held.  However, 
the  dollar  value  increased  $1,156.7  million  due  to  revaluation  from  $38 
to  $42.2222  per  fine  troy  ounce  unrler  the  provisions  of  Public  Law 
93-110.  approved  September  21.  1973.^  The  revaluation  was  effected 
on  October  18,  1973,  simultaneously  at  all  locations  where  gold  was 
held.  The  dollar  value  was  $10,410.2  million  at  the  beginning  of  the 
year,  $10,410.3  million  before  revaluation,  $11,567.0  million  on 
October  18, 1973,  and  $11,566.8  million  at  yearend. 

Coinaqe  metal. — Stocks  of  coinaire  metal  stood  at  $320.9  million  at 
the  beginning  of  fiscal  1974  and  at  $418.3  million  as  the  year  ended. 
Such  stocks  include  silver,  copper,  nickel,  zinc,  and  alloys  of  these 
metals  which  are  not  yet  in  the  form  of  finished  coins. 

Balaneea  with  depositaries. — The  number  of  depositaries  of  each 
type  and  the  balances  on  June  30.  1974,  on  the  daily  Treasury  state- 
ment basis,  are  shown  in  the  following  table : 

Number  of         Deposits  to  the 
accounts  with         credit  of  the 
depositaries '       U.S.  Treasury 
June  30, 1974 

Federal  Reserve  banks  and  branches - 

Other  depositaries  reporting  directly  to  the  Treasury: 

Special  demand  accoimts -- 

Other: 

Domestic 

Foreign  '.. 

Depositaries  reporting  through  Federal  Reserve  banks: 

General  depo.sitaries,  etc 

Special  depositaries,  Treasury  tax  and  loan  accounts 

Total 

'  Includes  only  depositaries  having  balances  with  the  U.S.  Treasury  June  30,  1974.  Excludes  depositaries 
designated  to  furnish  official  checking  account  facilities  or  other  .■services  to  Government  officers,  but  which 
are  not  authorized  to  maintain  accounts  with  the  Treasury.  Banking  institutions  designated  as  general 
depositaries  are  frequently  also  designated  as  special  depositaries,  hence  the  total  number  of  accotuits  exceeds 
the  number  of  institutions  involved. 

» Includes  checks  for  $276,  40,897  In  process  of  collection. 

«  Principally  branches  of  U.S.  banks  and  of  the  American  Express  International  Banking  Corp. 


36 

»  $3, 195. 127.  980 

11 

88.466.000 

20 
46 

20, 037. 617 
22.879.366 

2.030 

77, 642, 470 

13, 601 

6,151,874.410 

16. 743 

9, 666. 026. 732 

1  See  exhibit  36. 
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Receiving  and  disbursing  public  moneys 

Government  oflScers  deposit  moneys  which  they  have  collected  to  the 
credit  of  the  U.S.  Treasury.  Such  deposits  may  be  made  with  the  Bu- 
reau of  Government  Financial  Operations  in  Washington,  D.C,  or  at 
Federal  Reserve  banks,  or  at  designated  Government  depositaries, 
domestic  or  foreign.  Certain  taxes  are  also  deposited  directly  by  the 
employers  or  manufacturers  who  withhold  or  pay  them.  All  payments 
are  withdrawn  from  the  U.S.  Treasury's  account.  Moneys  deposited 
and  withdrawn  in  the  fiscal  years  1973  and  1974,  exclusive  of  certain 
intragovemmental  transactions,  are  shown  in  the  following  table  on 
the  daily  Treasury  statement  basis : 

Deposits,  withdrawals,  and  balances  in  the  U.S.  Treasury's  account  1973  1974 

Balance  at  beginning  of  fiscal  year $11,309,647,071       $13,741,306,873 

Cash  deposits: 

Internal  revenue,  customs,  trust  fund,  and  other  collections 253, 206, 887, 142       290, 624, 801, 041 

Public  debt  receipts!. 497,556,263,758       528,050,041,186 

Less: 
Accruals  on  savings  bonds  and  notes,  retirement  plan  bonds, 

and  Treasury  bills 8,236,440,346         11,374,887,297 

Purchases  by  Government  agencies  2 137,503,631,324       158,358,355,980 

Sales  of  securities  of  Government  agencies  in  market  2 28,057,892,802         37,468,971,141 

Total  deposits 633,080,977,032        686,410,570,091 

Cash  withdrawals: 

Budget  and  trust  accounts,  etc 276,735,923,600  301,747,669,402 

Public  debt  redemptions  1 466,675,124,386  511,131,830,766 

Less: 

Redemptions  included  in  budget  and  trust  accounts 5, 693, 504, 307  8, 920, 783, 173 

Redemptions  by  Government  agencies  2... 125,044,047,256  142,091,330,136 

Redemptions  of  securities  of  Government  agencies  in  market  2 20, 341, 007, 521  24, 207, 161, 479 

Total  withdrawals 633,014,503,944       686,074,548,338 

Change  in  clearing  accoimts  (checks  outstanding,  deposits  in  transit, 
unclassified  transactions,  etc.) ,  net  deposits,  or  withdrawals  (— ) 2, 365, 186, 714       —3, 725, 338, 138 

Balance  at  close  of  fiscal  year 13,741,306,873         10,351,990,487 

'  For  details  see  Statistical  Appendix. 

2  "Government  agencies,"  as  here  used,  includes  certain  enterprises  which  have  been  converted  to  pri- 
vate ownership. 

The  number  of  checks  paid  by  categories  of  disbursing  officers  dur- 
ing fiscal  1973  and  1974  follow : 

Number  of  checks  paid 
Disbursing  officers 


1973  1974 


Treasury 620,053,169  575,542,273 

Air  Force 28,404,826  28,028,170 

Army 36,665,847  36,787,486 

Navy 35,767,193  36,565,814 

other... 29,887,097  33,145,317 

Total 650,778,132  708,069,060 

Investments 

The  Secretary  of  the  Treasury,  under  specific  provisions  of  law,  is 
responsible  for  investing  various  Government  trust  funds.  The  Depart- 
ment also  furnishes  investment  services  for  other  funds  of  Government 
agencies.  At  the  end  of  fiscal  1974,  Government  trust  funds  and  ac- 
counts held  public  debt  securities  (including  special  securities  issued 
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for  purchase  by  the  major  trust  funds  as  authorized  by  law),  Govern- 
ment agency  securities,  and  securities  of  privately  owned  Government- 
sponsored  enterprises.  See  the  Statistical  Appendix  for  table  showing 
the  investment  holdings  by  Government  agencies  and  accounts. 

Servicing  securities  for  Federal  agencies  and  Governme.nt-S'ponsored 
enterprises. — In  accordance  with  agreements  between  the  Secretary 
of  the  Treasury  and  tiie  enterprises  listed  below,  the  U.S.  Treasury  acts 
as  special  agent  for  the  payment  of  principal  and  interest  on  their 
securities.  A  comparison  of  these  pavments  during  fiscal  years  1973 
and  1974,  on  the  daily  Treasury  statement  basis,  is  as  follows : 

1973  1974 

Pajmient  made  for— 


Principal  Interest  Principal  Interest 

redeemed  paid  redeemed  paid 


Banks  for  cooneratives $3,708,695,000  $95,898,133    $5,229,635,000  $2(M,238,02 

District  of  Columbia  Armory  Board 770,259 818,03 

Export -Import  Bank  of  the  United  States.        402, 158, 721  77,  875. 366         150.  602, 154  140, 490.  55 

Federal  home  loan  banks 2,111,331,000  493,303,838      4,103,878,000  923,016,33 

Federal  Home  Loan  Mortgage  Corpora- 
tion         175,825,000  66,a52,353          151,100,000  110,278,500 

Federal  Housing  Administration 86,426,000  20,752,285           61,651,400  19.989,382 

Federal  intermediate  credit  bankr 6, 520, 995. 000  311, 597, 393      7, 213. 820. 000  438. 828. 191 

Federal  land  banks 2.373.510.500  504.705.990      2.618,733,400  618,795,279 

Federal  National  Mortgage  Association ...    2,  945, 583, 000  1, 086, 926, 620     3, 407, 723, 000  1, 135, 304. 787 
Government  National  Mortgage  Associa- 
tion         374,865,000  112,932,962          111,070,000  166,775,664 

Student  Loan  Marketing  Association 250,000,000 

Tennessee  Valley  Authority -..        940,000,000 1,158,941,000 

U.S.  Postal  Service 8,522,601  17,199,533 

Washington   Metropolitan   Area  Transit 

Authority 4,098.950 38,363,609 

others 143,300  12,351                 187,525  6,087 

Total - 19,639,532,521  2,783,449,100    24,457,341,479  3,814,103,985 


Disbursements  and  check  claims 

During  fiscal  1974.  a  total  of  586.7  million  checks  and  savings  bonds 
were  issued  by  the  11  disbursing  offices  under  Treasury's  centralized 
disbursing  system  at  an  average  cost  of  $0.0316  in  payment  of  vouchers 
certified  by  1,300  civilian  offices.  Over  98  percent  of  these  payment 
items  were  produced  by  computers.  In  addition,  113.7  million  com- 
puter-generated Federal  tax  deposit  forms  were  produced. 

The  use  of  computer  systems  in  the  disbursing  offices  to  perform  a 
wide  range  of  activities  again  resulted  in  increased  employee  produc- 
tivity and  permitted  the  Division  of  Disbursement  to  provide  a  variety 
of  services  benefiting  Government  agencies  and  the  general  public. 
Several  small  Government  agency  offices  continued  to  receive  auto- 
mated payroll  accounting  services  provided  by  the  disbursing  offices. 

Following  are  the  significant  achievements  during  fiscal  1974 : 

1.  The  optical  character  recognition  (OCR)  system,  installed  in  the 
Washington  Disbursing  Center  in  June  1973.  has  been  operational  for 
1  full  year.  Approval  was  obtained  for  acquisition  and  installation  of 
OCR  systems  for  the  Denver  Disbursing  Center  in  October  1974  and 
for  the  Chicago  Disbursing  Center  in  January  1975.  The  OCR  equip- 
ment reads  and  converts  typed  voucher  schedule  payment  data  onto 
magnetic  tape  for  computer  input,  expediting  preparation  of  checks 
and  reducing  operating  costs.  Present  plans  are  to  combine  miscel- 
laneous payment  workloads  of  eight  disbursing  offices  into  three  OCR 
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processing  disbursing  centers.  Annual  savings  of  $544,000  are  antici- 
pated from  the  OCR  payment  system  application. 

2.  The  prototype  check-wrapping  system,  in  operation  for  16 
months  in  the  Philadelphia  Disbursing  Center,  manufactures  an  enve- 
lope from  a  roll  of  paper  while  simultaneously  inserting  a  check  and 
as  many  as  three  separate  enclosures.  Over  sustained  periods  of  opera- 
tion, the  system  manufactures  envelopes  at  a  rate  of  7.5  million  per 
month.  A  total  of  13  check- wrapping  systems  will  be  installed  in  6  dis- 
bursing offices  by  the  end  of  fiscal  1976.  Estimated  annual  savings  of 
$1.5  million  are  projected. 

3.  The  supplemental  security  income  program  went  into  effect  Janu- 
ary 1,  1974.  This  program  involves  welfare  payments  to  the  aged, 
blind,  and  disabled  which  were  formerly  made  by  State  agencies. 
Checks  issued  and  paid  under  this  program  receive  special  handling  in 
all  areas  of  the  Bureau  and  in  the  Federal  Reserve  banks.  This  special 
handling  expedites  the  processing  of  claims  and  the  authorization  for 
the  issuance  of  substitute  checks.  During  the  last  half  of  fiscal  1974 
approximately  25.9  million  checks  were  processed.  This  volume  is 
expected  to  increase  to  60  million  yearly. 

4.  Third-generation  computer  systems  were  installed  in  the  Chicago 
and  Birmingham  Disbursing  Centere  in  September  1973  and  in  the 
San  Francisco  Disbursing  Center  in  November  1973.  These  svstems, 
in  addition  to  the  ones  previously  obtained  for  the  Austin,  Kansas 
City,  and  Philadelphia  Disbursing  Centers,  provide  the  Division  of 
Disbursement  with  a  greater  capacity  to  meet  the  yearly  increases  in 
check  production  and  to  establish  and  maintain  a  rapid  check  claims 
research  under  a  computer  application. 

5.  The  Kansas  City  Disbursing  Center  moved  into  new  quarters  on 
January  7,  1974.  This  is  the  third  modern  facility  designed  and  con- 
structed specifically  for  disbursing  operations. 

6.  More  agencies  automated  their  accounts  payable  and  submitted 
magnetic  tapes  to  disbursing  offices  for  the  issuance  of  vendor  and 
miscellaneous  payments.  The  computer-generated  notices  that  accom- 
pany many  of  the  checks  provide  the  recipients  with  a  permanent  rec- 
ord of  the  purpose  for  the  check.  Use  of  the  notice  has  obviated  agency 
and  disbursing  office  handling  of  large  quantities  of  various  size  paper 
inserts  and  has  reduced  inquiries  concerning  the  purpose  for  the 
payments. 

7.  Computers  were  utilized  to  establish  an  automated  check  claims 
research  system  in  five  disbursing  centers  such  as  had  been  developed 
in  the  Chicago  Disbursing  Center  in  fiscal  1973.  All  Social  Security 
Administration  and  the  supplemental  security  income  payment  claims 
and  returned-check  information  are  processed  by  computer  which  has 
served  to  increase  claims-handling  efficiency  and  accuracy  as  well  as 
reduce  man-hour  requirements.  Plans  for  fiscal  1975  are  to  expand  the 
computer  claims  system  to  Veterans  Administration  payments  and  to 
implement  a  pilot  program  whereby  claims  for  supplemental  security 
income  payments  will  be  processed  under  a  complete  computer  tape 
system  for  the  issuance  of  substitute  checks. 

8.  Commencing  July  1,  1974,  the  accounting  for  foreign  disbursing 
was  computerized.  This  entails  computer  preparation  of  the  monthly 
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statement  of  transactions  as  well  as  a  monthly  detailed  listinor  of  all 
transactions,  disbursements  and  collections,  for  28  South  American 
and  Caribbean  posts  processed  by  the  "Washinorton  Disbursing  Center. 
The  computerized  accounting  system  eliminates  certain  mechanical 
and  manual  operations  with  resultant  savings  in  man-hour  costs. 

The  folloAving  table  is  a  comparison  of  disbursing  workloads  for 
fiscal  years  1973  and  1974. 


Classification 


Volume 


1973 


Operations  financed  by  appropriated  funds: 

Social  security  benefits 309,679,143  324,627.344 

Supplemental  security  income  program 25,862,646 

Veterans  benefits.- 78,393,185  78,928,491 

Income  tax  refunds 63,410,752  66,009,233 

Veterans  national  service  life  insurance  dividends  program 1, 742, 327  2, 870, 966 

Other.... 62,084,181  66,116,179 

Savlnps  bonds 7,668,633  7,643.271 

Adjustments  and  transfers 299, 109  299, 164 

623, 167, 230  671, 367, 193 

Opeiations  financed  by  reimbursements: 

Railroad  Retirement  Board 14,086,444  13,968,671 

Bureau  of  the  PubUc  Debt  (General  Electric  Co.  bond  program) 1,070,622  1,409,201 

Total  workload— reimbursable  items 16, 166, 966  16, 377. 872 

Total  workload.. 638,323,196  586,736,065 


Settling  check  claims. — During  fiscal  1974.  the  Division  of  Check 
Claims  processed  1,055,000  requests  to  stop  payment  on  Government 
checks  and  98,000  requests  for  removal  of  stoppage  of  payments.  This 
resulted  in  439,000  paid  check  claims  acted  upon  during  the  year, 
including  47,000  referred  to  the  U.S.  Secret  Service  for  investigation 
because  of  forgery,  alteration,  counterfeiting,  or  fraudulent  issuance 
and  negotiation.  Reclamation  was  requested  from  those  having  liabil- 
ity to  the  United  States  on  71,000  checks.  During  the  year  46,000  paid 
check  claims  resulted  in  settlement  checks  to  payees  and  endorsers 
totaling  $12.2  million,  and  48.000  claims  resulted  in  payments  to  other 
agencies  of  $4  million  for  death  and  nonentitlement  cases.  In  addition, 
218,000  substitute  checks  valued  at  $93  million  were  authorized  to 
replace  checks  that  were  lost,  stolen,  destroyed,  or  not  received. 

A  major  improvement  project  is  underway  to  further  automate 
check  claims  operations  for  third-generation  computers.  During  fiscal 
1974,  the  Division  of  Check  Claims  was  furnished  immediate  access 
via  remote  terminals  to  Treasury  check  stop,  intercept,  cancellation, 
and  withdrawal  transactions  that  have  been  processed  since  1972 
through  the  electronic  payment  and  reconciliation  system.  The  time 
required  for  a  complete  turnover  of  the  paid-check  file  and  reporting 
check  status  has  been  reduced  from  once  every  4  work  days  to  once 
every  2  work  days.  These  improvements  expedite  the  processing  time 
of  a  check  claim.  Additional  progress  is  expected  to  be  reported  next 
year. 
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Banking  and  cash  management 

Federal  depositary  system. — The  types  of  depositary  services  pro- 
vided and  the  number  of  depositaries  for  each  of  the  authorized  serv- 
ices as  of  June  30,  1973  and  1974,  are  shown  in  the  following  table: 

Type  of  service  provided  by  depositaries  1973  1974 

Receive  deposits  from  taxpayers  and  purchasers  of  public  debt  securities  for 
credit  in  Treasury  tax  and  loan  accounts 13,283  13,601 

Receive  deposits  from  Government  officers  for  credit  in  Treasury's  general 
accounts 1,158  979 

Maintain  checking  accounts  for  Government  disbursing  oflB-cers  and  for  quasi- 
public  funds 7,561  7,369 

Furnish  bank  drafts  to  Government  officers  in  exchange  for  collections.. 908  1, 200 

Maintain  State  unemployment  compensation  benefit  payment  and  clearing 
accounts 48  47 

Operate  limited  banking  facilities: 

In  the  United  States  and  its  outlying  areas 210  209 

In  foreign  areas 231  241 

Collecting  checks  deposited. — Government  offices  during  the  year 
deposited  7.0  million  commercial  checks,  drafts,  money  orders,  etc., 
with  the  Cash  Services  Division  in  Washington  for  collection. 

Processing  Federal  tax  deposits. — Under  provisions  of  Treasury 
Department  Circular  No.  1079,  tax  withholders  and  certain  taxpayers 
are  supplied  with  partially  punched  cards  which  they  forward  to 
their  banks  with  their  tax  payments.  The  cards  are  then  routed  to 
Federal  Reserve  banks  which  complete  the  punching  and  forward 
them  to  the  Treasury  in  Washington.  The  Bureau  of  Government 
Financial  Operations  enters  the  data  from  the  cards  on  magnetic  tapes 
which  are  furnished  to  the  Internal  Revenue  Service  for  reconciliation 
with  taxpayers'  returns.  This  procedure  obviates  any  handling  of  tax 
remittances  in  the  Department  and  expedites  the  crediting  of  tax 
payments  in  the  Treasury's  account. 

The  types  of  tax  payments  which  are  collected  in  this  manner  include 
withheld  individual  income  and  social  security  taxes,  corporation 
income  taxes,  certain  excise  taxes,  railroad  retirement  taxes,  and  Fed- 
eral unemployment  taxes.  Collections  received  under  this  procedure 
in  fiscal  1974  totaled  $203,002.9  million  and  required  the  processing  of 

42.4  million  cards,  compared  with  $184,041.0  million  collected  and 

38.5  million  cards  processed  in  the  previous  year.  The  following  table 
shows  the  volume  of  deposits  processed  by  Federal  Reserve  banks  for 
fiscal  years  1960-74. 

Individual          Railroad  Federal  Corporate 

Fiscal  year            income  and  retirement  excise  income         Unemploy-          Total 

social  security         taxes  taxes  taxes  ment  taxes 
taxes 

I960 9,469,057  10,625  598,881 - 10,078,563 

1961 9,908,068  10,724  618,971  10,537,763 

1962 10,477,119  10,262  610,026 11,097,407 

1963 11,161,897  9,937  619,519 11,791,353 

1964 11,729,243  9,911  633,437 12,372,591 

1966 12,012,385  9,859  644,753 12,666,997 

1966 12,518,436  9,986  259,952 12,788,374 

1967 15,007,304  10,551  236,538               22,783 15,277,176 

1968 17,412,921  14,596  233,083             394,792 18,055,392 

1969 23,939,080  12,479  272,048          1,297,052 25.520,659 

1970. 26,612,484  11,622  296,487  1,235,452             192,905  28,318,950 

1971 28,714,587  12,367  323,730  1,249,034             956,201  31,255,919 

1972 32,336,751  15,080  364,556  1,309,668          1,403,527  35,435,582 

1973 34,606,495  11,202  398,624  1,495,260          1,978,266  38,489,847 

1974 37,755,332  10,360  452,796  1,803,689          2,340,052  42,362,22a 

Note.— Comparable  data  for  1944-69  will  be  found  in  the  1962  Annual  Report,  p.  141. 
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Paying  grants  through  letters  of  credit. — Treasury  Department 
Circular  No.  1075,  dated  May  28,  1964,  established  a  procedure  to 
preclude  withdrawals  from  the  Treasury  any  sooner  than  necessary 
in  cases  where  Federal  programs  are  financed  by  fjrants  or  other 
payments  to  State  or  local  ofovernments  or  to  educational  or  other 
institutions.  Under  this  procedure.  Government  departments  and 
agencies  issue  letters  of  credit  to  Federal  Reserve  banks  which  permit 
grantees  to  make  withdrawals  from  the  Account  of  the  Treasury-  of 
the  United  States  as  they  need  funds  to  accomplish  the  object  for 
wliich  a  grant  has  l:)een  awarded. 

By  the  close  of  fiscal  1974,  89  Government  agency  accounting  sta- 
tions were  making  disbureements  through  letters  of  credit.  During 
the  year  the  Bureau  of  Government  Financial  Operations  processed 
81,408  withdrawal  transactions  aggregating  $88,640  million  compared 
with  83,953  transactions  totaling  $35,802  million  in  fiscal  1973. 

In  addition,  the  letter  of  credit-Treasurv  RDO  system  was  intro- 
duced this  year  with  two  agencies  on  a  test  basis.  Tn  this  system  agen- 
cies issue  letters  of  credit  to  Treasury  regional  disbui'sing  offices  where 
payments  are  made  by  Treasury-  check  upon  receipt  of  requests  from 
grantees.  The  requests  consist  of  brief  status  of  funds  reports  which 
enable  the  agencies  and  the  Treasury  to  review,  on  a  more  current 
basis,  each  grantee's  need  for  funds. 

Issuing  and  redeeming  paper  currency. — The  Treasure'  is  required 
by  law  (31  U.S.C.  404)  to  issue  U.S.  notes  in  amounts  equal  to  those 
redeemed.  Tn  order  to  comply  with  this  requirement  in  the  most  eco- 
nomical manner,  U.S.  notes  are  issued  only  in  the  $100  denomination 
in  the  Washington,  D.C.,  area.  In  the  course  of  trade,  they  also  appear 
in  other  areas  of  the  country.  U.S.  notes  represent  only  a  xQvy  small 
percentage  of  the  paper  currency  in  circulation. 

Federal  Reserve  notes  constitute  approximately  99  percent  of  the 
total  amount  of  currency.  The  Bureau  of  Engraving  and  Printing 
prints  these  notes,  holds  them  in  a  reserve  vault  for  the  account  of  the 
Comptroller  of  the  Currency,  and  ships  them  to  Federal  Reser\-e 
banks  as  needed. 

The  Bureau  of  Government  Financial  Operations  accounts  for  Fed- 
eral Reserve  notes  from  the  time  they  are  delivered  by  the  Bureau 
of  Engra\nng  and  Printing  until  redeemed  and  destroyed. 

The  Bureau  also  retires  unfit  paper  currency  of  all  tvix's  received 
locally  and  from  Government  officers  abroad,  and  handles  all  claims 
involving  burned  or  mutilated  currency.  During  fiscal  1974,  payments 
totaling  $6.1  million  were  made  to  50,477  such  claimants. 

A  comparison  of  the  amounts  of  paper  currency  of  all  classes,  issued, 
redeemed,  and  outstanding  during  fiscal  years  1973  and  1974  follows : 


Fiscal  year  1973  Fiscal  year  1974 


Pieces  Amount  Pieces  Amount 


Outstanding:  July  1... 5,998,247,159  $58,901,971,440  6,2.58,373,459  $64,266,738,143 

Issues  during  year 2,868,515.604  10,307.7.52,400  2,940.621,243  21.174,514.100 

Redemptions  during  year 2,608,389.304  13,942,985,697  2,723,701,821  15,341,196,880 

Outstanding  June  30 6,258,373,459  64,266,738,143  6,475,292,881  70,100,055,363 
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Details  of  the  issues  and  redemptions  for  fiscal  1974  and  of  the 
amounts  outstanding  at  the  end  of  the  year  are  given  by  class  of  cur- 
rency and  by  denomination  in  a  table  in  the  Statistical  Appendix. 
Other  tables  in  that  volume  give  further  information  on  the  stock  and 
circulation  of  money  in  the  United  States. 

Methods  of  destroying  unfit  currency. — For  the  past  several  years, 
the  Treasury  has  been  looking  for  ways  of  destroying  unfit  currency 
which  are  more  ecologically  clean  than  the  retort  type  incinerators  now 
in  general  use  by  most  of  the  Federal  Reserve  banks  and  the  Treasury. 
During  the  fiscal  year,  six  separate  tests  were  made  on  other  kinds  of 
equipment  and  three  other  tests  were  made  on  cleaner  types  of 
incinerators. 

Of  the  36  places  where  unfit  currency  is  now  being  destroyed,  five 
are  using  hammermills  which  cause  no  environmental  problems  and 
provide  residue  which  can  be  recycled  into  other  uses.  Unlike  ham- 
mermills, the  other  alternative  methods  that  have  been  tested  require 
much  developmental  work  before  they  can  be  adapted  to  currency 
destruction.  They  also  would  be  considerably  more  expensive  than 
incineration. 

Because  of  the  urgent  need  in  some  places  to  replace  incinerators, 
the  Treasury  has  permitted,  until  better  techniques  are  available,  the 
acquisition  of  new  incinerators  to  destroy  currency,  provided  that  they 
meet  all  local  air  quality  requirements. 

Miscellaneous  fiscal  activities 

Auditing. — During  fiscal  1974,  the  Audit  Staff  conducted  71  finan- 
cial, compliance,  and  operational  audits  of  the  various  Bureau  activi- 
ties. In  addition,  visits  were  made  to  all  Federal  Reserve  banks  and 
branches  to  review  operations  pertaining  to  canceling,  verifying,  and 
destroying  unfit  paper  currency  Also,  management  surveys  and  opera- 
tional reviews  in  selected  disbursing  areas  were  performed  at  six 
regional  offices. 

Also  completed  was  the  annual  examination  of  the  financial  state- 
ments and  related  supporting  data  of  surety  companies  holding  Cer- 
tificates of  Authority  as  acceptable  sureties  on  bonds  running  in  favor 
of  the  United  States  (6  U.S.C.  8) .  Certificates  are  renewable  each  July 
1,  and  a  list  of  approved  companies  (Department  Circular  570,  Re- 
vised) is  published  annually  in  the  Federal  Register  for  the  informa- 
tion of  Federal  bond-approving  officers  and  persons  required  to  give 
bonds  to  the  United  States.  As  of  June  30,  1974,  a  total  of  286  com- 
panies held  certificates. 

Loans  hy  the  Treasury. — ^^The  Bureau  administers  loan  agreements 
with  those  corporations  and  agencies  that  have  authority  to  borrow 
from  the  Treasury.  See  the  Statistical  Appendix  for  tables  showing 
the  status  of  Treasury  loans  to  Government  corporations  and  agencies 
as  of  June  30, 1974. 

Defense  Production  Act. — Loans  outstanding  were  reduced  from 
$5.6  to  $1.9  million  during  fiscal  1974.  Further  transfers  of  $2.3  million 
were  made  to  the  account  of  the  General  Services  Administration  from 
the  net  earnings  accumulated  since  inception  of  the  program,  bringing 
the  total  of  these  transfers  to  $35.1  million. 

Liquidation  of  Reconstruction  Finance  Cor'poration  assets. — The 
Secretary  of  the  Treasury's  responsibilities  in  the  liquidation  of  RFC 


ADMINISTRATIVE    REPORTS  129 

assets  relate  to  completing  the  liquidation  of  business  loans  and  securi- 
ties with  individual  balances  of  $250,000  or  more  as  of  June  30,  1957, 
and  securities  of  and  loans  to  railroads  and  financial  institutions.  Net 
income  and  proceeds  of  liquidation  amounting  to  $57  million  have 
been  paid  into  Treasury  as  miscellaneous  receipts  since  July  1,  1957. 
Total  unliquidated  assets  as  of  June  30,  1974,  had  a  gross  book  value 
of  $6  million. 

Liquidation  of  Postal  Savings  System. — Effective  July  1,  1967, 
pursuant  to  the  act  of  March  28, 1966,  the  unpaid  deposits  of  the  Postal 
Savings  System  were  required  to  be  transferred  to  the  Secretary  of 
the  Treasury  for  liquidation  purposes.  As  of  June  30,  1970,  a  total 
amount  of  $65,139,269.29  representing  principal  and  accrued  interest 
on  deposits  had  been  transferred  for  payment  of  depositor  accounts. 
All  deposits  are  held  in  trust  by  the  Secretary  pending  pro|>er  applica- 
tion for  payment.  Through  fiscal  1974.  payments  totaling  $57,281,- 
015.97  had  been  made  including  $518,876.50  during  fiscal  1974. 

Public  Law  92-117,  approved  August  13,  1971,  provided  for  the 
periodic  pro  rata  distribution  among  the  50  States,  the  District  of 
Columbia,  Puerto  Rico,  the  Virgin  Islands,  and  Guam  of  the  available 
amounts  of  unclaimed  Postal  Savings  deposits.  A  distribution  of  un- 
claimed Postal  Savings  System  funds  was  not  made  to  the  States  and 
other  jurisdictions  for  fiscal  1974  due  to  the  increased  amount  of  pay- 
ments being  made  to  rightful  owners. 

Government  losses  in  shipment. — Claims  totaling  $415,966.85  were 
paid  from  the  fund  established  by  the  Government  Losses  in  Ship- 
ment Act,  as  amended  (40  U.S.C.  722).  Details  of  operations  under 
this  act  are  shown  in  the  Statistical  Appendix. 

Donations  and  contt^hutions. — During  the  year,  the  Bureau  of  Gov- 
ernment Financial  Operations  received  "conscience  fund"  contribu- 
tions totaling  $44,165  and  other  unconditional  donations  totaling 
$1,580,742.  Other  Government  agencies  received  conscience  fund  con- 
tributions and  unconditional  donations  amounting  to  $7,841.59  and 
$42,801,  respectively.  Conditional  gifts  to  furtlier  the  defense  effort 
amounted  to  $6,255.  Gifts  of  money  and  the  proceeds  of  real  or  per- 
sonal property  donated  in  fiscal  1974  for  reducing  the  public  debt 
amounted  to  $417, 993. 

Foreign  indebtedness 

World  War  I. — The  Governments  of  Finland  and  Greece  made 
payments  during  fiscal  1974  of  $352,585  and  $328,898.02,  respectively. 
For  status  of  World  War  I  indebtedness  to  the  United  States,  see 
the  Statistical  Appendix. 

Credit  to  the  United  Kingdom. — The  Government  of  the  United 
Kingdom  made  a  principal  payment  of  $68.6  million  and  an  interest 
payment  of  $61.8  million  on  December  31,  1973,  under  the  Financial 
Aid  Agreement  of  December  6,  1945,  as  amended  March  6,  1957. 
The  interest  payment  included  $10.9  million  representing  interest 
on  principal  and  interest  installments  previously  deferred.  Through 
June  30,  1974,  cumulative  payments  totaled  $2,249.9  million,  of  which 
$1,260.7  million  was  interest.  x\  principal  balance  of  $2,698.9  mil- 
lion remains  outstanding;  interest  installments  of  $319.9  million  which 
have  been  deferred  by  agreement  also  were  outstanding  at  the  fiscal 
yearend. 
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Indonesia^  consolidation  of  debts. — The  Government  of  the  Republic 
of  Indonesia  made  payment  in  fiscal  1974  of  $3,048,680.10  in  principal 
and  $457,218.37  in  interest  on  deferred  principal  installments  in 
accordance  with  the  Indonesian  Bilateral  Agreement  of  March  16, 
1971.  The  normal  payment  of  interest  on  principal  is  not  due  until 
June  11,  1985. 

Payment  of  claims  against  foreign  governments. — The  14th  in- 
stallment of  $2  million  was  received  from  the  Polish  Government 
under  the  agreement  of  July  16,  1960,  and  pro  rata  payments  on  each 
unpaid  award  were  authorized. 

The  second  installment  of  $984,000  was  received  from  the  Hun- 
garian Government  under  the  agreement  of  ISIarch  6,  1973.  The  sec- 
ond installment  was  $39,000  greater  than  the  initial  installment  be- 
cause 6  percent  of  the  dollar  proceeds  of  imports  into  the  United 
States  from  Hungary  for  the  12  months  ending  on  December  31, 
1973,  exceeded  the  minimum  installment  by  $39,000,  thereby  raising 
the  annual  installment  from  $945,000  to  $984,000.  Before  any  pay- 
ment can  be  made  on  the  Hungarian  awards,  the  Foreign  Claims 
Settlement  Commission  will  have  to  adjudicate  and  certify  new 
awards. 

Administration 

During  fiscal  1974,  approximately  200  employees  participated 
in  formal  middle-management  and  executive  training  courses.  Seven 
orientation  sessions  were  conducted  for  employees  of  the  Check  Claims 
Division  concerning  merit  promotion,  employee  development,  per- 
formance evaluation,  and  incentive  awards. 

Thirty-two  employees  below  GS-7  are  participating  in  the  upward 
mobility  program.  Target  positions  are  GS-9.  Participation  in  this 
program  will  be  extended  and  further  formalized  in  fiscal  1975  under 
the  Bureau's  newly  developed  upward  mobility  plan. 

During  the  summer,  a  total  of  94  students  were  employed :  48  sum- 
mer aids,  23  summer  exam  students,  18  Federal  junior  fellows,  and 
5  stay-in-schoolers. 

This  past  year,  16  major  metropolitan  and  rural  colleges  were 
visited.  Relationships  were  established  and  renewed  with  several  col- 
leges having  a  predominance  or  representative  enrollment  of  minori- 
ties and  females. 

During  the  year,  105  Vietnam-era  veterans  were  added  to  the  rolls, 
30  of  whom  were  appointed  under  the  Veterans  Readjustment  Au- 
thority. At  yearend,  45  VRA  employees  were  on  Bureau  rolls. 

Union  activity  increased  somewhat  during  the  year.  There  are  now 
four  exclusive  units:  Washington,  Birmingham,  Austin,  and  Phila- 
delphia Disbursing  Centers.  However,  Austin  and  Philadelphia  re- 
main without  contracts.  The  Bureau  established  and  filled  the  posi- 
tion of  labor  relations  officer  who  will  formulate  Bureau  policy  and 
provide  guidance  to  local  offices. 

Bureau  of  the  Public  Debt 

The  Bureau  of  the  Public  Debt,  in  support  of  the  management  of 
the  public  debt,  prepares  Department  of  the  Treasury  circulars 
offering  public  debt  securities;  directs  the  handling  of  subscriptions 
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and  making  of  allotments;  formulates  instructions  and  regulations 
pertaining  to  security  issues:  and  conducts  or  directs  the  conduct  of 
transactions  in  securities.  The  Bureau  performs  the  final  audit  of 
retired  securities  and  interest  coupons;  maintains  accounting  control 
over  public  debt  receipts  and  expenditures,  securities,  and  interest 
costs;  keeps  individual  accounts  of  owners  of  registered  securities 
and  authorizes  the  issue  of  checks  in  payment  of  interest  thereon; 
and  adjudicates  claims  on  account  of  lost,  stolen,  destroyed,  or  muti- 
lated securities. 

The  Bureau's  principal  office  and  headquarters  is  in  Washington, 
D.C.  Offices  also  are  maintained  in  Chicago,  111.,  and  Parkersburg, 
W.  Va.,  where  most  Bureau  operations  related  to  U.S.  savings  bonds 
and  U.S.  savings  notes  are  handled.  Under  Bureau  supervision,  many 
transactions  in  public  debt  securities  are  conducted  by  the  Federal 
Reserve  banks  and  their  branches  as  fiscal  agents  of  the  United  States. 
Approximately  18,400  private  financial  institutions,  industrial  organi- 
zations, selected  post  offices,  and  others  cooperate  in  the  issuance  of 
savings  bonds,  and  approximately  17,100  financial  institutions  act 
as  paying  agents  for  savings  bonds. 

Management  improvement 

The  new  building  under  construction  in  Parkersburg,  W.  Va.,  where 
functions  of  the  Chicago  and  Parkersburg  offices  will  be  consolidated 
is  scheduled  for  completion  in  November  1974.  Several  functions  have 
already  been  moved  from  Chicago.  A  special  storage  warehouse  has 
been  built  in  Ravenswood,  W.  Va.,  which  is  not  far  from  Parkersburg, 
to  store  the  microfilm  records  of  all  savings  bonds  sold  since  1941  and 
other  Bureau  records.  The  shipment  of  these  records  from  the  old 
facility  in  Oconomowoc,  Wis.,  will  be  completed  by  mid-July  1974. 

Four  large  issuing  agents  were  brought  under  the  system  of  report- 
ing issues  of  series  E  savings  bonds  on  magnetic  tape  rather  than  by 
card-type  stubs.  This  raises  the  number  of  issuing  agents  involved  in 
this  continuing  program  to  31.  Issues  by  these  agents  accounted  for 
approximately  28  percent  of  the  total  sales  this  year. 

As  of  October  1,  1973,  social  security  numbers  are  required  on  all 
series  E  savings  bonds.  This  allowed  for  the  conversion  of  saWngs 
bond  registration  records  from  the  alpha  system  to  one  based  on  social 
security  numbers.  Claims,  inquiries,  and  other  actions  requiring  file 
searches  are  processed  more  quickly  as  the  numeric  identification 
eliminates  the  duplications  of  alphabetic  identification  which  must,  be 
manually  resolved. 

Beginning  in  October,  the  Bureau  started  shipping  stocks  of  savings 
bonds  to  issuing  agents  via  armored  carriers,  rather  than  using  the 
Postal  Service,  thereby  saving  approximately  $327,000.  The  change 
was  made  because  of  the  abolishment  of  preferential  rates  for  Govern- 
ment agencies  which  increased  postal  charges. 

The  age  of  the  currently  used  computer  equipment  in  Parkersburg 
and  the  increases  in  data  volume  and  file  storage  requirements  make 
its  replacement  necessary.  A  request  for  proposal  is  being  developed 
for  this  purpose.  Work  has  also  begun  to  expand  the  expertise  in  third- 
generation  software  and  equipment,  to  convert  computer  programs  to 
COBOL,  and  to  establish  an  equipment  base  for  data  communications 
between  Washington,  Parkersburg,  and  the  Federal  Reserve  banks. 
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A  Linotron  1010  electronic  composing  system  is  now  being  used  to 
produce  U.S.  savings  bond  redemption  tables.  The  system  prints  and 
formats  the  tables  from  a  computer-generated  magnetic  tape  contain- 
ing the  data  and  necessary  format  codes.  The  Linotron  method  is 
faster,  more  accurate,  and  requires  less  proofreading  than  the  former 
method  of  printing. 

The  Federal  Keserve  banks  are  now  authorized  to  redeem  securities 
up  to  1  year  past  the  maturity  date  without  wire  clearance  from  the 
Bureau.  This  reduces  the  number  of  wires  as  well  as  the  related  i^earcb- 
ing  and  other  processing  steps.  Prior  to  the  change,  the  limit  was  f  rori 
1  to  6  months  after  maturity  depending  on  the  type  of  security. 

The  Federal  Reserve  banks  are  now  wiring  reports  of  public  debt 
cash  transactions  to  the  Bureau  early  on  the  morning  following  the 
transaction  date.  This  allows  for  changes  in  the  debt  to  be  reported  in 
the  Daily  Statement  of  the  U.S.  Treasury  on  a  current  basis.  Under 
the  former  "clearance  date"  system,  changes  were  not  reflected  up  to 
14  days  after  a  transaction  occurred. 

The  automated  system  to  maintain  accounts  of  owners  of  registered 
Treasury  and  designated  agency  securities  was  fully  implemented. 
This  system  provides  the  Bureau  greater  accuracy  and  timeliness  in 
answering  inquiries,  reconciling  the  public  debt  outstanding  accounts, 
and  providing  magnetic  tapes  to  the  disbursing  office  for  periodic 
interest  payments  and  annual  interest  earning  statements. 

The  management  and  operation  of  the  Bureau's  computer  center 
was  transferred  to  the  Office  of  the  Secretary.  The  transfer  was  made 
to  provide  greater  efficiency  in  the  utilization  of  the  computer  by  the 
Department  of  the  Treasury.  The  Bureau's  continued  access  to  the 
equipment  has  permitted  the  release  of  a  Honeywell  200  system  along 
with  the  transfer  of  several  personnel  to  the  new  installation. 

A  number  of  organizational  changes  were  made  in  the  Washington 
office  to  provide  better  utilization  of  skills  and  to  improve  or  simplify 
work  processing.  These  changes  included :  (1)  merger  of  the  Securities 
Division  of  the  former  Office  of  the  Treasurer  of  the  United  States 
with  the  Bureau's  Division  of  Securities  Operations;  (2)  creation  of 
a  Division  of  Management  Analysis  with  responsibility  for  manage- 
ment analysis  and  paperwork  management  duties;  (3)  reorganization 
of  the  Registered  Accounts  Branch  to  facilitate  administration  of  the 
new  automated  accounting  system;  (4)  abolishment  of  the  Records 
Branch  with  the  work  transferred  to  other  organizations;  (5)  con- 
solidation of  two  accounting  and  reporting  functions  into  one 
Accounts  Branch;  (6)  reorganization  of  the  Division  of  ADP  Serv- 
ices into  three  branches  to  strengthen  management  of  ADP  opera- 
tions; and  (7)  placement  of  the  responsibility  of  two  separate  groups 
of  the  Internal  Audit  Office  under  one  Director  and  designating  the 
office  as  a  division  to  bring  it  into  line  with  other  organizational  titles 
in  the  Bureau. 

Bureau  operations 

During  the  year,  66,063  individual  accounts  covering  publicly  held 
registered  securities  other  than  savings  bonds,  savings  notes,  and 
retirement  plan  bonds  were  opened,  and  49,359  were  closed.  This 
increased  the  number  of  open  accounts  to  274,019  covering  registered 
securities  in  the  principal  amount  of  $9,358  million.  There  were  455,951 
interest  checks  with  a  value  of  $395  million  issued  during  the  year. 
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Kedeemed  and  canceled  securities  other  than  savings  bonds,  savings 
notes,  and  retirement  plan  bonds  received  for  audit  included  5,371,948 
bearer  securities  and  198,868  registered  securities.  Coupons  totaling 
15,698,060  were  received. 

During  the  year,  36,078  registration  stubs  of  retirement  plan  bonds 
and  8,846  retirement  plan  bonds  were  received  for  audit. 

A  summary  of  public  debt  operations  handled  by  the  Bureau 
appears  on  pages  18-25  of  this  report  and  in  the  Statistical  Appendix. 

U.S.  savings  bonds. — The  issuance  and  retirement  of  savings  bonds 
result  in  a  heavy  administrative  burden  for  the  Bureau  of  the  Public 
Debt,  including  auditing  and  classifying  all  sales  and  redemptions; 
establishing  and  maintaining  registration  and  status  records  for  all 
bonds;  servicing  requests  from  bond  owners  and  others  for  informa- 
tion; and  adjudicating  claims  for  lost,  stolen,  and  destroyed  bonds. 

Detailed  information  on  sales,  accrued  discount,  and  redemptions  of 
savings  bonds  will  be  f  oimd  in  the  Statistical  Appendix. 

There  were  143  million  stubs  or  records  on  magnetic  tape  and  micro- 
film representing  the  issuance  of  series  E  savings  bonds  received  for 
registration,  making  a  grand  total  of  3,789  million,  including  reissues, 
received  through  June  30,  1974.  All  registration  stubs  of  series  E 
bo^ds  and  all  retired  series  E  bonds  are  microfilmed,  audited,  and  de- 
stroyed, after  required  permanent  record  data  are  prepared  by  an 
EDP  system  in  the  Parkersburg  office. 

Of  the  121.1  million  series  A-E  savings  bonds  and  savings  notes 
redeemed  and  charged  to  the  Treasur^^  during  the  year,  118.3  million 
(98  percent)  were  redeemed  by  authorized  paying  agents.  For  these 
redemptions  the  agents  were  reimbursed  quarterlv  at  the  rate  of  15 
cents  each  for  the  first  1,000  bonds  and  notes  paid  and  10  cents  each 
for  all  over  the  first  1,000  for  a  total  of  $15,284,293  and  an  average  of 
12.93  cents  per  bond  and  note. 

Interest  checks  issued  on  current  income-type  savings  bonds  (series 
H)  during  the  year  totaled  4,276,054  with  a  value  of  $425  million-  New 
accounts  established  for  series  H  bonds  totaled  121,919  while  accounts 
closed  totaled  135,166. 

Applications  received  during  the  year  for  the  issue  of  duplicates  of 
savings  bonds  and  savings  notes  lost,  stolen,  or  destroyed  after  receipt 
by  the  registered  owner  or  his  agent  totaled  54,204.  In  30,157  of  such 
cases  the  issuance  of  duplicate  bonds  was  authorized.  In  addition,  9.732 
applications  for  relief  were  received  in  cases  where  the  original  bonds 
were  reported  as  not  being  received  after  having  be^n  mailed  to  the 
registered  owner  or  his  agent. 


OFFICE  OF  FOREIGN  ASSETS  CONTROL 

The  Office  of  Foreign  Assets  Control  administers  five  sets  of  regula- 
tions which  implement  the  Department  of  the  Treasury's  freezing 
controls.  The  Foreign  Assets  Control  Regulations  and  the  Cuban 
Assets  Control  Regulations  prohibit,  unless  licensed,  all  trade  and 
financial  transactions  with  North  Korea,  North  Vietnam,  Cuba,  and 
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their  nationals.  These  regulations  also  block  assets  in  the  United  States 
of  such  countries  and  their  nationals.  Under  general  licenses  contained 
in  the  regulations,  all  transactions  with  the  People's  Republic  of  China 
are  now  authorized  except  transactions  abroad  by  foreign  firms  owned 
or  controlled  by  Americans  involving  shipment  to  the  People's  Re- 
public of  China  of  internationally  controlled  strategic  merchandise, 
unless  the  transaction  is  appropriately  licensed  under  the  Transaction 
Control  Regulations  (see  below).  Also,  transactions  in  Chinese  assets 
blocked  in  the  United  States  as  of  May  6, 1971,  remain  prohibited. 

The  Transaction  Control  Regulations  supplement  the  export  con- 
trols exercised  by  the  Department  of  Commerce  over  direct  exports 
from  the  United  States  to  Eastern  Europe  and  the  U.S.S.R.  These 
regulations  prohibit,  unless  licensed,  the  purchase  or  sale,  or  the 
arranging  of  the  purchase  or  sale,  of  strategic  merchandise  located 
outside  the  United  States  for  ultimate  delivery  to  Communist  countries 
of  Eastern  Europe,  the  U.S.S.R.,  the  People's  Republic  of  China,  North 
Korea,  and  North  Vietnam.  The  prohibitions  apply  not  only  to  do- 
mestic American  companies  but  also  to  foreign  firms  owned  or  con- 
trolled by  persons  within  the  United  States.  A  general  license  permits 
sales  of  these  commodities  to  the  listed  countries  other  than  North 
Korea  and  North  Vietnam,  providing  shipment  is  made  from  and 
licensed  by  a  COCOM-member  country.  (COCOM  is  a  NATO  entity.) 

The  Office  also  administers  controls  on  assets  remaining  blocked 
under  the  World  War  II  Foreign  Funds  Control  Regulations.  As  a 
result  of  an  agreement  with  Hungary,  all  freezing  controls  over 
Hungarian  property  were  removed  in  1973.  These  controls  continue 
to  apply  to  blocked  assets  of  Czechoslovakia,  Estonia,  Latvia,  Lith- 
uania, East  Germany,  and  nationals  thereof  who  were,  on  December  7, 
1945,  in  Czechoslovakia,  Estonia,  Latvia,  or  Lithuania  or,  on  Decem- 
ber 31, 1946,  in  East  Germany. 

Finally,  the  Office  administers  the  Rhodesian  Sanctions  Regula- 
tions, controlling  transactions  with  Rhodesia  and  its  nationals.  The 
regulations  implement  United  Nations  Resolutions  calling  upon  mem- 
ber countries  to  impose  mandatory  sanctions  on  Southern  Rhodesia. 
An  exception  to  the  prohibition  against  imports  of  merchandise  of 
Southern  Rhodesian  origin  is  authorized  by  general  license  for  certain 
strategic  and  critical  materials,  pursuant  to  Section  503  of  the  Military 
Procurement  Act  of  1971. 

Under  the  Foreign  Assets  Control  Regulations  and  the  Transaction 
Control  Regulations,  the  number  of  specific  license  applications  re- 
ceived during  fiscal  1974  (including  applications  reopened)  was  89. 
During  the  year  a  total  of  89  applications  were  acted  on. 

Applications  for  licenses  and  requests  for  reconsideration  under  the 
Cuban  Assets  Control  Regulations  totaled  380.  During  the  year,  337 
applications  were  acted  on. 

During  the  same  period,  308  applications  (including  applications 
reopened)  were  received  under  the  Rhodesian  Sanctions  Regulations ; 
289  applications  were  acted  upon.  Comparable  figures  under  the  For- 
eign Funds  Control  Regulations  for  this  period  were  30  (including 
reopened)  received,  and  38  acted  on. 

Certain  broad  categories  of  transactions  are  authorized  by  general 
licenses  set  forth  in  the  regulations;  interested  parties  may  engage 
in  such  transactions  without  securing  specific  licenses. 
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During  fiscal  1974,  violations  of  the  regulations  administered  by 
this  Office  resulted  in  (a)  criminal  prosecution  by  the  Department  of 
Justice  and  conviction  in  one  case,  with  a  court  fine  of  $5,000  and 
forfeiture  of  merchandise  valued  at  $45,462,  and  (b)  civil  penalties 
and  merchandise  forfeitures  amounting  to  $80,122.  The  total  value 
of  merchandise  under  seizure  at  the  end  of  the  fiscal  year  amounted  to 
$2,564,382. 


INTERNAL  REVENUE  SERVICE ' 

The  Internal  Revenue  Service  administers  the  internal  revenue  laws 
embodied  in  the  Internal  Revenue  Code  (title  26  U.S.C.)  and  certain 
other  statutes,  including  the  Economic  Stabilization  Act  of  1970,  as 
amended  (Public  Law  92-210, 85  Stat.  743) . 

Receipts,  refunds,  and  returns  filed 

Gross  tax  collections  in  fiscal  1974  rose  to  a  record  high  of  $269.3 
billion,  an  increase  of  $31.6  billion  or  11.7  percent  over  1973. 

Individual  income  tax  receipts  were  $141.4  billion,  a  $16.3  billion 
or  13-percent  increase  over  last  year,  reflecting  the  substantial  growth 
in  personal  income. 

Corporate  income  tax  collections  totaled  $42.7  billion,  up  $3.6  billion 
(9  percent)  over  1973.  Higher  corporate  profits  generated  by  the 
economic  expansion  which  began  in  calendar  year  1971  accounted  for 
the  increase. 

Employment  tax  collections  amounted  to  $62.6  billion,  a  rise  of  more 
than  20  percent  over  the  previous  year.  These  collections  include 
social  security  and  other  payroll  taxes,  unemployment  insurance,  and 
payments  by  the  elderly  for  medicare.  The  growth  of  salaries  and 
wages  and  increases  in  the  taxable  wage  base  influenced  the  gains  in 
employment  tax  collections. 

More  than  65  million  Americans  received  refunds  in  1974.  The  $28.1 
billion  refunded  was  also  a  new  high. 

Almost  122  million  returns  of  all  types  were  filed  in  1974  and  proc- 
essed by  IRS  service  centers,  compared  with  nearly  117  million  in 
1973.  Individuals  filed  83.9  million  returns,  compared  with  80.4  mil- 
lion in  1973.  Over  22  million  (26  percent)  of  these  individuals  used 
the  short  form  1040A.  Returns  in  1974  were  more  completely  and  ac- 
curately prepared,  were  filed  earlier  by  taxpayers,  and  were  processed 
faster  by  service  center  personnel  with  fewer  problems  than  ever 
before. 

Assisting  and  informing  taxpayers 

Taxpayer  service. — The  Service  recognizes  its  obligation  to  help 
taxpapers  report  and  compute  their  tax  liabilities  and  file  timely  and 
accurate  returns.  Each  year,  the  IRS  assists  millions  of  taxpayers  by 
answering  their  questions  and  helping  them  complete  returns. 

-  Additional  Information  will  be  found  Id  the  separate  Annual  Report  of  the  Com- 
missioner of  Internal  Revenue. 
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Toll-free  telephone  service  was  extended  to  all  58  districts  in  Janu- 
ary 1974.  Under  this  system,  any  taxpayer  in  the  United  States  can 
obtain  tax  assistance  without  paying  a  long-distance  charge.  The  toll- 
free  numbers  were  listed  in  the  income  tax  packages.  In  addition,  a 
taxpayer  may  now  use  the  toll-free  telephone  network  to  call  IRS  for 
clarification  of  computer-generated  bills  and  notices  regarding  his 
account.  The  IRS  implemented  nationwide  a  program  of  inserting  a 
stuffer  with  such  notices  listing  taxpayer  service  toll-free  numbers 
and  inviting  taxpayers  to  call  IRS  for  an  explanation  of  the  notice 
and  what  is  required. 

Walk-in  taxpayer  service  was  offered  in  778  permanent  locations 
and  over  300  temporary  locations.  During  fiscal  1974,  the  IRS  received 
34,448,599  written,  telephone,  and  walk-in  inquiries.  While  taxpayers 
were  encouraged  to  prepare  their  own  returns,  IRS  personnel  pre- 
pared individual  returns  for  taxpayers  who  required  this  service. 

In  four  districts,  minicomputers  were  used  for  automatic  prepara- 
tion of  form  1040A  returns  for  individuals.  This  program  was  geared 
to  taxpayers  least  able  to  prepare  their  own  returns  and  least  able 
to  pay  reliable  practitioners.  During  the  filing  period,  the  IRS  pre- 
pared over  31,000  returns  with  minicomputers. 

During  the  1974  filing  period,  644  locations  (including  91  temporary 
sites)  extended  their  office  hours  to  help  taxpayers  not  able  to  call  or 
visit  during  regular  hours.  Walk-in  service  accoimted  for  about  25,000 
extended  hours  and  toll-free  telephone  service  for  about  7,000  hours. 

The  number  of  permanent  taxpayer  service  representatives  increased 
this  year  from  1,400  to  just  over  1,900. 

The  Service  program  to  provide  tax  information  in  Spanish  was 
extended  in  1974.  Districts  with  a  high  concentration  of  Spanish- 
speaking  taxpayers  employed  Spanish-speaking  taxpayer  service  rep- 
resentatives at  97  locations. 

More  than  811,000  low-income  taxpayers  received  assistance  under 
the  volunteer  income  tax  assistance  program  (VITA).  Under  VITA, 
which  the  Service  started  in  1969,  volunteers  from  civic,  community, 
church,  senior  citizen,  and  student  groups  provide  free  tax  assistance 
to  low-income  people,  retired  persons,  and  others  who  have  difficulty 
in  coping  with  tax  returns  and  generally  cannot  afford  to  have  their 
returns  prepared  by  practitioners. 

Further  improvements  in  the  scope  and  quality  of  taxpayer  service 
are  anticipated  next  year  under  a  reorganization  to  be  implemented 
July  1974  which  will  separate  taxj^ayer  service  from  IRS  enforce- 
ment activities  at  the  district  office  level. 

IDRS  installed. — A  milestone  was  reached  during  fiscal  1974  when 
the  integrated  data  retrieval  system  (IDRS)  was  installed  nationwide 
in  all  district  and  area  offices  and  the  office  in  Puerto  Rico.  IDRS 
links  these  offices,  through  video  terminals,  to  computer  files  at  the 
IRS  service  centers. 

This  video  service  speeds  action  on  cases  requiring  special  attention, 
such  as  refund  inquiries,  delinquent  accounts,  major  errors  in  a  tax- 
payer's balance,  duplicate  returns  filed,  and  on  cases  expected  to 
involve  additional  correspondence  with  the  taxpayer.  Inquiries  which 
formerly  took  4  weeks  to  process  are  now  handled  in  a  few  seconds 
through  IDRS. 
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Informing  taxpayers  through  the  media. — The  Service  continued  to 
provide  tax  information  through  the  Nation's  mass  media.  Over  18,000 
radio  and  TV  stations,  daily  and  weekly  newspapers,  and  magazines 
received  IRS  material  designed  to  inform  and  assist  taxpayers.  IRS 
personnel  participated  in  8,000  interviews,  answered  over  25,000  media 
inquiries,  and  delivered  over  6,000  talks  to  citizen  groups. 

More  than  8,500  news  releases  were  issued  to  the  media.  Releases  cov- 
ered such  topics  as  the  advantages  of  filing  returns  early,  services  avail- 
able to  taxpayers,  appeal  rights,  the  Presidential  election  campaign 
fund  checkoff,  and  tax  relief  for  victims  of  natural  and  other  disasters. 
Tax  question-and-answer  columns  were  prepared  and  distributed 
weekly  to  newspapers  and  magazines  nationwide. 

Tax  forms  and  publications 

Taxpayers  found  a  number  of  improvements  in  their  1973  income 
tax  forms  package.  Instructions  for  forms  10-10  and  1040A  were  short- 
ened and  simplified.  Also,  taxpayei-s  were  no  longer  required  to  list 
the  recipients  of  contributions  for  which  they  had  canceled  checks  or 
receipts  or  to  list  names  and  dates  for  claimed  payments  to  doctors, 
dentists,  and  hospitals. 

Other  changes  included  the  reduction  of  revenue  sharing  questions 
to  a  single  item  and  the  listing  of  toll-free  IRS  taxpayer  assistance 
telephone  numbers  in  the  tax  packages. 

Form  W-2,  Wage  and  Tax  Statement,  for  1974  w-as  changed  to  facili- 
tate mechanical  matching  of  wage  and  other  information  documents. 

Campaign  fund  checkoff. — With  a  change  in  law  eliminating  party 
preference,  the  Presidential  election  camj^aign  fund  clieckoff  designa- 
tions were  placed  on  the  face  of  forms  1040  and  1040A,  eliminating 
the  need  for  filing  a  separate  form.  More  taxi)ayers  took  advantage  of 
this  option.  Of  the  78.8  million  1973  tax  returns  processed  in  fiscal 
1974,  11.8  million  or  15  percent  carried  designations  totaling  $16.6 
million.  In  addition,  833.000  or  7  percent  of  the  1973  returns  showed 
designations  totaling  $8.6  million  for  1972  by  taxpayers  who  failed  to 
designate  last  year  and  took  advantage  of  a  second  opportunity  on 
their  1973  returns.  During  the  last  2  years,  taxpayers  have  earmarked 
a  total  of  $25.3  million  to  the  fund  for  the  1976  Presidential  election 
campaign,  subject  to  final  appropriation  bv  the  Congress. 

Communications  with  taxpayers. — In  1974,  the  Sennce  expanded  its 
efforts  to  improve  the  tone,  responsiveness,  and  clarity  of  written  com- 
munications to  individual  taxpavers  and  to  reduce  the  number  of  dif- 
ferent types  of  form  letters  and  notices  used.  Service  personnel  re- 
viewed more  than  1,600  letters,  notices,  and  stuffers  to  improve  their 
quality,  prevent  duplication,  and  eliminate  obsolete  communications. 
Over  500  were  eliminated  or  consolidated  through  this  centralized 
review  process. 

All  correspondence  with  taxpayers  now  will  contain  a  telephone 
number  and,  on  manually  prepared  items,  the  name  of  an  IRS  em- 
ployee who  can  answer  questions  about  the  particular  piece  of  cor- 
respondence. 

Audit  Division  contact  letters  were  revised  to  make  them  clearer 
and  more  informative  and  to  relieve  taxpayer  apprehension  concern- 
ing audit  actions.  Initial  contact  letters  were  completely  revised  to  tell 
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tlie  taxpayer  about  the  examination  process  and  that  audit  selection 
does  not  imply  dishonesty  or  suspicion  of  criminal  liability.  In  addi- 
tion the  contact  letters  describe  appeal  rights. 

Tax  publications. — Approximately  100  tax  publications  have  now 
been  developed  by  the  Service  to  provide  guidance  to  taxpayers  by 
explaining  the  tax  law  in  nontechnical  language. 

Special  publications  were  developed  for  taxpayers  faced  with  un- 
usual problems.  For  example,  new  Publication  583,  Recordkeeping  for 
a  Small  Business,  illustrates  the  type  of  records  that  a  small  business 
needs  for  tax  purposes.  Publication  584,  Workbook  for  Determining 
Your  Disaster  Loss,  was  prepared  to  assist  disaster  area  taxpayers. 

Other  new  publications  released  in  1974  were  Publication  585,  Vol- 
untary Tax  Methods  to  Help  Finance  Political  Campaign,  and  Publi- 
cation 586,  The  Collection  Process,  and  Publication  578,  Tax  Informa- 
tion for  Private  Foundations  and  Foundation  Managers. 

Tax  rulings  and  technical  advice 

The  Service's  rulings  program  consists  of  private  letter  rulings  and 
published  revenue  rulings. 

A  private  letter  ruling  is  a  written  statement  issued  to  a  taxpayer 
by  the  Office  of  the  Assistant  Commissioner  (Technical)  in  the  Na- 
tional Office  interpreting  and  applying  the  tax  laws  to  a  specific  set  of 
facts.  Such  a  ruling  provides  advance  advice  concerning  the  tax  effect 
of  a  proposed  transaction  so  that  taxpayers  may  plan  their  financial 
affairs  in  such  a  way  that  a  proposed  transaction  complies  with  the 
tax  laws,  thus  avoiding  future  controversy  and  litigation  with  the  IRS. 

A  published  revenue  ruling  is  an  interpretation  of  the  tax  laws  is- 
sued by  the  National  Office  and  published  in  the  Internal  Revenue 
Bulletin  for  the  information  and  guidance  of  taxpayers,  practitioners, 
and  IRS  personnel.  Most  revenue  rulings  are  letter  rulings  which  are 
found  to  be  precedent  setting  or  to  have  broad  enough  applicability  that 
they  could  be  used  as  a  general  guideline  by  people  in  similar  situations. 

In  addition  to  the  following  tabulation,  the  Service  processed  14.329 
applications  from  taxpayers  for  permission  to  change  their  accounting 
period  or  method  and  made  932  earnings  or  profit  determinations. 

Requests  for  tax  rulings  and  technical  advice  (closings),  fiscal  1974 

Subject  Total  Taxpayers  Field 

requests         requests 

Total - 15,619  14.017  1,602 

Actuarial  matters 1,077 

Administrative  provisions 50 

Employrnent  and  self-employment  taxes 472 

Engineering  questions 109 

Estate  and  gift  taxes 382 

Exempt  organizations 4,547 

other  excise  taxes. 515 

Otherincome  tax  matters 6,498 

Pension  trusts 1,969 


IntevTial  Reveniie  Bulletin. — In  addition  to  rulings,  the  weekly  In- 
ternal Revenue  Bulletin  also  publishes  procedures  and  other  signifi- 
cant technical  developments  for  the  guidance  of  taxpayers,  tax 
practitioners,  and  Service  personnel.  The  contents  of  the  weekly 
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Bulletins  are  compiled  and  published  semiannually  as  Cumulative 
Bulletins. 

While  revenue  "rulings'*  state  the  Service  position  on  issues  of  gen- 
eral interest,  reveime  "pioceduies''  announce  jjractices  and  procedures 
that  ali'ect  taxpayei-s*  rights  and  obligations. 

During  1974,  items  published  in  the  Bulletin  included  636  revenue 
rulings,  44  revenue  procedures,  13  public  laws  relating  to  Internal 
Revenue  mattere,  5  committee  reports,  7  Executive  orders,  37  Treasury 
decisions  containing  new  or  amended  regulations,  10  delegation  orders, 
3  Treasury  Department  orders,  5  court  decisions,  7  notices  of  suspen- 
sion and  disbarment  from  practice  before  the  Service,  and  150  an- 
nouncements of  general  interest. 

The  Bulletin  Index-Digest  System  provides  a  comprehensive  and 
rapid  method  of  researching  material  published  in  the  Internal  Reve- 
nue Bulletin  on  income,  estate  and  gift,  employment  and  excise  tax 
matters.  Paid  subscriptions  to  the  BuUetm  Index-Digest  ordered  from 
the  Superintendent  of  Documents  by  individuals  and  firms  outside  the 
Service  totaled  9,401),  over  twice  the  3,538  of  1973,  the  first  year  it  was 
published.  It  is  planned  to  update  the  Bulletin  Index-Digest  System 
every  2  years.  Material  currently  available  in  the  basic  volumes  and 
cumulative  supplements  through  December  1974,  will  be  consolidated 
and  republished  next  year. 

Exempt  organtzatloiis. — IRS  published  a  series  of  rulings  affecting 
tenants  and  homeowners  associations.  The  Service  ruled  that  an 
organization  formed  to  represent  tenants  of  an  apartment  complex 
in  negotiations  is  not  exempt  as  a  social  welfare  organization.  Also,  an 
organization  formed  by  the  unit  owners  of  a  condominium  housing 
project  to  provide  for  the  management,  maintenance,  and  care  of  the 
common  areas  of  the  project  is  not  a  social  welfare  organization.  But 
a  homeowners  association  which  serves  a  community  ordinarily  identi- 
fied as  governmental  and  which  does  not  provide  exterior  maintenance 
of  private  residences,  is  exempt  as  a  social  welfare  organization  where 
the  common  areas  and  facilities  of  the  community  are  open  to  the 
public. 

Estate  and  gift  taxes. — Field  offices  are  making  extensive  use  of  the 
National  Office  computerized  program  for  making  interrelated  estate 
tax  computations.  These  computations  require  solving  for  two  or  more 
mutually  dependent  unknown  quantities.  In  fiscal  1974,  the  National 
Office  processed  approximately  445  requests  for  such  computations. 

Pension  trust  activity. — Pension  trust  activity  was  influenced  con- 
siderably by  the  pending  pension  reform  legislation.^  The  trend  of 
increasing  requests  for  determination  letters  on  the  qualification  of 
pension  and  profit-sharing  plans  continued,  while  the  total  number 
of  participants  in  such  plans  decreased  from  prior  years. 

The  Senate  passed  a  comprehensive  pension  reform  bill  (H.R.  4200) 
on  September  19,  1973.  The  House  of  Representatives  passed  a  sub- 
stantially different  bill  (H.R.  2)  on  February  28,  1974.  The  Senate 
considered  H.R.  2,  but  amended  it  on  March  4,  by  deleting  the  House- 
passed  provisions  and  substituting  therefor  the  provisions  of  H.R. 
4200  as  previously  passed  by  the  Senate.  Conference  committee  hear- 
ings followed  to  iron  out  the  differences  between  the  House  and  Senate 


^  See  exhibit  43. 
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versions.  A  major  problem  involved  differing  provisions  relating  to 
jurisdiction  in  administering  plans. 

Ensuring  compliance 

The  IRS  audit  activity  is  aimed  at  achieving  and  maintaining  the 
highest  possible  degree  of  voluntary  compliance  with  the  tax  laws. 
"W^ile  the  audit  activity  is  the  heart  of  IRS  compliance  efforts,  vir- 
tually every  return  received  is  subject  to  varying  degrees  of  scrutiny 
by  man  and  machine. 

All  returns  received  in  the  10  IRS  service  centers  are  checked  for 
completeness  and  accuracy  in  preparation  and  for  such  clearly  un- 
allowable items  as  the  taking  of  a  partial  exemption  or  duplicate  de- 
ductions. Computers  in  the  service  centers  check  the  accuracy  of  every- 
one's math  and  screen  returns  for  additional  items  which  may  have 
escaped  manual  detection  such  as  failure  to  reduce  medical  deductions 
by  3  percent  of  adjusted  gross  income. 

Returns  selection. — As  its  primary  means  of  selecting  returns  for 
audit,  the  Service  uses  computers  programmed  with  mathematical 
formulae — the  discriminant  function  (DIF)  system — to  identify  re- 
turns having  the  highest  probability  of  tax  error.  Returns  with  the 
highest  score  under  the  DIF  system  are  then  selected  for  audit. 
Through  this  system,  the  IRS  has  reduced  the  number  of  taxpayers 
contacted  whose  audit  would  result  in  no  tax  change  from  40  percent 
in  1969  to  28  percent  in  1974. 

Returns  also  are  selected  for  audit  by  the  "automatic"  selection  sys- 
tem under  which  all  returns  are  screened  by  computers  with  certain 
criteria  applied  which  can  trigger  automatic  selection  of  a  return  for 
audit. 

A  third  computerized  selection  system,  the  taxpayer  compliance 
measurement  program  (TCIVIP),  makes  a  random  selection  of  returns 
within  each  income  class  for  research  purposes  such  as  updating  DIF 
formulae  on  more  current  taxpayer  filing  and  reporting  characteris- 
tics. 

Some  returns  are  also  manually  selected  for  audit  for  a  number  of 
reasons.  For  example,  if  the  IRS  is  auditing  the  return  of  one  business^ 
partner,  the  returns  of  additional  partners  in  the  same  business  may 
also  be  audited.  Other  returns  may  be  manually  selected  as  a  result  of 
information  from  other  enforcement  activities,  news  reports,  or  crim- 
inal investigations.  The  IRS  also  routinely  screens  returns  of  people 
requesting  a  tax  refund  or  attempting  to  carry  back  to  a  previous  year 
an  investment  credit  or  net  operating  loss. 

In  audits  of  large  business  firms  where  accounting  records  are  proc- 
essed through  automatic  data  processing  systems,  the  IRS  uses  com- 
puter applications  records  for  rapid  retrieval,  analysis  and  calculation 
of  data.  The  computer  checks  s^reat  masses  of  data  that  would  be 
impractical  to  do  manually  and  prints  only  data  of  audit  interest. 
This  technique  results  in  substantial  savings  in  manpower  and  money 
for  the  Service  and  the  taxpayer. 

Results  of  audit  activity. — The  Service  examined  2,107,664  returns 
in  1974.  Additional  tax  and  penalties  recommended  amounted  to  $5.8 
billion,  and  an  increase  of  $0.8  billion  over  1973. 

Three  of  every  four  examinations  involved  individual  income  tax 
returns.  These  returns  accounted  for  $1.2  billion  in  tax  deficiency 
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recommendations.  Corporate  returns,  representing  6.4  percent  of  total 
examinations,  produced  recommendations  for  assessment  of  an  addi- 
tional $3.9  billion. 

Not  all  examinations  resulted  in  an  increase  in  tax  liability.  In  1974, 
Service  examinations  disclosed  overassessments  on  102,765  returns,  re- 
sulting in  refunds  of  $t36'3.5  million. 

Appeals  system. — As  previously  indicated,  taxpayers  are  advised  of 
their  rights  within  the  IRS  at  the  earliest  stage — initial  contact  letter. 
In  addition,  the  Service  revised  Publication  556,  Audit  of  Returns, 
Appeal  Rights,  and  Claims  for  Refund,  in  November  1973,  to  explain 
in  more  detail,  the  IRS  appeals  system  as  well  as  the  taxpayer's  right  to 
take  his  case  to  a  district  court,  the  Court  of  Claims,  or  the  U.S.  Tax 
Court. 

The  Small  Tax  Case  Division  of  the  U.S.  Tax  Court  is  available  to 
taxpayers  with  a  proposed  deficiency  of  $1,500  or  less.  The  court  holds 
hearings  in  104  cities.  Most  taxpayers,  however,  resolve  disputes 
through  the  IRS  appeals  system. 

On  April  1,  1974,  the  IRS  implemented  a  new  procedure  which  per- 
mits conferees  in  district  offices  to  settle  tax  disputes  involving  $2,500 
or  less  in  proposed  tax  deficiency  overassessment  or  a  claim  for  any 
one  year.  Previously,  only  the  Appellate  Division  of  IRS  regional 
offices  could  make  such  a  settlement.  The  change  is  expected  to  elim- 
inate red  tape  and  improve  service  for  many  low-income  taxpayers 
contesting  tax  deficiencies.  The  IRS  has  district  conferees  in  each  of 
58  district  offices  and  34  area  offices,  and  a  conference  can  be  arranged 
in  most  of  more  than  700  additional  locations. 

In  1974,  the  appeals  function  disposed  of  47,602  cases  by  agreement; 
the  Tax  Court  decided  997  cases;  and  the  U.S.  district  courts  and 
Court  of  Claims  decided  369  cases. 

Tax  fraud  investigations. — The  Intelligence  Division  enforces  the 
criminal  provisions  of  the  tax  laws  by  investigating  allegations  of  tax 
fraud,  including  income,  estate,  gift,  and  excise  tax  evasion,  failure  to 
file  returns,  filing  false  withholding  exemption  statements  (W^), 
filing  false  refund  claims,  failure  to  remit  trust  funds  collected,  and 
claiming  false  estimated  tax  credits. 

In  1974,  the  Intelligence  Division  completed  7,215  investigations  and 
recommended  prosecution  in  2.454  cases.  Grand  juries  indicted  1,441 
taxpayers.  Prosecution  was  successfully  completed  in  1.632  cases.  In 
1,062  cases,  taxpayers  entered  guilty  pleas  and  in  191  cases,  taxpayers 
were  convicted  after  trial.  Acquittals  and  dismissals  totaled  97  and 
115,  respectively. 

Collecting  delinquent  accounts. — In  1974,  the  Service  collected  $2.5 
billion  in  delinquent  taxes,  an  increase  of  $183  million  over  1973. 

The  Service  extended  the  integrated  data  retrieval  system  (IDRS) 
to  the  delinquent  accounts  process  in  all  58  districts  in  1974. 

The  Service  has  long  recognized  that  preventing  a  delinquency  is 
as  equally  important  as  collecting  a  delinquent  account.  In  1974,  the 
concept  of  delinquency  prevention  received  new  emphasis.  During  the 
year,  the  IRS  was  able  to  devote  increased  man-years  to  this  aspect 
of  compliance.  Under  the  delinquency  prevention  program,  the  IRS 
uses  a  variety  of  methods  to  identify  those  businesses  whose  profiles 
and  histories  indicate  a  significant  risk  for  accruing  delinquency.  Then 
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a  preventive  contact  is  made  to  help  the  taxpayer  eliminate  the  cause 
of  potential  delinquency  and  meet  his  tax  filing  and  paying  obligations. 

Stabilization  and  energy  activities 

IBS  and  stabilization. — From  the  inception  of  the  economic  stabili- 
zation program  in  August  1971,  the  Internal  Revenue  Service  played 
a  key  role  in  the  administration  and  enforcement  of  Phases  I,  II, 
and  III. 

Phase  IV  became  effective  August  13,  1973,  and  the  responsibilities 
of  the  Service  were  changed  and  broadened.  The  Service  was  author- 
ized to  perform  highly  technical  and  analytic  tasks  formerly  reserved 
to  the  Cost  of  Living  Council.  The  IRS  was  given  responsibility  to 
receive  and  process  price  increase  requests,  review  quarterly  profit 
margin  reports,  issue  subpoenas  for  witnesses  and  books,  and  compro- 
mise and  collect  civil  penalties  for  violations. 

During  Phase  IV,  the  Service  processed  over  10,000  price  increase 
prenotifications  involving  814  firms.  The  Service  completed  8,890  of 
these  cases  and  transferred  1,679  to  the  Cost  of  Living  Council.  The 
total  dollar  amount  of  the  price  increases  requested  was  approximately 
$11.6  million,  of  which  $9.8  million  was  granted  and  $1.8  million  (15.4 
percent  of  the  total  increases  requested)  was  either  denied  or 
withdrawn. 

The  Service  also  monitored  certain  industries  during  Phase  IV  and 
conducted  1,400  surveys  of  plastics,  rubber,  chemicals,  lumber,  fabri- 
cated metal,  fertilizer,  and  textile  firms  to  determine  which  prices 
had  risen  and  what  allocation  or  supply  problems  existed. 

The  Service  conducted  a  total  of  8,393  investigations  to  ensure  com- 
pliance with  the  economic  stabilization  regulations.  Of  these  investi- 
gations, 20  were  referred  to  the  Department  of  Justice  for  appropriate 
action. 

The  Economic  Stabilization  Act  expired  on  April  30,  1974,  and  the 
Service  focused  its  efforts  on  finishing  up  investigations  initiated  before 
April  30  and  accepting  required  filings  of  quarterly  and  annual  proc- 
essing. Stabilization  personnel  were  phased  back  into  tax  adminis- 
tration by  June  30,  and  the  stabilization  function  ceased  to  exist.  One 
liaison  officer  in  the  National  Office  on  the  staff  of  the  Assistant  Com- 
missioner (Compliance)  and  liaison  officers  in  each  key  district  were 
designated  to  handle  any  post -June  30  matters  which  might  arise. 

Energy  acfimties. — During  the  latter  part  of  1973,  the  energy  short- 
age became  critical,  and  the  Federal  Energy  Office  (FEO)  was  created 
to  oversee  energy-related  problems. 

Since  petroleum  firms  were  subject  to  Phase  IV  economic  stabiliza- 
tion wage  and  pries  controls,  the  IRS  already  had  employees  experi- 
enced in  conducting  petroleum  investigations.  The  Service  was,  there- 
fore, called  upon  to  continue  enforcing  energy  controls  until  FEO 
could  assume  this  responsibility.  A  memorandum  of  understanding 
between  the  FEO  Administrator  and  the  Commissioner  defined  the 
roles  of  the  FEO  and  IRS  and  set  forth  the  Service's  authority  to  carry 
out  its  responsibilities.  The  agreement  provided  that  the  Service  would 
supply  300  field  enforcement  personnel  for  FEO.  As  new  FEO  inves- 
tigators were  permanently  assigned,  the  300  IRS  investigators  would 
be  returned  to  stabilization  work. 
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From  February  through  April  1974,  the  IRS  recruited,  hired,  and 
trained  860  new  employees  to  form  a  field  enforcement  stalf  for  FEO. 
Although  these  new  employees  were  on  the  FEO's  rolls  at  all  times,  the 
Service  had  direct  control  and  supervision  over  them  until  the  Federal 
Energy  Administration  assumed  the  responsibility  for  direction  and 
control  of  energy  activities  on  July  1.  Between  December  1973  and 
the  end  of  the  fiscal  year,  the  Service's  goal  was  to  enforce  energy 
regulations  for  the  FEO  and  to  enable  the  FEO  to  assume  the  enforce- 
ment responsibility.  During  this  period,  the  lliS  initiated  approxi- 
mately 64,000  investigations,  primarily  of  retail  gasoline,  diesel  fuel, 
home  heating  oil,  and  propane  dealers.  Some  15,000  violations  were 
found,  and  over  $25  million  was  refunded  either  to  specific  customers 
or  to  the  marketplace. 

Inquiries  from  the  public  reached  a  peak  of  63,000  calls  per  week 
in  February  1974,  when  the  nationwide  gasoline  shortage  was  most 
severe.  Although  these  calls  flooded  district  office  telephone  lines  during 
the  tax  filing  season,  inquiries  were  handled  w^ithout  detriment  to  tax 
assistance. 

The  Service  also  instituted  a  refiner  audit  and  review  program,  which 
measured  the  compliance  of  major  refiners  with  the  price  regulations. 
This  program  terminated  with  completion  of  the  first  review  on 
May  31,  1974.  The  review  identified  substantial  amounts  of  improper 
cost  passthroughs.  The  information  was  turned  over  to  FEO  for 
resolution. 

International  and  State  assistance  activities 

IRS  international  programs  cover  three  functional  areas :  Adminis- 
tration of  tax  laws  as  they  apply  to  U.S.  citizens  living  abroad,  non- 
resident aliens,  and  foreign  corporations;  participation  in  the 
negotiation  of  tax  conventions  or  treaties  with  foreign  cxDuntries 
to  prevent  double  taxation;  and  assistance  to  developing  countries 
in  improving  their  tax  administration  systems. 

Tax  administration  abroad. — The  Service  maintains  a  system  of 
permanent  foreign  posts  to  help  tie  together  its  domestic  and  foreign 
tax  programs.  IRS  representatives  at  these  stations  engage  in  a  variety 
of  compliance  and  taxpayer  assistance  activities  and  provide  a  valu- 
able communication  link  with  foreign  tax  acrencies. 

In  1974,  five  additional  posts  were  authorized  for  location  at  U.S. 
embassies  or  consulates  in:  Canberra.  Australia;  Caracas.  Venezuela; 
elohannesburg.  South  Afi-ica  ;  Kuala  Lumpur.  Malaysia  ;  and  Teheran, 
Iran.  The  new^  posts  are  scheduled  to  be  operational  in  fiscal  year 
1975.  They  are  in  addition  to  posts  already  established  in  Bonn,  Lon- 
don. Paris,  Rome,  Tokyo,  Ottawa,  Mexico  City,  Manila,  and  Sao 
Paulo. 

The  overseas  taxpayer  assistance  pro.ofram  in  1974  was  the  most 
comprehensive  in  its  21-vear  historv.  For  the  first  time,  the  IRS  Office 
of  International  Operations  (OIO)  assigned  a  full-time  taxpayer 
service  representative  (TSR)  to  each  of  its  nine  foreign  posts  from 
Januarv  through  June. 

In  addition.  OTO  detailed  11  other  TSR's  to  travel  to  a  total  of 
110  cities  in  61  countries.  The  TSR's  provided  individual  counsel  or 
conducted  classroom-type  seminars  according  to  the  particular  needs 
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of  each  location.  More  than  45,000  U.S.  civilians  abroad  received 
assistance. 

Another  annual  service  provided  by  010  was  a  4-day  course  of  tax 
instruction  at  eight  military  bases  around  the  world.  During  January 
and  February,  approximately  600  Armed  Forces  personnel  attended 
these  classes.  As  a  result  of  this  indoctrination,  they,  in  turn,  were 
able  to  provide  tax  assistance  to  fellow  servicemen  stationed  overseas. 

For  the  third  consecutive  year,  the  Service  continued  to  improve 
overseas  compliance  by  detailing  examining  teams  of  revenue  agents 
and  tax  auditors  to  its  foreign  posts  to  conduct  onsite  audits. 

The  Service  began  a  new  program  in  1974  to  counteract  overseas 
delinquency  in  tax  payments,  which  previously  had  received  only  lim- 
ited attention.  Under  the  new  program,  delinquent  taxpayers  are  con- 
tacted by  revenue  officers  detailed  abroad  for  this  purpose.  This  col- 
lection program  is  expected  to  bring  about  a  significant  reduction  in 
the  overseas  delinquency  problem. 

The  use  of  magnetic  tape  in  filing  information  returns  is  being 
expanded  in  the  international  area.  Discussions  were  conducted  with 
representatives  of  foreign  industrial  firms  to  determine  whether  suf- 
ficient technical  integration  exists  for  them  to  file  on  magnetic  tape. 
Some  companies  are  presently  filing  on  tape  and  others  are  actively 
considering  it.  At  present,  approximately  one-half  of  all  information 
concerning  tax  withholding  relating  to  foreign  taxpayers  is  filed  on 
magnetic  tape. 

Tax  treaties. — Under  tax  treaty  programs,  U.S.  and  foreign  tax 
officials  exchange  information  to  help  eliminate  tax  avoidance.  They 
also  hold  periodic  meetings  to  develop  new  avenues  of  cooperation, 
to  eliminate  double  taxation,  and  to  clarify  application  and  interpreta- 
tion of  tax  treaties.  During  the  past  year,  an  income  tax  treaty  was 
signed  with  Romania.  This  treaty,  along  with  a  similar  agreement 
between  the  United  States  and  the  Soviet  Union,  awaits  ratification 
by  the  Senate. 

In  1974,  the  Commissioner  announced  an  expanded  information 
exchange  program  between  the  IRS  and  tax  agencies  of  treaty 
countries. 
^  Technical  assistance  in  tax  administration. — The  Tax  Administra- 
tion Advisory  Staff  assigns  tax  advisers,  upon  request,  to  developing 
countries  to  help  them  modernize  their  tax  administration  systems.  At 
the  end  of  fiscal  1974,  there  were  14  advisers  in  7  countries — Bolivia, 
Colombia,  Guatemala,  Paraguay,  Trinidad-Tobago,  Uruguay,  and 
Vietnam. 

The  Inter- American  Center  of  Tax  Administrators  (CIAT),  which 
consists  of  26  member  countries  of  the  Western  Hemisphere,  sponsors 
technical  seminars  in  tax  administration  each  year.  The  Commissioner 
led  the  U.S.  delegation  to  the  eighth  annual  CIAT  assembly  in  Kings- 
ton, Jamaica,  in  May  and  delivered  a  paper  on  the  organizational  com- 
ponents and  design  of  management  and  information  systems  for  tax 
administration. 

Tax  administration  officials  from  other  countries  also  visit  IRS  fa- 
cilities to  discuss  mutual  problems  or  for  training  purposes.  During 
fiscal  1974,  266  officials  from  57  different  countries  participated.  More 
than  3,800  officials  from  11  countries  have  visited  the  IRS  during  the 
past  12  years. 
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Canada  topped  the  list  in  1974  with  a  total  of  35  visitors,  including 
the  Minister  of  National  Revenue  who,  along  with  10  staff  members, 
met  with  the  Commissioner  and  key  IRS  officials  for  2  days  in 
February. 

Aid  to  State  tax  authorities. — Under  the  Intergovernmental  Per- 
sonnel Act,  IRS  advisers  have  helped  State  tax  offices  improve  their 
programs  and  have  contributed  to  increased  cooperation  between  IRS 
and  State  taxing  authorities.  This  year,  IRS  assisted  the  States  of 
Florida,  Illinois,  and  Rhode  Island  and  the  Commonwealth  of  Puerto 
Rico. 

In  fiscal  1974,  the  Service  provided  63  training  spaces  in  basic  rev- 
enue agent  and  other  compliance  classes  and  ADP  courses  for  taxation 
employees  of  State  governments.  IRS  also  conducted  courses  in  man- 
agerial and  supervisory  skills,  taxpayer  education,  and  taxpayer  rela- 
tions for  State  agencies  at  their  traming  facilities. 

Integrity  programs 

Internal  audit  and  security  programs  help  Service  managers  main- 
tain high  levels  of  integrity  and  efficiency. 

The  Internal  Audit  Division  reviews  Service  operations  to  make 
sure  that  they  are  being  carried  out  properly  and  efficiently. 

The  Internal  Security  Division  conducts  background  investigations 
of  applicants  and  investigates  complaints  of  misconduct  or  irregulari- 
ties concerning  employees.  The  Division  also  investigates  persons  out- 
side the  IRS  who  attempt  to  corrupt  Service  employees  or  who  threaten 
or  assault  employees. 

Management  actions  resulting  from  internal  audits  have  helped  im- 
prove taxpayer  service,  increase  operating  efficiency,  strengthen  in- 
ternal controls,  and  foster  a  climate  of  inte^rit}-  within  the  Service.  In 
areas  where  monetary  measurement  is  i>ossible,  savings  and  additional 
revenue  from  inspection  activities  in  fiscal  1974  are  estimated  to  ex- 
ceed $71  million.  This  amount  includes  $36  million  from  examination 
of  an  elaborate  Florida  land  development  tax  avoidance  scheme. 

Advisory  groups 

The  Commissioner's  Advisory  Group  was  reinstituted  when  the 
Commissioner  appointed  12  prominent  accountants,  attorneys,  and 
educators  to  serve  as  his  advisory  group  during  the  1974  fiscal  year. 
The  group,  which  held  three  2-day  meetings  during  the  fiscal  year  and 
which  will  hold  another  meeting  in  the  fall  of  1974,  provided  the  Com- 
missioner with  useful  criticism  and  viewpoints  on  IRS  operations  so 
that  the  Ser\'ice  could  do  a  better  job  of  serving  the  American  public. 
Members  of  the  group  serve  without  compensation,  and  their  selection 
is  based  on  nominations  submitted  by  professional  organizations  in 
the  tax  field  and  by  IRS  officials  throughout  the  country. 

Art  advisory  panel. — Beginning  in  1968,  a  panel  of  art  experts — 
museum  directors,  scholars,  and  art  dealers — has  helped  the  Service 
determine  the  acceptable  claimed  value  of  works  of  art  donated  to 
charity  and  the  reported  value  of  art  for  estate  and  gift  tax  purposes. 
In  its  6  years  of  operation,  the  panel  has  reviewed  approximately  $116 
million  worth  of  art  and  has  recommended  valuation  adjustments  of 
approximately  $31  million. 

At  the  three  meetings  held  during  fiscal  1974,  the  12-member  panel 
reviewed  works  of  art  valued  in  tax  returns  at  approximately  $33 
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million.  The  panel  recommended  substantial  adjustments  in  approxi- 
mately one-half  of  the  valuations  reviewed. 

Planning  activities 

Modernization  of  the  Service's  automatic  data  processing  system 
highlighted  planning  activities  of  1974. 

A  major  redesign  of  data  processing  systems — the  tax  administra- 
tion system — is  being  developed  by  the  Service  to  bring  about  such 
improvements  as  more  rapid  issuance  of  refunds,  more  efficient  han- 
dling of  taxpayer  inquiries,  and  expanded  computerization  of  com- 
pliance programs. 

Equipment  acquisition  plans  call  for  evaluation  of  vendor  proposals 
and  recommendations  of  contract  awards  during  the  first  half  of  1975. 
Initial  testing  of  the  first  phase  of  the  system,  in  one  of  the  10  service 
centers,  is  planned  for  September  1976.  The  IRS  hopes  to  phase  in 
the  system  so  that  all  segments  will  be  operational  by  January  1980. 

The  Service  maintains  formal  Federal-State  cooperation  agreements 
with  48  States,  the  District  of  Columbia,  Puerto  Rico,  Guam,  and 
American  Samoa  for  the  mutual  exchange  of  tax  information.  Mag- 
netic tapes  containing  data  from  the  individual  master  file  for  tax 
year  1972  were  provided  to  37  States,  the  District  of  Columbia,  and 
Puerto  Rico.  Federal  law  authorizes  the  furnishing  of  taped  informa- 
tion to  the  States  for  improving  compliance  with  State  tax  laws.  Gift 
tax  information  is  also  available  to  the  States  on  magnetic  tape. 

Guidelines  for  Federal  collection  of  State  taxes  are  being  set  in 
accordance  with  the  Federal-State  Tax  Collection  Act  of  1972.  A 
handbook  is  being  prepared  for  State  officials  explaining  procedures 
for  obtaining  Federal  help  in  State  tax  collection,  changes  which  may 
be  required  in  State  laws,  and  IRS  procedures  for  collection  and  ad- 
ministration of  Federal  taxes. 

The  Service  conducted  successful  tests  of  the  remittance  processing 
system  (RPS) ,  a  prototype  computer  svstem,  to  expedite  the  clearance 
and  deposit  of  tax  remittances.  The  RPS  reduces  remittance  data  input, 
numbering  and  preparation  of  accounting  documents  to  a  single  opera- 
tion. The  system  will  cut  processing  costs,  accelerate  remittance  post- 
ing of  accounts  and  tax  data  bases,  and  provide  a  "fact  of  filing" 
indicator  for  account  status  operations.  A  pilot  system  to  include  all 
remittance  processing  activity  within  one  service  center  is  scheduled 
for  early  1976. 

Management  and  administration  activities 

Management  improvement  activities. — A  reports  curtailment  proj- 
ect was  initiated  in  1974  to  reduce  the  Service's  reporting  requirements 
and  to  improve  remaining  reports.  This  program  resulted  in  the  can- 
cellation of  238  reports  and  projected  annual  savings  of  $2.6  million. 
Further  improvements  and  cost  savings  during  the  second  half  of 
calendar  year  1974  are  expected  to  total  $1.7  million. 

Records  disposal  during  calendar  year  1973  resulted  in  the  release 
of  space  and  equipment  valued  at  $1^654,000.  A  total  of  137,151  cubic 
feet  of  records  were  destroved  and  275,373  cubic  feet  of  records  were 
retired  to  Federal  Records  Centers. 

Implementation  of  the  GSA  office  excellence  program  aided  IRS 
efforts  to  provide  appealing  office  space  for  taxpayers  service  areas 
at  reasonable  cost. 
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The  toll-free  telephone  program  not  only  improved  telephone  access 
to  IRS  offices  but  reduced  the  number  of  technical  man-hours  involved 
in  providing  taxpaver  service  in  subdistrict  offices  and  the  walk-in 
taxpayer  service  traffic  in  all  IRS  offices. 

Safety  programs. — During  calendar  year  1973,  the  last  year  of  the 
President's  "Zero  In  on  Federal  Safety"  campaign,  the  accident  pre- 
vention efforts  of  the  Service  resulted  in  a  frequency  of  only  1.0  dis- 
abling employee  injuries  per  one  million  man-hours  worked.  This  is 
the  second  lowest  rate  in  Service  history  and  is  about  70  percent  less 
than  the  average  rate  for  all  Federal  agencies. 

Service  personnel  operated  motor  vehicles  over  108  million  miles  on 
official  business  during  calendar  year  1973  with  only  737  accidents. 
This  amomits  to  less  than  seven  accidents  per  million  miles  driven, 
the  lowest  rate  on  record. 

Management  careers  program. — The  IRS  management  careers  pro- 
gram received  growing  acceptance  by  management  and  employees. 
A  new  management  program  was  initiated  in  1974  by  the  AssistaJit 
Commissioner  (Accounts  Collection  and  Taxpayer  Service)  to  improve 
the  selection  and  development  of  managers  in  IRS  serWce  centers  and 
the  Data  Center. 

Executive  personnel. — The  Service  met  its  responsibilities  to  fill  the 
many  executive  vacancies  that  occurred  late  in  1973  and  in  1974.  Forty- 
three  employees  were  trained  in  two  6-month  executive  selection  and 
development  program  classes  this  year.  Normally  10  to  15  participate 
each  year.  Xine  classes  were  conducted  for  middle  managers,  the  main 
source  of  candidates  for  executive  positions. 

Incumbent  executives  prepared  individual  development  plans 
(IDP's)  to  insure  continuing  development  of  the  executive  corps. 
IDP's  are  designed  to  improve  executives'  performance  in  their  present 
jobs,  and  to  prepare  them  for  movement  to  positions  of  increased 
res]X)nsibility.  Actions  to  conserve  executive  manpower  included  using 
retired  executives  to  instruct  in  management  courses,  and  curtailment 
or  delay  of  certain  task  forces  which  normallv  include  executives. 

Lahor-manaqement  activities. — In  early  Mav,  the  Service  concluded 
a  2-year  collective-bargaining  agreement  with  the  National  Treasury 
Employees  Union  (NTEU).  This  multidistrict  agreement  covers 
30,000  employees  in  56  of  the  58  districts  throughout  the  country.  The 
agreement  provides  for  bilateral,  union-management  decisionmaking 
in  personnel  policies  and  practices  such  as  promotions  and  perform- 
ance evaluations. 

The  IRS  and  NTEU  also  concluded  an  agreement  covering  about 
2,500  employees  in  four  of  the  seven  regional  offices.  This  2-year  col- 
lective-bargaining agreement  is  the  first  to  cover  more  than  one  re- 
gional office.  Taken  together,  the  multiregional  agreement,  the  multi- 
district agreement,  and  the  agreement  covering  most  of  the  servdce 
centers  include  about  60,000  IRS  employees. 

The  labor  relations  training  program  has  been  expanded  to  insure 
effective  relationships  between  Service  management  and  the  unions 
representing  IRS  employees.  Personnel  officers  and  lalx)r  relations 
specialists,  who  advise  manaqrers,  take  part  in  a  new  training  course 
which  includes  fundamentals  of  labor-management  relations  and  which 
updates  Federal  labor  relations  using  IRS  cases. 
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Training. — IRS  training  centers  conducted  training  for  a  record 
number  of  recruits  last  year,  including  approximately  3,000  revenue 
agents,  2,000  tax  auditors,  and  360  special  agents. 

Tax  practitioners  institutes  were  held  for  both  new  tax  return  pre- 
parers and  for  experienced  practitioners  needing  refresher  training. 
College-level  students  interested  in  the  tax  preparation  profession 
were  trained  in  the  "Fundamentals  of  Tax  Preparation,"  a  course 
conducted  at  over  600  schools  this  year. 

New  training  modules  on  taxpayer  relations  were  developed  for 
training  compliance  employees.  Video  tapes  were  used  to  depict 
situations  faced  by  taxpayers  and  IRS  representatives  in  compliance 
actions. 

An  innovative  technique — ^simulation  training — was  added  to  the 
basic  training  course  for  taxpayer  service  representatives.  The  trainees 
rotated  role- playing  in  many  of  the  situations  which  occur  in  IRS 
offices  from  January  through  May.  They  are  observed  and  critiqued 
during  this  traming  by  four  course  instructors.  The  technique  trans- 
lates classroom  theory  into  practice. 

The  Service  has  reduced  many  of  the  problems  encountered  with 
computer  audits  through  a  computer-assisted  audit  training  program. 
A  short  training  program  in  basic  ADP  concepts  was  given  to  600 
agents  this  year,  and  a  second  program,  designed  for  a  small  number 
of  specialists,  trained  41  computer  audit  specialists  to  carry  out  a  high 
quality  auditing  program  involving  ADP  accounting  records.  A  total 
of  85  computer  audit  specialists  have  been  trained  under  this  program, 
and  additional  agents  are  scheduled  for  training  in  fiscal  1975. 

Over  860  investigators  were  trained  in  enforcement,  compliance, 
and  other  regulatory  procedures  established  by  the  new  Federal 
Energy  Act.  Training  courses  began  in  February,  and  by  June  all  had 
successfully  completed  the  prescribed  training  and  were  transferred 
to  the  Federal  Energy  Administration.  In  addition,  88  of  these  inves- 
tigators were  trained  in  the  refinery  audit  and  review  program 
(RARP),  a  course  designed  to  help  the  investigators  apply  energy 
regulations  in  the  audit  of  large  refineries. 

Performance  evaluation. — A  study  was  conducted  in  1974  to  deter- 
mine whether  a  new  emphasis  on  managers'  responsibility  in  the  per- 
formance evaluation  area  was  achieving  desired  results.  The  study 
indicated  improvement  in  the  way  supervisors  were  evaluating  the 
performance  of  employees  for  promotion  purposes.  A  computerized 
performance  evaluation  process  was  also  developed  to  help  implement 
the  promotion  plan  in  the  union -management  agreement  affecting 
service  center  and  Data  Center  emolovees. 

Equal  employment  opportunity. — The  Service  has  moved  steadily 
to  increase  emphasis  on  equal  employment  opportunity  and  to  insure 
upward  mobility  opportunities  for  all  employees.  Total  minority 
employment  was  up  6.8  percent  this  year,  including  a  16.6-percent 
increase  in  employment  of  Spanish-speaking  Americans. 

In  addition  to  extensive  college  recruitment  efforts,  EEO  recruit- 
ment activities  were  carried  out  through  job  fairs,  career  days,  and 
work-study  and  co-op  programs.  Under  the  cooperative  work-study 
program  alone,  878  students  were  employed  by  the  Service,  176  of 
whom  were  employed  full  time. 
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During  the  year,  a  woman  was  appointed  Deputy  Assistant  Com- 
missioner and  two  black  executives  were  advanced  to  the  top  field 
position  of  Regional  Commissioner. 

The  Internal  Revenue  Service's  upward  mobility  program  will  be 
implemented  in  the  summer  of  1974,  and  is  composed  of  five  major 
areas:  Skills  inventory,  career  counseling,  individual  development 
plans,  training,  and  placement. 

The  Service  has  continued  to  increase  employment  of  handicapped 
individuals  in  all  occupations.  As  of  December  31,  1973,  1,631  handi- 
capped persons  were  employed  by  the  IRS.  Of  this  number,  94  blind 
inclividuals  are  working  as  taxpayer  service  representatives  in  IRS 
districts  and  as  tax  examiners  in  the  service  centers. 

For  the  past  3  years,  an  IRS  employee  has  reached  final  competition 
for  the  Outstanding  Handicapped  Federal  Employee  of  the  Year 
Award,  which  is  made  under  the  auspices  of  the  Civil  Service  Com- 
mission and  focuses  attention  on  the  valuable  contributions  of  handi- 
capped Federal  employees  and  their  ability  to  perform  top-quality 
work. 

This  year,  Mrs.  Icy  Deans,  a  tax  examiner  at  the  Kansas  City 
Service  Center,  received  the  Outstanding  Handicapped  Federal 
Employee  of  the  Year  Award. 

Protection  of  facilities. — During  the  past  year,  the  Service  continued 
to  strengthen  the  protection  of  its  data  processing  facilities  by  im- 
plementing an  incentive-based  guard  contract.  This  new  concept  was 
developed  jointly  with  the  General  Services  Administration  to  pro- 
vide the  guard  contractor  with  the  motivation  to  do  a  superior  job. 
In  most  cases,  this  type  of  contract  has  resulted  in  a  significant  im- 
provement in  the  quality  of  giiard  service,  thereby  increasing  the 
overall  protection  of  the  IRS  facilities. 


BUREAU  OF  THE  MINT ' 

The  Mint  became  an  operating  bureau  of  the  Department  of  the 
Treasury  in  1873,  pursuant  to  31  U.S.C.  251.  All  I'.S.  coins  arc  manu- 
factured at  Mint  installations.  The  Bureau  of  the  Mint  distributes 
coins  to  and  among  the  Federal  Reserve  banks  and  branches,  which  in 
turn  release  them,  as  required,  to  commercial  banks.  In  addition,  the 
Mint  maintains  physical  custody  of  Treasury  monetary  stocks  of  gold 
and  silver;  handles  various  deposit  transactions,  including  inter-^Iint 
transfers  of  bullion;  refines  and  processes  gold  and  silver  bullion; 
and  moves,  places  into  storage,  and  releases  gold  and  silver  for  such 
purposes  as  authorized. 

Functions  performed  by  the  Mint  on  a  reimbui-sable  basis  in  fiscal 
1974  included:  The  manufacture  and  sale  of  numismatic  Eisenhower 
dollars;  the  production  and  sale  of  proof  coin  sets  and  uncirculated 


1  Additional  Information  Is  contained  In  the  separate  Annual  Report  of  the  Director 
of  the  Mint. 
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coin  sets ;  the  manufacture  and  sale  of  medals  of  a  national  character ; 
and,  as  scheduling  permitted,  the  manufacture  of  foreign  coinage. 

The  headquarters  of  the  Bureau  of  the  Mint  is  located  in  Washing- 
ton, D.C.  The  operations  necessary  for  the  conduct  of  the  business  of 
the  Mint  are  performed  at  seven  field  facilities.  Mints  are  situated  in 
Philadelphia,  Pa.,  and  Denver,  Colo. ;  assay  offices  in  New  York,  N.Y., 
and  San  Francisco,  Calif. ;  -  and  bullion  depositories  at  Fort  Knox,  Ky. 
(for  gold)  and  West  Point,  N.Y.  (for  silver).  The  U.S.  Mint,  San 
Francisco,  was  activated  at  the  end  of  fiscal  1973  to  house  the  Mint 
Data  Center,  Special  Coinage  and  Medals  Division,  and  the  Mint 
Museum. 

The  Mint's  Internal  Audit  Staff  was  decentralized  during  fiscal 
1974  to  provide  more  effective  coverage  by  increased  onsite  audit  time 
at  Mint  field  installations.  Accordingly,  resident  auditors  were  as- 
signed to  the  Philadelphia  Mint,  the  Denver  Mint,  and  San  Francisco. 
Financial  transactions  and  reviews  of  operating  and  administrative 
functions  were  included  in  the  fiscal  1974  work  of  this  staff. 

The  security  program  of  the  Mint,  designed  to  provide  continual 
protection  of  all  Mint  employees  and  assets,  embraces  the  Mint  guard 
forces,  protective  electronic  alarms,  safe  and  locking  mechanisms,  se- 
curity surveys,  and  a  personnel  security  clearance  program.  During  the 
fiscal  year  a  security  awareness  program,  which  includes  new  employee 
indoctrination  and  general  employee  participation,  was  initiated. 
Emergency  plans  were  revised  and  reissued  during  the  year;  these 
included  procedures  to  be  followed  in  the  event  of  'fire,  bomb  threats, 
national  disasters,  disturbances,  or  internal  emergencies. 

The  Mint  safety  program  was  continued  with  emphasis  on  actions 
to  promote  the  well-being  of  personnel  and  the  environment.  Complete 
Occupational  Safety  and  Health  Act  (OSHA)  inspections  of  all  Mint 
facilities  were  made  for  compliance  with  all  applicable  OSHA  stand- 
ards, including  design  and  construction  of  facilities  and  equipment 
and  hazard  identification  and  reduction.  Noise  engineering  studies  and 
hearing  conservation  programs  were  begun  at  all  Mint  facilities.  Safety 

Bureau  of  the  Mint  operations,  fiscal  years  197S  and  1974 

Fiscal  year 
Selected  items 


1973 


Newly  minted  U.S.  coins  issued:  • 

1  dollar 60,060,027  31,000,000 

50  cents 228,029,973  178,609,834 

25  cents 498,060,832  624,356,064 

lOcents 814,244,006  836,906,500 

6  cents. 582,808,890  629,791,200 

Icent 6,623,487,520  8,247,873,600 

Total 8,706,681,248  10,448,637,198 

Inventories  of  coins  in  Mints,  June  30 '687,600,000  580,600,000 

Electrolytic  refinery  production: 

Gold— fine  ounces 2,009,278.452 

Silver— fine  ounces 5,029,331.79  3,046,404.866 

Balances  in  Mint,  June  30: 

Gold  bullion— fine  ounces. 267,011,102  267,007,454 

Silver  bullion— fine  ounces 46,791,428  46,017,170 

'  For  general  circulation  only. 
'  Revised. 


'  The  U.S.  Assay  Office  at  San  Francisco  also  operates  as  a  mint. 
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assurance  was  made  a  prerequisite  to  the  purchase  of  all  new  industrial 
equipment. 

A  significant  event  in  the  historv  of  the  Treasury  was  the  enactment 
of  Public  Law  93-127,  October  18,  1973.^  This  legislation,  known  as 
the  Bicentennial  Coinage  Act.  provides  that  the  reverse  of  the  dollar, 
half  dollar,  and  quarter  dollar  coins  minted  for  issue  after  July  4, 
1975,  shall  bear  designs  cml)lematic  of  the  Bicentennial  of  the  Ameri- 
can Revolution.  The  new  designs,  selected  by  the  Secretary  of  the 
Treasury,  shall  remain  on  the  coins  as  long  as  the  Secretary  determines. 
The  obverse  of  the  coins  will  retain  the  designs  currently  on  the  coins, 
but  those  minted  for  issuance  between  July  1,  1975,  and  January  1, 
1977,  shall  bear  "1776-1976." 

The  Bureau  of  the  Mint  deposited  $1,481,981,439  into  the  general 
fund  of  the  Treasury  during  the  fiscal  year.  Seigniorage  on  U.S. 
coins  accounted  for  $320,706,638  of  the  deposit. 

Domestic  coinage 

During  fiscal  1974,  U.S.  Mints  produced  for  general  circulation 
cupronickel-clad  dollars,  half  dollars,  quarters,  and  dimes:  cupro- 
nickel  5-cent  pieces;  and  1-cent  pieces  composed  of  95  percent  copper, 
5  percent  zinc. 

The  Denver  Mint  manufactured  5,110,637,214  coins,  the  Philadelphia 
Mint  4,978,364,000  coins,  and  the  San  Francisco  Assay  Office  349,183.932 
1-oent  coins.  A  total  of  10.438.185.146  coins  were  manufactured  for 
general  circulation,  which  exceeded  by  1,884,976,788  the  Mint's  previous 
highest  production  of  8.553.208.358  coins,  achieved  in  fiscal  1973. 

The  Bureau  of  the  Mint  shipped  10,448.537,198  coins  to  the  Federal 
Reserve  banks  and  branches  and  the  Treasury's  Bureau  of  Government 
Financial  Operations.  Again  this  year,  coins  issued  exceeded  total 
production,  reducing  the  Mint's  inventories  of  coins. 

The  increased  demand  for  coins  stemmed  mainly  from  speculative 
interest  in  1-cent  pieces,  which  reflected  the  rising  price  of  copper. 
During  the  third  quarter  of  fiscal  1974.  the  demand  for  pennies  was 
200  percent  greater  than  the  year  before.  On  April  12.  1974,  to  dis- 
courage speculation,  the  Secretarv  of  the  Treasury  approved  regula- 
tions which  banned  the  exportation,  melting,  or  treating  of  1-cent 
coins.2 

In  May  1974,  the  Mint  announced  a  pennv  retrieval  campaign.  Ap- 
proximately 62  billion  1-cent  coins  have  been  manufactured  in  the 
last  15  years,  but  only  about  30  billion  of  them  i-emained  in  circulation. 
The  Director  of  thelNIint  appealed  to  the  public  to  return  to  circula- 
tion the  pennies  that  were  being  saved  in  shoeboxes.  pickle  jars,  dresser 
drawers,  or  anywhere  else.  Retrieval  of  just  15  billion  pennies  would 
permit  the  Mint  to  cease  manufacture  of  "this  denomination  for  2  years, 
with  a  saving  of  $150  million.  For  every  $25  worth  of  pennies  cashed 
at  a  bank,  the  Mint  offered  a  Treasur\^  Department  certificate  made 
out  to  the  individual  and  signed  by  the  Secretary  of  the  Treasury  and 
the  Director  of  the  Mint.  June  was  initially  designated  "Penny  Re- 
demption Month,"  but  on  the  basis  of  numerous  requests  and  the  success 
of  the  program,  the  Director  of  the  ISIint  extended  the  drive. 


1  See  exhibit  37. 

2  See  exhibits  38  and  39. 
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All  numismatic  coins,  including  proof  coin  sets  as  well  as  the  proof 
and  uncirculated  silver-clad  Eisenhower  dollars,  were  manufactured 
at  the  San  Francisco  Assay  Office  and  bore  the  "S"  mint  mark. 

U.S.  coins  manufactured,  fiscal  year  1974 

General  circulation  Numismatic '  Total  coinage 

Denomination 


Number  of        Face  value     Number  of    Face  value       Number  of        Face  value 
pieces  pieces  pieces 

1  dollar: 

Cupronickel .  25, 146, 000  $25, 146, 000. 00  3,  241, 388  $3,  241, 388.  00  28, 387, 388  $28, 387, 388.  00 

Silver-clad 22,897,404  2,897,404.00  2,897,404  2,897,404.00 

50  cents 126,573,600  63,286,800.00  3,241,388  1,620,694,00  129,814,988  64,907,494.00 

25  cents 436,755.600  109,188,900.00  3,241,388  810,347.00  439,996,988  109,999,247.00 

10  cents 852,224,626  85,222,462.60  3,241,388  324,138.80  855,466,014  85,546,601.40 

5  cents 643.727,600  32,186,380.00  3,241,388  162,069.40  646,968,988  32,348,449.40 

Icent 8,353,757,720  83,537,577.20  3,241,388  32,413.88  8,356,999,108  83,569,991.08 

Total 10,438,185,146    398,568,119.80    22,345,732    9,088,455.08    10,460,530,878    407,656,574.88 

1  AU  numismatic  coins  were  manufactured  at  the  U.S.  Assay  Office  at  San  Francisco  and  included  1,954,947 
proof  sets  dated  1973  and  1,286,441  sets  bearing  the  year  1974. 

2  Consisted  of  1,014,150  silver-clad  Eisenhower  proof  dollars,  all  but  508  of  which  are  dated  1973,  and  1,883,- 
254  coins  of  the  uncirculated  variety,  all  but  114  of  which  bear  the  year  1973. 

Note.— All  dollars,  half  dollars,  quarters,  and  dimes  for  general  circulation  are  three-layer  composite 
coins— outer  cladding  75  percent  copper,  25  percent  nickel,  bonded  to  a  core  of  pure  copper.  The  proof  coins, 
except  for  the  silver-clad  numismatic  Eisenhower  dollars,  are  of  the  same  metallic  composition  as  those  for 
general  issue.  The  numismatic  silver-clad  dollars  are  three-layer  composite  coins  with  an  outer  cladding 
800  parts  silver,  200  parts  copper  bonded  to  a  core  of  approximately  215  parts  silver,  785  parts  copper. 

Foreign  coinage 

The  Mint  is  authorized  to  produce  coinage  for  foreign  governments 
on  a  reimbur-sable  basis  provided  the  manufacture  of  such  coins  does 
not  interfere  with  coinage  required  for  the  United  States.  During 
fiscal  1974,  Mint  installations  manufactured  387,086,533  coins  for  Hon- 
duras, Liberia,  Nepal,  Panama,  and  Taiwan.  Approximately  360,620,- 
000  of  these  were  for  Taiwan. 

Technology 

Quality  control  activities  were  continued  and  extended  to  several 
new  areas  during  fiscal  1974.  Following  the  enactment  of  Public  Law 
93-127,  which  provides,  among  other  things,  for  the  use  of  any  Mint 
facility  for  the  manufacture  of  coinage,  a  decision  was  made  to  utilize 
the  West  Point  Depository  for  this  purpose.  Accordingly,  a  quality 
control  laboratory  was  designed  for  the  West  Point  coining  facility 
and  arrangements  for  procurement  of  equipment  and  staffing  were 
completed  before  the  fiscal  yearend. 

A  more  representative  sampling  system  for  quality  assurance  of 
U.S.  and  foreign  coins  (produced  by  U.S.  Mints)  was  implemented 
during  the  year. 

The  Department  of  the  Treasury,  through  the  Bureau  of  the  Mint's 
Laboratory  in  Washington,  continued  to  serve  as  the  technical  author- 
ity on  the  authenticity  of  U.S.  coins.  The  Laboratory  examined  1,929 
questioned  coins  submitted  by  the  U.S.  Secret  Service,  the  U.S.  Cus- 
toms Service,  and  the  Office  of  Domestic  Gold  and  Silver  Operations. 
A  member  of  the  Mint's  technical  staff  testified  in  seven  court  oases 
pertaining  to  the  authenticity  of  U.S.  coins. 

During  the  fiscal  year,  a  joint  Department  of  the  Treasury-Federal 
Reserve  Board  committee  was  established  to  investigate  alternative 
materials  for  1-cent  coinage.  Several  alternative  alloys  and  clad  ma- 
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terials  were  tested  on  a  laboratory  scale  and  the  most  promising  ma- 
terials— an  aluminum  alloy,  a  70  percent  copper-30  percent  zinc  alloy, 
and  gilded  metal  clad  steel — were  >ubjected  to  short  pix)duction  runs. 
In  addition,  the  supply  and  demand  characteristics  of  several  elements 
including  copper,  zinc,  aluminum,  nickel,  chromium,  iron,  manganese, 
and  magnesium  were  studied  in  depth. 

Production 

During  fiscal  1974  the  Bureau  of  the  Mint  exceeded  all  previous 
years'  domestic  production  by  a  sub  tantial  amount.  New  monthly  and 
daily  production  records  were  also  achieved.  The  June  1974  monthly 
production  of  1,138, 196,000  domestic  coins  exceeded  the  previous 
monthly  record  of  1,096,000,000  coins  set  in  October  1966,  a  time  when 
all  ^Nliiit  facilities  were  operating  on  a  three-shift,  7-day  week  basis. 

In  order  to  meet  the  increasing  requirements,  the  Mint  established 
a  firm  long-range  plan  to  expand  its  coin  production  capability.  New 
production  equipment  delivered  included  16  quad-type  coin  presses, 
15  proof-type  coin  presses,  2  blanking  presses,  a  4,000  pound  per  hour 
blank  annealing  and  cleaning  line,  and  4  ui>set  mills. 

Production  at  the  West  Point  Depository  i-^  to  start  on  August  1, 
1974,  with  an  expected  maximum  capacity  of  1  billion  to  1.5  billion 
pieces  per  year,  depending  on  the  com  being  manufactured. 

New  shipping  procedures  resulted  in  the  delivery  of  coinage  dies 
within  1  day  from  the  Philadelphia  Mint,  where  all  coinage  dies  are 
made,  to  the  Denver  Mint  and  the  San  Francisco  Assay  Office,  as  op- 
posed to  up  to  5  days  in  the  past.  Improved  security,  as  well  as  annual 
savings  in  excess  of  $30,000,  resulted  from  the  revised  procedures. 

Public  services 

Liaison  with  Federal  Resei^e  System. — Treasury,  through  the  Bu- 
reau of  the  Mint,  continued  its  close  liaison  with  the  Federal  Reserve 
System  in  determining  coin  requirements.  U.S.  coins,  manufactured 
by  the  Mint,  are  shipped  to  the  12  Federal  Eeserve  banks,  their  25 
branches,  and  the  Division  of  Cash  Services,  Bureau  of  Government 
Financial  Operations.  The  shipment  by  the  Mint  of  10.488  billion 
coins  represented  an  increase  of  about  22  percent  over  1973  require- 
ments. Demand  for  coin  as  measured  by  the  net  outflow  from  Federal 
Reserve  banks  to  commercial  banks  increased  by  28  percent.  Coin  bal- 
ances at  the  Federal  Reserve  banks  on  June  30.  1974,  totaled  approxi- 
mately 1.762  billion  pieces,  a  reduction  of  30  percent  from  the  date  in 
1973. 

Special  coinage  and  medals. — The  Eisenhower  dollar  program,  the 
manufacture  and  sale  of  silver-clad  pi'oof  and  uncirculated  dollar  coins 
to  the  public  at  premium  prices,  was  continued  during  fiscal  1974,  with 
a  total  of  2,897,404  of  these  special  coins  produced — 1,014,150  proofs 
and  1,883,254  uncirculated. 

Regular  proof  coin  sets  offered  to  the  public  included  one  coin  of 
every  US.  denomination  from  the  dollar  through  the  peimy.  During 
the  fiscal  year,  3,241,388  proof  coin  sets  were  manufactured,  packaged 
in  self-standing  cases,  and  sent  by  registered  mail  to  customers  by  the 
San  Francisco  Assay  Office. 

As  part  of  the  Department's  coins  and  medals  observance  of  the 
Bicentennial  of  the  American  Revolution,  the  Mint  is  producing  in  an- 
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tique-finished  pewter  America's  first  10  medals.  Tliese  medals  were 
voted  by  the  Continental  Congress  in  recognition  of  the  bold  com- 
manders and  successful  Kevolutionary  War  battles  that  won  for  a  new 
Nation  its  freedom  from  foreign  domination.  The  first  set  of  the 
America's  First  Medals  was  presented  to  Mrs.  Nixon  by  the  Director  of 
the  Mint  on  Februaiy  19,  1974.  The  li/^-inch  pewter  medals  are  being 
offered  to  the  public  in  units  of  two  medals,  at  $10  per  unit.  Orders  were 
accepted  for  the  first  two  between  April  1  and  May  31,  1974.  The  other 
eight  medals  will  be  completed  by  July  4, 1976. 

The  second  of  the  medals  authorized  by  Public  Law  92-228,  Febru- 
ary 15, 1972,  was  released  early  in  fiscal  1974.  In  addition  to  the  medals 
which  were  part  of  the  Philatelic  Numismatic  Commemorative  (PNC) 
package  (consisting  of  the  ARBA  medal  and  a  commemorative  post- 
age stamp,  postmarked  July  4,  1973,  at  Boston,  Mass.)  and  the  bronze 
"unique"  package  (a  similar  medal  dated  1973),  a  silver  "unique" 
package  (a  silver  medal,  dated  1973,  in  an  individual  self-standing 
case)  was  made  available  to  the  public  in  October  1973. 

Because  of  the  historical  significance  of  the  new  coin  designs  author- 
ized by  Public  Law  93-127  to  celebrate  for  the  first  time  an  anniver- 
sary of  American  independence,  the  Department  of  the  Treasury, 
through  the  Director  of  the  Mint,  in  October  1973  asked  the  Na- 
tional Sculpture  Society  to  conduct  a  nationwide  competition  for  the 
new  designs.  The  Treasury  offered  a  $5,000  award  to  each  of  the  three 
winners  of  designs  emblematic  of  the  Bicentennial  of  the  American 
Revolution  selected  for  use  on  tlie  reverse  of  the  three  denominations. 
The  sketch  competition  terminated  on  December  14,  1973. 

From  approximately  1,000  entries  submitted,  12  were  selected  by  the 
competition  judges  to  be  rendered  into  plaster  form.  The  president  of 
the  National  Sculpture  Society,  chairman  of  the  panel  of  judges,  noti- 
fied the  12  semifinalists  in  January  that  the  plaster  models  were  to 
reach  the  U.S.  Mint,  Philadelphia,  by  February  22, 1974. 
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U.S.  customhouses  that  have  figured 
prominently  in  the  Nation's  history 
have  been  honored  in  a  series  of  com- 
memorative medals  issued  as  part  of  the 
Department's  Bicentennial  observance. 
Five  of  the  10  customhouses  to  I)e 
named  as  national  historic  landmarks 
are  depicted  in  the  above  medals, 
minted  during  fiscal  1974  as  the  result 
of  un  agreement  between  the  Bureau 
of  the  Mint  and  the  U.S.  Customs 
Service. 

The  first  medal  recognizes  the 
Georgetown  Customhouse,  Washington, 
D.C.,  which  was  dedicated  as  a  land- 
mark in  August  1973.  Three-inch  and 
1  '''u-.-inch  bronze  medals  of  the 
building,  which  were  struck  by  the 
U.S.  Mint  for  the  ceremony,  were 
given  to  the  dignitaries  present  and 
offered  for  sale  to  the  public.  The 
other  four  customhouse  medals,  each 
1  ''''ic-inch  bronze,  were  issued  in  con- 
junction with  customhouse  dedications 
in  Boston,  San  Francisco,  Wheeling, 
W.  Va.,  and  Savannah,  Ga. 

The  remaining  five  medals  are  sched- 
uled to  be  issued  in  conjunction  with 
the  dedication  of  the  other  buildings 
during  fiscal  197.5.  They  are  in  New 
Orleans,  Galveston,  Tex.,  Galena,  111., 
Providence,  R.I.,  and   New  York,  N.Y. 


1.  Georgetown    Customhouse;    dedicated 
August    1,    1973 

2.  Boston        Customhouse:         dedieuted 
December    14,    1973 

3.  San  Francisco  Customhouse;  dedicated 
March  22,  1974 

4.  WheeliuK      Customhouse;       dedicated 
May   23,    1974 

5.  Savannah       Customhouse;      dedicated 
May   24,    1974 
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On  March  6,  1974,  the  Secretary  of  the  Treasury  and  the  Director 
of  the  Mint  announced  that  a  colonial  drummer  boy,  Independence 
Hall,  and  the  Liberty  Bell  overlapping  the  moon  were  the  Bicenten- 
nial reverse  coin  designs  selected  to  appear  on  the  quarter  dollar,  half 
dollar,  and  dollar,  respectively.  The  double  date  "1776-1976"  will  ap- 
pear on  the  obverse  (front)  of  the  coins  below  the  portraits  of  Wash- 
ington, Kennedy,  and  Eisenhower.  The  accompanying  illustrations 
show  the  Bicentennial  coinage  designs. 

In  April,  the  designers  visited  Washington  to  receive  their  awards 
and  the  Philadelphia  Mint  to  see  their  designs  transferred  into  coin- 
ing dies.  In  Washington  they  were  welcomed  to  the  White  House  on 
behalf  of  President  Nixon  by  Counsellor  Anne  Armstrong.  She  ex- 
pressed the  opinion  that  Treasury,  through  the  Bicentennial  coin 
competition,  has  contributed  to  the  intention  expressed  by  the  Presi- 
dent when  he  said,  "The  Bicentennial  must  go  directly  to  the  people 
and  derive  its  strength  from  the  people." 

Public  Law  93-114,  enacted  on  October  1,  1973,  authorized  the  Mint 
to  strike  medals  in  honor  of  the  San  Francisco  cable  car  at  the  San 
Francisco  Assay  Office.  None  of  the  medals  had  been  struck  by  the  end 
of  the  fiscal  year. 

In  recognition  of  the  achievements  of  Jim  Thorpe  as  an  athlete  and 
as  a  great  American,  Public  Law  93-132  was  enacted  on  October  19, 
1973.  This  law  authorizes  the  U.S.  Mint  to  strike  a  maximum  of  100,000 
medals  in  his  honor.  None  of  the  medals  had  been  issued  by  June  30, 
1974. 

On  December  29,  1973,  Public  Law  93-227  was  enacted  authorizing 
the  U.S.  Mint  to  strike  medals  in  honor  of  the  100th  anniversary  of 
the  statehood  of  Colorado.  The  legislation  provided  that  the  medals, 
to  be  struck  before  December  31, 1976,  may  be  produced  at  the  Denver 
Mint. 

Public  Law  93-221,  also  enacted  December  29,  1973,  authorized 
the  production  of  medals  to  commemorate  the  International  Exposi- 
tion on  Environment  (EXPO  '74)  to  be  held  in  Spokane,  Wash.  The 
law  provided  that  the  medals  be  made  either  by  the  U.S.  Mint  or  by  a 
private  mint,  using  dies  manufactured  by  the  U.S.  Mint.  The  medals 
will  be  struck  by  a  private  mint. 
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Reverse  of  the 
1776-1976  dollar 

Designer: 

Dennis  R.  Williams, 
Columbus,  Ohio 


Reverse  of  the 
1776-1976  half  dollar 

Designer: 

Seth  G.  Huntington, 
Minneapolis,  Minn. 


Reverse  of  the 
1776-1976  quarter 

Designer: 
Jack  L.  Ahr, 
Arlington  Heights,  111. 
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In  recognition  of  his  long  and  outstanding  service  to  the  United 
States,  a  national  medal  honoring  the  late  FBI  Director,  J.  Edgar 
Hoover,  was  authorized  by  Public  Law  93-309,  June  8,  1974.  ^Vhen 
struck,  these  medals  will  be  available  for  sale  to  the  public,  just  as  are 
other  national  "List"  medals,  at  the  Exhibit  Room  in  Main  Treasury 
in  Washington  and  in  the  sales  areas  at  the  Philadelphia  Mint,  the 
Denver  Mint,  and  the  Old  Mint  in  San  Francisco. 


OFFICE  OF  REVENUE  SHARING ' 

The  Office  of  Revenue  Sharing  is  administratively  located  within 
the  Office  of  the  Secretary  of  the  Treasury.  The  Revenue  Sharing  staff, 
consisting  of  71  professional  and  clerical  positions,  has  offices  at  2401  E 
Street,  NW.,  in  Washington,  D.C. 

By  the  end  of  fiscal  1974,  action  had  been  taken  to  implement  all 
provisions  of  Title  I  of  the  State  and  Local  Fiscal  Assistance  Act  of 
1972  (Public  Law  92-512)  which  authorized  general  revenue  sharing. 

During  the  year,  $6,1  billion  was  distributed  to  approximately 
38,000  States,  cities,  towns,  townships,  Indian  tribes,  and  Alaskan 
native  villages.  This  brought  to  $12.7  billion  the  amount  that  had  been 
shared  with  States  and  local  governments  since  the  first  payments 
were  made  in  December  1972. 

The  State  and  Local  Fiscal  Assistance  Act  authorizes  the  distribu- 
tion of  $30.2  billion  during  the  5-year  period  that  ends  December  1976. 
The  money  is  allocated  by  formulas  contained  in  the  law  which  use 
data  on  population,  per  capita  income,  and  general  tax  effort  for  each 
recipient  unit  of  government. 

The  annual  process 

During  the  year,  the  Office  of  Revenue  Sharing  and  the  Bureau  of 
the  Census  perfected  procedures  to  improve  and  verify  the  data  before 
estimated  allocations  of  funds  for  the  following  year  are  to  be 
calculated. 

In  February  of  each  year,  the  Census  Bureau  provides  the  Office  of 
Revenue  Sharing  with  data  to  be  used  to  calculate  each  government's 
share  of  the  revenue  sharing  appropriation  for  the  forthcoming  fiscal 
year.  Each  State  and  local  government  is  requested  to  review  the  data 
and  to  propose  improvements  where  warranted.  Corrections  are  made 
accordingly.  In  April,  the  amounts  to  be  paid  during  the  coming  year 
are  calculated  and  each  government  is  notified  of  the  amount  it  may 
expect  to  receive. 

During  the  year,  some  data  items  invariably  require  revision  to 
reflect  new  information  on  municipal  mergers  or  consolidations,  or  for 
other  reasons.  Late  corrections  in  the  data  are  accumulated  and  used  to 
make  a  final  allocation  for  the  current  fiscal  year  shortly  before  begin- 


1  Additional  Information  Is  contained  in  the  separate  Annual  Report  of  the  Office  of 
Revenue  Sharing,  March  1,  1974. 
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nin<^  the  cycle  for  the  followino;  period.  Resulting  adju?tmonts  in 
current-year  amounts  are  added  to  or  subtracted  from  the  following 
year's  estimated  allocation. 

Actual  use  reports 

The  first  reports  on  recipient  governments'  uses  of  shared  revenues 
were  filed  with  the  Treasury  Department  by  September  1973.  As 
required  by  law,  these  reports  listed  expenditures  through  June  80, 
1973. 

Overall,  more  revenue  sharing  dollars  were  spent  in  the  field  of  edu- 
cation than  in  any  other  area  of  activity.  Some  24  percent  of  the  first 
$2.8  billion  of  expended  money  had  been  used  for  this  purpose,  with 
the  greatest  part  spent  by  State  governments  which  alone  spent  $664.3 
million,  or  65  percent  of  their  shared  revenues  for  education. 

The  next  largest  early  uses  of  funds  were  public  safety  (23  percent 
of  all  funds  expended)  and  public  transportation  (15  percent).  Cities 
tended  to  identifj-  public  safety  as  the  area  of  activity  in  which  funds 
were  most  needed.  Nationwide,  they  spent  $434  million,  or  44  percent  of 
their  money  in  support  of  such  activities  as  police  and  fire  protection 
and  building  code  enforcement.  All  types  of  local  governments  together 
expended  $635.2  million,  or  35  percent  for  public  safety.  County  gov- 
ernments established  public  transportation  as  their  top-priority  use 
of  the  money.  Some  $161.5  million,  representing  25  percent  of  counties' 
early  funds,  Avas  spent  to  construct,  improve,  and  maintain  public 
transportation  facilities  including  streets,  roads,  and  bridges. 

The  figures  showed  that  more  money  had  been  used  for  current 
expenses  to  operate  and  maintain  programs  than  for  capital  expendi- 
tures. This  was  particularly  true  in  more  densely  populated  areas, 
especially  in  the  northeastern  United  States. 

Some  63  percent  of  the  recipient  governments  indicated  that  the 
funds  had  either  prevented  or  reduced  the  amount  of  a  tax  rate  increase. 
These  findings  suggest  that  the  fiscal  crisis  facing  many  American 
cities  has  been  mollified  by  general  revenue  sharing  funds.  Further- 
more, one-third  of  all  recipient  governments  reported  to  the  Office 
of  Revenue  Sliaring  in  July  and  August  1973  that  general  revenue 
sharing  money  has  helped  them  to  avoid  or  lessen  a  debt  increase.  Since 
most  State  and  local  debt  is  tax  sup]X)rted,  it  is  possible  to  conclude  that 
this  use,  too,  will  have  a  salutary  effect  on  local  tax  rates. 

Surveys  and  inquiries  made  to  date  strongly  suggest  that  the  limited 
(5-year)  authorization  for  this  program  constitutes  an  inhibition  on 
the  local  decisions  for  use  of  the  funds.  Many  officials  have  chosen  to 
limit  their  expenditures  to  capital  purposes  to  avoid  a  future  reliance 
upon  funds  which  conceivably  could  be  unavailable  after  1976.  Other 
influences,  some  external  and  some  relating  to  the  differing  functions 
of  different  levels  of  government,  have  had  their  effects  on  expendi- 
tures of  shared  revenues. 

Audit  and  compliance  program 

To  assure  that  the  funds  are  expended  according  to  the  requirements 
of  the  revenue  sharing  law,  an  audit  and  compliance  program  has  been 
developed  to  utilize  existing  audit  resources  wherever  possible. 

State  audit  agencies  willing  to  do  =o  will  perform  regular  audits  of 
the  local  governments  Avithin  their  States  using  standards  published 
by  the  Office  of  Revenue  Sharing.  The  first  formal  agreement  was  con- 
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eluded  with  the  State  of  New  York,  where  the  State  Comptroller  will 
conduct  annual  revenue  sharing  audits  of  more  than  1,600  units  of  local 
government.  Similar  agreements  with  other  States  are  being  nego- 
tiated. 

Accounting  firms  which  agree  to  do  so  will  include  revenue  sharing 
in  their  regular  contractual  audits  of  States  and  local  governments. 
Additionally,  random  audits  will  be  performed  by  Kevenue  Sharing 
staff. 

Cooperative  efforts  with  other  Federal  agencies  will  include  ex- 
change of  information  and  jointly  conducted  investigations  and  nego- 
tiations where  appropriate. 

Office  of  Revenue  Sharing  staff  will  investigate  complaints  as  they 
are  received. 

Through  these  efforts,  the  Office  of  Revenue  Sharing  expects  to 
achieve  regular  audit  coverage  of  at  least  90  percent  of  the  monies 
distributed. 

Since  the  Audit  and  Compliance  Division  of  the  Office  of  Revenue 
Sharing  was  established  in  fiscal  1974,  its  small  staff  of  auditors,  attor- 
neys, and  investigators  has  processed  92  complaints  of  which  45  have 
been  resolved  to  the  satisfaction  of  all  parties.  Another  46  cases  are  in 
various  stages  of  investigation  or  processing,  and  1  has  been  referred 
to  the  Department  of  Justice  for  civil  action. 

The  Revenue  Sharing  organization 

The  staff  is  organized  into  eight  functional  units,  as  follows : 

(1)  Administration. — Manages  personnel,  budget,  central  services 
and  other  internal  administration  of  the  Office. 

(2)  Program  Planning  and  Coordination. — Coordinates  special  re- 
search projects  at  the  request  of  the  Director;  manages  the  program 
planning  system. 

(3)  Data  and  Demography  Division. — Responsible  for  acquisition 
of  current  and  accurate  data  used  to  compute  allocations  of  funds; 
conducts  data  improvement  program.. 

(4)  Systems  and  Operations  Division. — Computes  allocations  of 
funds ;  writes  payment  vouchers ;  does  all  associated  accounting ;  issues 
and  processes  required  reports;  produces  computer-generated  com- 
munications and  publications. 

(5)  Compliance  Division. — Responsible  for  assuring  compliance 
with  the  law  by  all  recipient  governments ;  coordinates  audits  and  in- 
vestigations of  recipients;  undertakes  cooperative  compliance  pro- 
grams with  other  Federal  agencies.  State  governments,  and  national 
associations  of  civil  rights,  women's  rights  and  governmental  organi- 
zations. 

(6)  Intergovernmental  Relations  Division. — Provides  technical  ad- 
vice and  assistance  to  State  and  local  governments;  maintains  liaison 
with  public  interest  groups. 

(7)  Public  Affairs. — Provides  information  about  general  revenue 
sliaring  to  the  public,  the  media,  citizens  groups,  other  Federal  agen- 
cies, research  groups,  and  the  Congress. 

(8)  Chief  Counsel. — Interprets  the  law;  issues  opinion  letters,  pre- 
pares regulations ;  represents  the  Office  of  Revenue  Sharing  in  all  legal 
matters  concerning  the  general  revenue  sharing  program.  Legal  serv- 
ices are  provided  by  the  Department's  Office  of  the  General  Counsel. 
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Presently,  six  attorneys  and  three  support  employees  are  so  assigned 
to  the  Office  of  Revenue  Sharing,  During  the  fiscal  year,  Revenue  Snar- 
ing attorneys  have  been  involved  in  the  defense  of  7  lawsuits  (2  suits 
being  the  consolidation  of  21  actions).  The  legal  issues  in  those  suits 
involved  civil  rights,  the  applicability  of  National  Environmental 
Policy  Act,  the  interpretation  of  Indian  treaties,  and  the  determina- 
tion of  data  factors  for  the  revenue  sharing  allocation  formulae. 


UNITED  STATES  CUSTOMS  SERVICE 

The  U.S.  Customs  Service  mission  is  to  collect  the  revenue  from 
imports  and  enforce  customs  and  related  laws.  Customs  administers 
the  Tariff  Act  of  1930,  as  amended,  and  other  laws.  Among  the  re- 
sponsibilities with  which  Customs  is  specifically  charged  are  :  Properly 
assessing  and  collecting  customs  duties,  excise  taxes,  fees,  and  penal- 
ties due  on  imported  merchandise;  interdicting  and  seizing  contra- 
band, including  narcotics  and  illegal  drugs;  processing  carriers,  cargo, 
persons,  baggage,  and  mail;  administering  certain  navigation  laws; 
detecting  and  apprehending  persons  engaged  in  fraudulent  practices 
designed  to  circumvent  customs  and  related  laws;  protecting  American 
business  and  labor  by  enforcing  statutes  and  regulations  such  as  the 
Antidumping  Act,  countervailing  duty  law,  copyright,  patent,  and 
trademark  provisions,  quotas,  marking  requirements  for  imported  mer- 
chandise, etc.;  protecting  the  general  welfare  and  security  of  the 
United  States  by  enforcing  import  and  export  restrictions  and  pro- 
hibitions; cooperating  with,  and  enforcing  regulations  of,  numerous 
other  Government  agencies  relating  to  international  trade;  and  col- 
lecting import  and  export  data  for  compilation  of  international  trade 
statistics. 

U.S.  Customs  achieved  record  levels  of  activity  during  fiscal  1974. 
More  than  257  million  persons  were  cleared  by  Customs;  more  than  74 
million  carriers — ships,  aircraft,  and  land  vehicles — used  in  bringing 
people  and  goods  to  the  United  States  were  cleared.  More  than  $4.2 
billion  in  revenue  was  collected ;  imported  merchandise  valued  in  ex- 
cess of  $82  billion  was  processed. 

Processing  carriers 

Carriers  processed  by  Customs  increased  1.6  percent  over  fiscal  1973. 
Included  were  74,523,904  land  vehicles  (autos,  trucks,  buses,  etc.), 
364,823  aircraft,  and  an  estimated  119,946  vessels.  A  detailed  break- 
down of  arrivals  is  found  in  the  Statistical  Appendix. 

Landing  rights. — The  authority  to  approve  landing  rights  requests 
was  delegated  to  Customs  field  offices  by  Treasury  Decision  74-94,  ef- 
fective April  18,  1974.  Guidelines  for  making  such  decisions  were  also 
published  at  that  time. 

Vessel  violation  'profile  {VVP). — In  December  1973,  a  system  was 
initiated  to  improve  Customs  detection  of  violations  associated  with 
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vessels.  Currently  a  customs  officer  processing  a  given  vessel  may  be 
unaware  of  previous  violations  committed  by  this  vessel  in  other  U.S. 
ports  or  in  foreign  ports.  WP  will  give  customs  officers  access,  through 
TECS,  to  violation  information  collected  Customs-wide.  This  infor- 
mation will  include  location  and  type  of  violation  (narcotics,  manifest, 
marine,  etc.),  section  of  law  violated,  revenue  lost  and  received,  etc. 
The  system  has  been  implemented  as  a  pilot  test  in  selected  eastern 
ports. 

Radar  systems. — Customs  has  deployed  a  mobile  3-D  ground  radar 
system  which  is  capable  of  providing  range,  azimuth,  and  elevation 
data  on  light  aircraft  out  to  a  range  of  80  miles.  This  radar  is  cur- 
rently being  modified  to  improve  elevation  readout  and  operational 
capability.  Customs  is  also  developing,  under  contract,  an  advanced 
airborne  radar  system  for  tracking  suspect  aircraft. 

Processing  cargo 

There  were  3,206,303  formal  entries  of  merchandise  in  fiscal  1974 — 
a  decrease  of  1  percent  over  fiscal  1973.  A  detailed  breakdown  of  entry 
data  appears  in  the  Statistical  Appendix. 

Automated  hond  information  system. — The  automated  bond  infor- 
mation system,  implemented  on  January  16,  1974,  provides  customs 
officers  with  up-to-date  information  on  the  approval  and  discontinu- 
ance of  five  Customs  term  bonds  by  means  of  computer  printouts,  in 
lieu  of  the  previous  cumbersome  system  of  mailing  copies  of  the  bonds 
to  all  ports  involved.  The  system  also  enables  Customs  to  determine  the 
amount  of  charges  placed  against  the  bonds  at  any  time.  Customs  will 
be  able  to  introduce  a  self-renewable  terai  bond  after  the  system  has 
been  operational  for  1  year.  This  will  eliminate  the  need  for  annual 
filing  and  processing  of  the  five  types  of  bonds  included  in  the  system. 

Manifest  and  iimnediate  delivery  electronic  data  'processing  net- 
work.— The  manifest  and  immediate  delivery  EDP  network  under- 
went the  final  stages  of  testing  at  JFK  Airport  in  New  York  prior  to 
going  operational  in  fiscal  1975. 

Automated  immediate  delivery  procedure. — The  matching  of  im- 
mediate delivery  releases  of  merchandise  with  the  entry  documents 
filed  in  accordance  with  regulations  was  automated  to  provide  a  much 
quicker  and  more  positive  control. 

Automated  processing  of  duty-free  entries. — National  standard  in- 
structions pertaining  to  the  required  use  of  CF  5101  (Entry  Record) 
on  duty-free  entries  were  issued.  As  a  result,  after  July  1,  1974,  duty- 
free entries  will  be  liquidated  under  an  ADP  system  and  an  increased 
amount  of  data  will  be  available. 

Automated  merchandise  processing  system  (AMPS). — To  provide 
meaningful  benefit  to  field  operations  as  quickly  as  possible,  Customs 
undertook  to  design,  develop,  and  implement  an  operational  system 
as  the  first  phase  of  a  National  AMPS  System,  using  the  Port  of 
Philadelphia  as  a  test  site.  The  early  implementation  svstem  (EIS), 
which  will  provide  operational  support  to  the  immediate  delivery, 
the  cashier  and  the  entry-processing  functions,  will  be  operational  in 
Philadelphia  beginning  in  fiscal  1975  and  will  then  be  extended  to 
additional  ports. 

Significant  AMPS  progress  during  1974  includes : 

1.  Major  reorganization  of  AMPS. 
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2.  Development  of  written,  detailed  functional  specifications  and 
general  requirements  for  EIS. 

3.  In-depth  survey  of  all  operational,  staffinir,  and  facility  require- 
ments for  implementation  of  VAS  in  Philadelphia  and  Chicago. 

4.  Preparation  of  the  operational  site  in  Philadelphia,  including 
the  installation  of  terminals  and  communications  equipment  and  a 
significant  upgrading  of  the  entiy  control  and  cashier's  sections  of 
the  Philadelphia  Customhouse.  Facility  preparations  in  the  Port  of 
Chicago  were  also  undertaken. 

5.  Creation  of  all  EIS  data  files  necessary  for  the  Philadelphia 
operation  and  the  collection  of  source  data  for  EIS  files  in  Chicago. 

6.  Extensive  orientation  of  the  importing  and  trade  community  and 
of  Customs  management  in  Philadelphia. 

7.  Training  of  Customs  personnel  in  Philadelphia  and  of  selected 
personnel  in  Chicago  on  all  EIS  procedures. 

8.  Feasibility  studies  into  areas  of  possible  enhancement  for  EIS, 
including  quota,  on-line  immediate  delivery,  manifests,  and  mail  en- 
tries and  initial  work  on  the  design  of  a  revised  quota  system. 

9.  Comprehensive  testing  of  all  operational  aspects  of  EIS  in 
headquarters  and  in  the  Port  of  Philadelphia. 

10.  Inauguration  of  the  immediate  delivery  subsystem  of  EIS  in 
Philadelphia  in  :March  1974. 

11.  A  systems  design  study  to  merge  EIS  with  the  RETIDE  (real- 
time data  entry)  system. 

Concurrent  with  the  development  and  implementation  of  EIS,  a 
national  systems  concept  for  the  AMPS  program  covering  123  separate 
Customs  operational  areas  was  completed. 

Consolidated  monthly  entry  of  U.S.  Government  importations. — 
The  U.S.  Customs  Service,  the  Bureau  of  the  Census,  and  the  Defense 
Department  developed  a  consolidated  entry  procedure  whereby  De- 
fense will  provide  Census  with  monthly  statistical  information  on 
some  20,000  importations  of  military  goods  from  Canada  entered 
through  approximately  150  ports  of  entry.  This  procedure  will 
eliminate  the  need  to  file  and  process  some  15,000  to  18,000  formal 
entries  annually,  and  result  in  significant  savings  to  all  three  agencies. 

Cargo  manifests. — The  production  of  a  Customs  cargo  manifest  was 
eliminated  for  the  movement  of  vessels  in  ballast  and  thos<.'  vessels 
proceeding  to  U.S.  ports  with  residue  cargo  destined  for  foreign  ports 
or  other  U.S.  ports.  This  has  resulted  in  a  substantial  decrease  in 
paperwork  required  to  be  handled  by  customs  officere  entering  and 
clearing  vessels. 

Oil  program. — A  program  to  monitor  imports  of  crude  and  refined 
petroleum  products  was  instituted  on  January  1,  1974.  at  all  Customs 
districts.  Oil  import  information  is  obtained  from  the  foreign  inward 
manifest  at  the  time  of  the  firet  arrival  of  a  carrier.  A  consolidated 
report  of  the  previous  day's  imports  is  made  daily  to  headquartei-s, 
which  reports  daily  to  the  Federal  Energv  Administration.  ^lonthly 
statistics  on  the  volume  of  petroleum  products  in  bonded  warehouses 
are  also  furnished  to  the  Federal  Energj'  Administration. 

Dumping  and  countervailing  duty. — A  total  of  10  dumping  cases 
were  initiated  during  fiscal  1974,  and  19  were  closed.  Sixteen  cases 
were  referred  to  the  Tariff  Commission,  and  12  findings  of  clumping 
were  issued.  At  the  end  of  the  year,  9  cases  remained  on  hand. 
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During  fiscal  1974,  3  countervailing  duty  proceeding  notices  were 
published,  and  1  countervailing  duty  order  was  issued. 

Tariff  classification. — In  a  continuing  program  to  improve  the  ef- 
fective administration  of  item  807,  Tariff  Schedules  of  the  United 
States  (articles  assembled  abroad  from  components  of  U.S.  manu- 
facture and  returned  to  the  United  States),  extensive  amendments  of 
the  regulations  for  item  807  importations  and  the  formulation  of 
interim  operational  guidelines  were  prepared.  Conferences  and  semi- 
nars were  held  with  various  trade  organizations,  importers,  and  cus- 
toms brokers  as  part  of  the  Service's  efforts  to  make  the  importing 
public  better  aware  of  Customs  requirements  under  item  807. 

FOB /GIF  statistical  reporting  program. — In  fiscal  1974,  Customs 
participated  in  numerous  meetings  with  the  Tariff  Commission  and 
private  groups  which  led  to  the  FOB/CIF  statistical  reporting  pro- 
gram, effective  December  10,  1973.  This  program  will  generate  addi- 
tional statistical  information  on  merchandise  imported  into  the  United 
States.  In  addition  to  the  data  covered  by  the  regular  statistical  pro- 
gram, the  Customs  Service  now  collects,,  verifies,  and  transmits  to  the 
Bureau  of  the  Census,  data  on  the  f  .o.b.  transaction  value,  transporta- 
tion costs  to  the  United  States,  and,  for  related  party  transactions,  the 
equivalent  of  an  arm's-length  value.  These  new  statistics,  which  were 
first  published  in  the  January  1974  Census  reports,  will  make  U.S. 
trade  statistics  more  comparable  with  those  of  foreign  countries  and 
will  give  a  more  accurate  picture  of  the  competitive  position  of  the 
United  States  in  world  trade. 

Processing  persons  and  baggage 

More  than  257  million  persons  entered  the  United  States  in  fiscal 
1974 — an  increase  of  3.2  percent  over  the  previous  year.  Of  these  per- 
sons, 93  percent  arrived  by  land,  6  percent  by  air,  and  1  percent  by 
sea.  A  detailed  breakdown  of  persons  arriving  is  found  in  the  Statisti- 
cal Appendix. 

Customs  conducted  more  than  76  million  baggage  examinations  and 
processed  almost  13  million  passenger,  crew,  and  military  declarations. 

Preclearance. — Guidelines  for  preclearance  operations  were  issued 
to  assist  customs  officers  and  management  personnel.  Preclearance 
is  in  effect  at  Toronto,  Montreal,  Winnipeg,  Vancouver,  Nassau,  and 
Bermuda. 

Customs  accelerated  passenger  inspection  system  (CAPIS). — In  re- 
sponse to  increased  air  passenger  traffic.  Customs  has  tested  several 
types  of  inspection  procedures  designed  to  speed  up  processing  time 
for  air  passengers  while  maintaining  an  effective  enforcement  posture. 
The  latest  development  is  CAPIS,  which  utilizes  inspector  time  more 
efficiently  and  provides  a  more  convenient,  pleasant  work  area  layout. 
The  number  of  inspectional  belts  is  reduced  by  25  percent  from  the 
standard  configuration,  allowing  wider  aisles.  The  belt  configuration 
places  inspector  work  stations  at  each  end,  with  a  set  of  two  con- 
veyor belts  arranged  tandem  on  both  sides  of  the  work  station.  Pas- 
senger flow  is  speeded.  TECS  is  incorporated  into  CAPIS,  providing 
a  more  intensive  enforcement  effort.  Under  CAPIS,  75  percent  of 
the  passengers  are  released  through  free  lanes  without  further  proc- 
essing; TECS  information  helps  the  inspectors  concentrate  on  the 
25  percent  referred  for  secondary  inspection. 
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Gold  coins. — A  significant  policy  change  on  gold  coin  imports  re- 
lieved customs  inspectors  of  the  obligation  to  seize  gold  coins  minted 
after  1933  found  in  the  baggage  of  arriving  travelers. 

Processing  mail 

During  fiscal  1974,  Customs  Service  mail  branches  prepared  over 
2  million  informal  mail  entries  and  collected  $17,736,934:  in  duty,  a 
decrease  from  fiscal  1973.  The  number  of  foreign  mail  parcels  proc- 
essed by  Customs  was  46,568,82-4,  also  a  decline.  Approximately  7,000 
pieces  of  foreign  mail  contained  pornographic  matter  which  was 
seized;  approximately  16,000  pieces  contained  lottery  materials  re- 
delivered for  disposition  to  postal  authorities ;  and  approximately  25 
mailings  contained  counterfeit  currency  and  related  violations  re- 
ferred to  the  Secret  Service. 

Seizures  of  narcotics  and  dangerous  drugs  during  fiscal  1974  in  mail 
packages  totaled  4,831.  This  included  over  25  pounds  of  cocaine,  3 
pounds  of  heroin,  1  pound  of  opium,  and  over  1,000  LSD  tablets. 

To  speed  the  repackaging  of  mail  parcels  opened  for  inspection,  12 
automatic  parcel  strapping  machines  were  purchased  and  installed  in 
the  mail  branches.  These  machines,  utilizing  a  plastic  strapping  mate- 
rial and  capable  of  making  40  ties  per  minute,  replaced  much  of  the 
obsolete  string  tying  equipment. 

Enforcement 

Investigations. — The  transfer  of  the  narcotic  investigative  and  in- 
telligence functions  and  related  resources  to  the  Drug  Enforcement 
Administration  (DEA)  required  an  immediate  review  of  the  organi- 
zational structure  and  operational  functions  of  the  Office  of  Investi- 
gations to  provide  the  most  effective  utilization  of  enforcement 
manpower  while  maintaining  a  balanced  enforcement  program.  As  a 
result,  the  Investigations  field  structure  was  realigned  to  conform  to 
the  9  Customs  regions,  and  17  foreign  and  18  domestic  field  offices 
were  closed.  The  new  organizational  structure  and  operational  con- 
cept promoted  a  uniform  approach  to  a  wide  range  of  investigative 
activities,  including  32  case  categories,  and  provided  a  clear  delinea- 
tion of  investigative  functions  and  responsibilities. 

In  fiscal  1974  special  agents  achieved  outstanding  success  in  a  num- 
ber of  enforcement  areas:  The  recovery  of  art  and  artifacts  im- 
properly taken  from  various  countries,  the  arrest  of  commercial 
parrot  smugglers,  large  seizures  of  gold  and  silver  coins,  cargo  theft 
arrests,  major  neutrality  violation  cases,  and  major  fraud 
conspiracies. 

During  the  vear  sper>ial  agents  made  4,434  seizures  of  merchandise 
appraised  at  $72,064,000.  These  seizure  actions  resulted  in  1,940  arrests 
for  Customs  and  1,282  arrests  for  other  agencies.  Convictions  totaled 
1,983.  In  addition,  21,981  cases,  including  technical,  smuggling  and 
organized  crime,  regulatory,  special,  verification,  and  foreign 
investigations,  were  closed. 

Neutrality  violations. — 315  cases  of  neutrality  violations  were  in- 
vestigated, in  November  1973,  a  large  quantity  of  M-1  rifles  was  seized 
and  five  individuals  were  arrested  for  attempting  to  smuggle  these 
weapons  into  Mexico  from  California  in  violation  of  neutrality  laws. 

A  major  neutrality  violations  case  was  broken  in  February  1974 
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when  military  helicopter  parts  and  accessories,  destined  for  El 
Salvador  and  worth  over  $20  million,  were  seized  by  special  agents  in 
Los  Angeles. 

Parrot  smuggling. — Special  agents  made  arrests  and  seizures  re- 
lated to  the  smuggling  of  parrots  into  the  United  States  in  the  South- 
western border  areas.  These  birds  carry  the  Newcastle  disease  which 
could  literally  decimate  the  $6  billion  poultry  industry  in  the  United 
States.  The  last  time  this  disease  was  detected,  over  $50  million  was 
spent  by  the  U.S.  Department  of  Agriculture  in  eradication  efforts. 
In  fiscal  1974,  there  were  outbreaks  of  Newcastle  in  El  Paso,  Tex., 
and  of  parrot  fever  in  New  York  City  which  were  traced  directly  to 
smuggled  birds. 

Silver  and  gold  coin  smuggling. — ^^There  has  been  a  continuing 
pattern  of  silver  coin  smuggling  from  Canada  into  the  United  States. 
The  following  coin  seizures  indicate  the  volume  of  the  smuggling 
traffic:  September  7,  $13,400;  September  27,  $2,000;  October  2,  a  ring 
which  had  been  smuggling  upwards  of  $20,000  in  coins  per  week; 
October  14,  $10,000 ;  October  28,  $13,000. 

In  October  1973,  the  Houston  office  arrested  two  persons  and  seized 
$23,000  in  gold  coins  being  smuggled  into  the  United  States  by  com- 
mercial coin  dealers. 

Currenci/  violations. — In  February  1974,  a  recognized  organized 
crime  courier  was  indicted  for  failure  to  report  the  transportation  of 
$110,000  in  currency  from  the  Bahamas  into  Fort  Lauderdale,  Fla. 
Smuggling  of  opals. — In  January  1974,  undercover  work  by  an 
agent  assigned  to  the  Sacramento  office  disclosed  the  smuggling  of 
approximately  $30,000  worth  of  opals  from  Australia  into  the  United 
States. 

Undervaluation  of  cut  flowers. — The  Miami  field  office  has  been 
investigating  the  undervaluation  of  cut  flowers  imported  from  South 
America.  Thus  far,  eight  importers/shippers  have  been  charged  with 
civil  fraud  violations,  and  total  loss  of  revenue  has  exceeded  $250,000. 
Largely  as  a  result  of  this  continuing  investigation,  the  entire  cut 
flower  industry  has  discontinued  these  practices. 

Fraud  violation. — In  February  1974,  at  Bloomington,  Ind.,  a  tele- 
vision component  manufacturing  concern  was  charged  with  a  civil 
fraud  violation — commingling  foreign  and  domestic  TV  tuners — 
which  resulted  in  a  loss  of  revenue  of  $1,755,000.  Penalties  to  be  col- 
lected from  this  case  should  exceed  $2  million. 

Patrol. — Customs  patrol  operations  and  the  air  and  marine  sup- 
port functions  were  consolidated  into  one  uniformed  enforcement 
force  beginning  in  October  1973.  An  increase  in  the  number  of  offi- 
cers and  additional  and  more  modern  equipment  enabled  the  patrol 
to  become  a  highly  visible  and  viable  force.  The  objective  of  the 
patrol  plan  is  to  interdict  the  influx  of  narcotics  and  other  contra- 
band. In  9  months  of  the  fiscal  year,  the  program  accomplished  seiz- 
ures of  over  113  tons  of  mariiuana,  2,700  pounds  of  hashish,  108 
pounds  of  cocaine,  9  pounds  of  heroin,  general  merchandise  valued 
at  over  $1  million,  and  currency  of  almost  $900,000.  Also,  as  a  result 
of  these  contraband  violations,  349  vehicles,  19  watercraft,  and  8  air- 
craft were  seized  and  a  total  of  683  persons  arrested.  The  effective- 
ness of  the  patrol  continues  to  increase  with  the  gaining  of  equipment 
ana  experience  and  refinement  of  work  methods. 
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The  sophisticated  equipment  now  being  utilized  in  the  patrol  pro- 
gram has  been  made  available  to  other  law  enforcement  agencies, 
including  the  FBI  and  DEA,  along  with  the  necessary  manpower  for 
operation.  The  capability  of  TPXS  has  also  been  offered  to  all  inter- 
ested agencies  in  an  effort  to  coordinate  activities.  Customs  established 
liaison  with  foreign  officials  concerned  with  comparable  problems, 
including  Mexican  and  offshore  island  officials,  in  the  continuing 
effort  to  counter  the  illegal  importation  of  narcotics. 

Seizures. — Seizures  for  violations  of  laws  enforced  by  Customs  ap- 
pears in  the  Statistical  Appendix. 

Although  drug  abuse  mvestigative  activities  were  transferred  to 
the  Drug  Enforcement  Administration  under  Reorganization  Plan 
No.  2,  effective  July  1,  1973,  Customs  is  still  charged  with  the  inter- 
diction of  narcotics  and  dangerous  drugs  at  our  ports  and  borders. 

The  following  table  shows  in  detail  the  amount  of  narcotics  and 
dangerous  drugs  seized  in  fiscal  1974,  as  compared  with  those  seized 
in  fiscal  1973.  Marijuana  seizures  for  fiscal  1973  are  adjusted  to  reflect 
only  seizures  made  by  Customs. 

Fiscal  years  Percentage 

Seiiures  by  U.S  Customs  Service Increase,  or 

1973  1974  decrease  (-) 

Heroin: 

Pounds 253 

Number  of  seizures 679 

Opium: 

Pounds 186 

Number  of  seizures 119 

Cocaine: 

Pounds 734 

Number  of  seizures 929 

other  narcotics: 

Pounds 45 

Number  of  seizures 281 

Hashish: 

Pounds 9.073 

Number  of  seizures 3,700 

Marij  uana : 

Pounds 312.062 

Number  of  seizures 7,976 

Dangerous  drugs: 

5-grain  units 15,802,258 

Number  of  seizures 2, 219 

Treasury  enforcement  communications  system  {TECS). — Addi- 
tional real-time  terminals  were  installed  at  airports,  seaports,  and 
other  locations  to  expand  system  coverage.  Expansion  included  To- 
ronto and  Montreal  airports  to  assist  in  the  preclearance  of  air  pas- 
sengers, as  provided  by  the  United  States-Canadian  agreement,  and 
the  gateway  airports  of  Boston,  Philadelphia,  Washington  (Dulles), 
Miami,  New  Orleans,  Los  Angeles,  and  San  Francisco. 

The  TECS  data  base  was  expanded  by  incorporating  suspect  and 
criminal  information  from  other  enforcement  systems.  DEA  agreed 
to  exchange  information,  and  Interpol  and  NCIC  also  now  provide 
data  for  TECS.  Interface  with  the  national  law  enforcement  tele- 
type system  (NLETS)  to  improve  communications  with  local.  State, 
and  other  Federal  systems  was  also  completed  this  year. 

TECS  also  was  employed  in  the  enforcement  of  duty  assessments. 
Import  specialists  in  over  20  districts  can  now  query  TECS  to  deter- 
mine if  the  importer  they  are  processing  is  the  subject  of  an  ongoing 
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fraud  investigation.  Information  on  importers  suspected  of  engaging 
in  fraudulent  practices  will  be  added  to  the  TECS  data  base  in  the 
near  future  as  well  as  information  on  the  major  accounts  that  have 
been  the  subject  of  an  intensive  query  program.  TECS  was  also  tested 
in  mail  operations  to  identify  potential  contraband  or  other  mail 
violations,  and  mobile  terminals  were  tested  for  use  by  customs  officers 
who  may  not  have  convenient  access  to  a  fixed  location  terminal. 

Enforcement  support. — In  April  1974,  an  Office  of  Enforcement 
Support  was  established  with  the  mission  of  supporting  all  Customs 
enforcement  programs.  This  support  falls  into  four  major  areas:  The 
Treasury  enforcement  communications  system,  the  Customs  informa- 
tion system,  technical  development  and  support,  and  communications. 
Customs  law  enforcement  activity  reporting  system  {CLEAR). — 
The  case  inventory  and  the  arrest  and  seizure  reporting  systems  are 
being  integrated  under  CLEAR  to  provide  improved  statistics  and 
management  information.  The  search/arrest/seizure  portion  became 
operational  on  July  1,  1974,  while  the  fines  and  penalties  portion  was 
being  developed  for  early  fiscal  1975  implementation.  Interfacing 
with  TECS  and  with  specialized  reporting  systems  is  planned  to  obtain 
better  enforcement  statistics. 

Enforcement  communications.- — The  sector  radio  communications 
system,  which  enables  Customs  enforcement  personnel  to  communicate 
by  radio  with  each  other  and  with  other  agencies,  was  expanded  to 
cover  the  entire  southern  border. 

Fines,  penalties,  and  forfeitures. — Headquarters  received,  reviewed, 
and  prepared  legal  decisions  concerning  violations  of  customs  and 
related  laws  and  claims  for  liquidated  damages  assessed  under  customs 
bonds.  The  net  liability  imposed  by  penalty  decisions  in  fiscal  1974 
increased  by  169  percent  from  fiscal  1973. 

Revised  procedures  for  handling  penalty  cases,  both  in  the  field 
and  at  headquarters,  were  adopted.  These  included  delegations  of 
authority  and  responsibility  for  fines,  penalties,  and  forfeitures  pro- 
grams to  districts  and  regions;  establishment  of  fines,  penalties,  and 
forfeiture  organizations  in  the  larger  districts  and  of  a  position  in  the 
Regional  Counsel's  office  specifically  to  provide  legal  advice  and  guid- 
ance to  the  Regional  Commissioner  on  fines,  penalties,  and  forfeitures 
matters ;  and  delegation  of  additional  authority  to  headquarters  man- 
agers. Other  recommendations  in  various  stages  of  implementation 
included  preparation  of  a  comprehensive  policy  and  procedures  man- 
ual ;  development  of  an  automated  control  system ;  and  establishment 
of  a  formal  fines,  penalties,  and  forfeitures  program  evaluation  system. 
Full  implementation  of  these  recommendations  will  promote  the  uni- 
form treatment  and  the  timely  processing  of  penalty  and  liquidated 
damages  cases  throughout  the  Customs  Service. 

Fraud. — During  fiscal  1974,  4,106  cases  of  fraud  were  investigated 
and  processed.  Merchandise  involving  a  potential  loss  of  revenue  of 
$14.8  million  was  seized  or  forfeited. 

Detector  dog  program. — Facilities  were  obtained  at  Front  Royal, 
Va.,  for  the  Detector  Dog  Training  Center.  Fifty-five  dog  handlers 
were  recruited,  28  of  whom  Avere  trained  and  sent  to  the  field.  Dog 
program  orientation  presentations  were  given  at  the  district  level  in 
those  areas  receiving  their  initial  detector  dog  teams. 
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Restricted  merchandise. — Customs  enforcement  against  foreign  ob- 
scene matter  was  given  renewed  impetus  during  fiscal  1974,  particularly 
with  respect  to  imports  of  pornography  for  claimed  private,  noncom- 
mercial use.  Approximately  800  imported  motion  picture  films,  prin- 
cipally entered  at  the  Port  of  New  York.  N.Y.,  were  screened.  Of  19 
film  seizures  the  U.S.  attorney  filed  14  complaints  in  the  district  court 
for  judicial  disposition  on  the  issue  of  obscene  content. 

Ciistoins  Regulations. — As  part  of  the  general  revision  of  the  Cus- 
toms Regulations,  two  parts  were  adopted  and  three  parts  consolidated. 

In  addition  to  the  revision  of  the  regulations.  48  notices  of  proposed 
rule  making,  55  Treasury  decisions,  and  12  manual  amendments  were 
prepared.  Some  of  these  amendments  dealt  with  designating  or  revok- 
ing ports  of  entry,  extending  port  limits,  adding  organizations  to  the 
list  of  public  international  organizations,  and  implementing  the  time 
for  review  of  protests  with  respect  to  merchandise  excluded  from  entry 
or  delivery. 

TrademarJcs.,  copyrights.,  and  patents. — There  were  recorded  235 
trademarks,  service  marks,  renewals,  assignments  and  name  changes; 
75  copyrights;  and  6  patent  surveys  or  renewals.  A  total  of  $40,260  of 
recordation  and  related  fees  was  collected  for  these  services. 

International  operations 

Customs  participation  in  international  conferences  during  fiscal  year 
1974  increased,  with  the  greatest  percentage  of  meetings  continuing 
to  be  under  the  Customs  Cooperation  Council.  Customs  also  actively 
participated  in  the  work  of  the  Inland  Transport  Committee  of  the 
U.N.  Economic  Commission  for  Europe.  o 

The  ILS.  Customs  Service  hosted  an  international  meeting  of  the 
heads  of  Customs  investigative  services  under  tlie  auspices  of  the  Cus- 
toms Cooperation  Council  in  "Washington.  D.C.,  October  29  to  Novem- 
ber 2,  1973.  More  than  80  delegates,  representing  44  nations  and  5 
international  organizations,  participated.  The  discussions  jiromoted 
effective  collaboration  at  the  international  level  among  customs  investi- 
gative organizations. 

On  August  23,  1973,  Assistant  Secretary  of  State  "^^illis  C.  Arm- 
strong, and  Commissioner  of  Customs  Vernon  D.  Acree,  representing 
the  United  States,  signed  a  Customs  Mutual  Assistance  Agreement 
Avith  representatives  of  the  Federal  RejMiblic  of  Germany.  The  agree- 
ment fosters  close  cooperation  between  the  customs  services  to  ensure 
more  effective  prevention  and  investigation  of  offenses  against  customs 
laws. 

Top-level  customs  and  border  patrol  officials  from  Argentina,  Brazil, 
Bulgaria,  Netherlands  Antilles.  Romania,  and  Yugoslavia  were  given 
observational  training  in  A'arious  Customs  border  ports  throughout  the 
United  States  for  periods  ranging  from  1  week  to  1  month. 

A  customs  adviser  was  sent  to  Quito.  Ecuador,  and  a  customs  advi- 
sory team  to  Bangkok,  Thailand.  Another  position  of  customs  adviser 
was  established  for  Guayaquil,  Ecuador. 

Under  CCINC  Program  II,  Customs  conducted  five  sessions,  each 
consisting  of  5  weeks  of  training  in  the  T'nited  States  for  students 
from  20  different  foreign  countries.  In  addition,  training  programs 
under  the  foreign  customs  ])rogram  were  conducted  with  25  students 
from  13  different  foreign  countries  receiving  management,  instructor. 
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and  antinarcotics  skills  training.  Under  CCINC  Program  III,  in- 
country  training  was  given  in  21  foreign  countries  to  1,220  customs 
and  border  control  enforcement  officers.  This  training  is  designed  to 
improve  enforcement  operations  against  smuggling  of  narcotics  and 
other  contraband.  Particularly  noteworthy  were  the  training  efforts 
in  the  Eastern  European  countries  of  Yugoslavia  and  Bulgaria  and  the 
securing  of  commitments  for  future  programs  in  Romania  and 
Czechoslovakia. 

Permanent  overseas  advisers  to  military  commands  were  placed  in 
Frankfurt,  Thailand,  Korea,  Japan,  Philippines,  and  Guam. 

A  management  information  expert  assisted  in  the  development  of  a 
complete  management  information  system  for  the  Government  of 
South  Vietnam. 

Management  improvement 

Cost  Tnanagement  information  system  {COMIS). — A  study  was 
initiated  to  develop  and  implement  a  cost  management  information 
system.  The  system  will  provide  budgeting,  planning  and  accounting 
information  and  furnish  reports  to  managers  for  use  m  day-to-day  op- 
erations. A  study  team  representing  all  areas  of  administration  and 
operations,  plus  a  consultant  from  GAO,  began  to  identify  users'  re- 
quirements. The  system  is  scheduled  for  implementation  in  July  1975. 

Investigative  ^rrogram  analysis  {I  PA). — IP  A,  which  provides 
manpower  utilization  and  case  accomplishment  data  useful  to  man- 
agement of  Customs  investigative  programs,  went  into  effect  on  April 
1,  1974. 

Regional  management  team  concept. — To  further  improve  coordi- 
nation among  Customs  field  programs,  principal  Customs  field  man- 
agers, functioning  as  a  regional  management  team,  met  on  a  regular 
basis  to  discuss  common  problems,  resolve  conflicts  in  priorities,  ex- 
change information,  and  insure  coordinated  action  by  all  Customs 
employees  within  a  region. 

Administrative 

Accounting. — Customs  appropriation  accounting  system  was  fur- 
ther refined  through  the  establishment  of  controls  over  obligations, 
expenditures,  reimbursements,  and  financial  plans  of  the  nine  regional 
offices  by  functional  area.  Responsible  headquarters  and  field  officials 
were  thus  made  more  aware  of  costs  in  their  areas  of  concern  and 
provided  a  better  evaluation  of  competing  demands  upon  Customs 
limited  resources. 

Headquarters  control  of  travel  advances  was  automated,  simplify- 
ing reconciliations  between  individual  advance  cards  and  the  travel 
advance  control  account,  alerting  management  officials  to  delinquent 
and  excessive  advances  held  by  employees  under  their  supervision. 

A  new  manual  for  field  personnel  with  the  necessary  accounting  and 
reporting  procedures  for  all  types  of  reimbursement  was  prepared. 
It  incorporates  all  existing  instructions  on  reimbursements  under  the 
work  ticket  system,  user  charge  system,  and  other  types  of  reimburse- 
ments currently  covered  in  the  Customs  accounting  manual  and  head- 
quarters circulars. 

Customs  received  and  is  placing  in  operation  96  cash  register  ma- 
chines to  replace  bank-type  validating  machines  in  high-volume  ports 
to  handle  the  increased  number  of  transactions.  These  machines  have 
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proved  effective  in  controlling  collections,  expediting  Customs  traf- 
fic, and  improving  Customs  image,  and  have  saved  a  significant  number 
of  man-years  nationally. 

After  thorough  evaluation,  it  was  determined  that  accounting  ma- 
chines for  appropriation  accounting  and  several  other  programs  should 
be  replaced  by  j)rogranunable  terminals  capable  of  data  transmission 
via  telecommunication.  An  award  of  contract  was  made  in  June  197-1, 
with  implementation  targeted  for  December  1974. 

Real-tinie  data  entry  system  {RETIDE).—RETl'DY.  is  designed 
to  input  entry  and  collection  data  from  field  offices  to  Customs  central 
computer  on  a  direct-line,  real-time  basis.  The  system  was  installed  in 
the  Baltimore  district  on  November  1, 1973,  and  the  Xew  York  Seaport 
area  on  May  28, 1974.  The  Baltimore  installation  has  met  expectations 
in  achieving  manpower  savings  and  increased  accuracy  of  input  data; 
similar  achievements  are  forecast  for  New  York. 

Equal  opportunity. — Full-time  equal  opportunity  officer  positions 
were  established  and  filled  for  all  Customs  regions.  In  headquarters, 
the  Equal  Opportunity  Division  was  staffed  with  four  additional 
equal  opportunity  specialists  to  handle  the  number  of  complaints 
being  received  and  to  promote  affirmative  action  program  measures. 

A  study  to  determine  the  feasibility  of  utilizing  the  services  of  mi- 
nority-owned banks  as  depositaries  for  collections  by  Customs  has  re- 
sulted in  an  increase  of  such  depositaries  to  a  total  of  7  since  July  1, 
1973.  For  fiscal  1974,  the  monthly  dollar  volume  of  deposits  at  these 
banks  averaged  $55  million. 

Seven  Papago  Indians  were  appointed  to  the  customs  patrol  pro- 
gram in  New  Mexico  (Region  VII)  under  a  special  appointment 
authority  obtained  from  the  Civil  Service  Commission. 

Support  of  the  16-point  program  for  Spanisli-speaking  Americans 
was  stressed  throughout  the  year.  Sixteen-point  cm^rdinators  were 
designated  in  headquarters  and  the  nine  regional  offices.  Many  efforts 
have  been  made  in  the  area  of  recruitment.  Spanish-speaking  employ- 
ment in  Customs  rose  from  653  in  December  1972  to  889  in  March  1974. 
Facilities  management. — A  task  force  was  established  to  develop  an 
aggressive  program  for  the  upgradin<r  of  facilities  at  all  locations  on  a 
systematic,  time-phased  basis.  A  facilities  planning  system  was  estab- 
lished and  existing  deficiencies  documented,  with  first  priority  given 
to  border  ports  of  entr)\ 

Collocation  of  Region  II  offices  into  New  York's  World  Trade 
Center,  the  largest  move  of  its  kind  in  Customs  history,  was  accom- 
plished. Similar  collocation  in  headquarters,  Miami,  Los  Angeles,  and 
San  Francisco  is  planned  for  fiscal  1975. 

Support  of  the  customs  patrol  officer  program  included  the  pro- 
curement of  aircraft,  automobiles,  jeeps,  and  4-wheel  drive  vehicles 
by  lease  or  purchase,  in  addition  to  the  acquisition  of  night  vision 
devices,  photographic  equipment,  binoculars  and  related  law  enforce- 
ment items.  In  process  is  the  acquisition  of  19  boats,  ranging  from  18- 
foot  U.S.  Coast  Guard  Waterjets  to  38-foot  high-speed  patrol  craft. 
Seven  boats  were  delivered,  with  10  of  the  remaining  12  due  for  de- 
livery early  in  fiscal  1975. 

Management  analysis. — Numerous  organization  studies  and  surveys 
resulted  in  increased  effectiveness  for  Customs  and  the  public. 


172   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Evaluations  were  conducted  of  the  management  analysis  functions 
in  the  Boston,  Miami,  Los  Angeles,  New  York,  New  Orleans,  and 
Houston  regions. 

Customs  received  the  Federal  Paperwork  Management  Award, 
given  by  the  Association  of  Records  Executives  and  Administrators. 

A  management  analysis  conference  was  held  in  Washington  at  which 
management  analysts  from  headquarters  and  the  nine  regions  were 
present.  Executive,  Regional  Commissioner,  Assistant  Regional  Com- 
missioner, and  other  conferences  were  held  during  the  year. 

A  new  Customs  Correspondence  Manual  provided  guidance  in  the 
preparation  of  customs  documents  and  correspondence. 

During  the  year,  plans  were  formalized  for  the  conduct  of  an  audit 
and  cost-benefit  analysis  of  the  ADP  reports  generated  by  the  Head- 
quarters Data  Center.  An  inventory  of  all  ADP-generated  reports 
was  completed  and  the  basic  cost  for  production  of  each  report  deter- 
mined. Questionnaires  solicited  information  concerning  the  useful- 
ness of  these  reports  from  various  headquarters  offices.  During  fiscal 
1975,  the  data  gathered  through  these  questionnaires  will  permit  elim- 
ination of  some  reports  and  modification  of  others. 

In  the  management  by  objectives  program,  Customs  reported  prog- 
ress to  Treasury  and  0MB  on  several  Presidential  and  Secretarial 
objectives. 

Personnel  management. — The  first  stage  of  implementation  of  the 
automated  skills  inventory  system,  data  collection  and  computerization 
on  all  employees  GS-14  and  above,  was  completed.  Qualification  re- 
quirements for  executive  and  middle  management  positions  are  being 
identified  by  Customs  managers  and  the  resulting  input  will  be  incor- 
porated into  a  software  retrieval  package  for  use  in  the  Customs  merit 
promotion  plan. 

During  fiscal  1974,  guidelines  for  the  preparation  and  submission  of 
the  Customs  training  data  forms  were  developed.  These  forms  provided 
input  for  the  annual  automated  training  reporting  system,  imple- 
mented on  July  1, 1974. 

Onsite  Spanish  language  training  initiated  in  January  and  Feb- 
ruary 1974,  at  El  Paso,  Tex.,  and  San  Ysidro,  Calif.,  gave  instruction 
to  a  total  of  103  students.  Three  new  programs  will  be  started  in  fiscal 
1975  at  Nogales,  Laredo,  and  Brownsville. 

During  fiscal  1974,  a  completely  new  "Executive  Manpower  Develop- 
ment Program"  was  designed  and  will  be  issued  as  chapter  412  of  the 
Customs  Personnel  Manual.  Implementation  is  scheduled  for  early 
fiscal  1975. 

A  standard  position  description  was  developed  for  the  senior  customs 
inspector  in  accordance  with  the  new  classification  standard.  An 
implementation  plan  provided  for  the  conversion  of  all  current  GS-11 
customs  inspectors  to  the  new  standard  and  set  forth  procedures  for 
requesting  additional  senior  inspector  positions.  The  implementation 
of  new  positions  is  proceeding  on  a  region-by-region  basis.  Survey 
teams  will  be  dispatched  for  postaudits  of  senior  customs  inspector 
positions  in  the  regions. 

Approved  by  the  Civil  Service  Commission  Februarv  7,  1974,  the 
mail  career  ladder  provided  by  the  customs  aid  series,  GS-1897,  will 
open  up  professional  careers  for  manv  employees  formerlv  relegated 
to  wage  board  or  clerical  positions  with  little  hope  for  advancement. 
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This  career  ladder  won  commendation  from  the  CSC  for  its  innovative 
contributions. 

Conversion  of  customs  security  officers  to  customs  patrol  officers 
was  completed  January  20,  1974/These  additions  to  the  patrol  orga- 
nization prompted  a  geographical  realignment  of  positions  which  led 
to  establishment  of  several  new  st  at  ions. 

Labor-management  relations. — The  Customs  Service  labor-manage- 
ment relations  program  reached  nearly  600  managers  (first-line  super- 
visors to  top  management  personnel)  in  fiscal  1974,  a  greater  number 
tlian  had  been  trained  in  all  previous  years.  A  series  of  films  was 
purchased  to  assist  in  future  Service-wide  refresher  training. 

Public  infoi'^imtion  program. — To  facilitate  and  insure  voluntary 
compliance  with  customs  laws.  Customs  carries  out  a  communication 
and  education  program  of  nationwide  scope  designed  to  inform  the 
public  of  Customs  plans,  programs,  and  policies.  A  total  of  172  news 
releases,  speech  texts,  factsheets,  testimonies,  etc.,  were  distributed 
during  the  fiscal  year.  The  Commissioner  of  Customs  and  other  head- 
quarters officials  made  some  26  speeches  and  presentations,  and  were 
involved  in  9  interviews,  briefrng  sessions,  and  press  conferences. 

As  part  of  Customs  continuing  Bicentennial  participation,  four 
customhouses  were  designated  as  historic  customhouses  in  commemora- 
tion ceremonies;  they  were  Georgetown  (D.C.),  August  1,  1973;  Bos- 
ton, December  14, 1973 ;  San  Francisco,  March  22, 1974 ;  and  Wheeling, 
ISIay  23.  1974.  In  connection  Avith  tliese  ceremonies,  the  Bureau  of  the 
Mint  produced  the  fii-st  5  in  the  series  of  10  commemorative  custom- 
house medals  (see  p.  155).  The  fifth  medal,  honoring  the  Savannah 
Customhouse,  was  unveiled  at  a  special  ceremony  during  National 
Maritime  Week  in  Savannah.  Ca..  on  May  24. 1974.  ' 

Local  participation  and  coordination  in  Bicentennial  era  activities 
included  the  jointly  sponsored  Boston  Customhouse  commemoration, 
the  first  official  event  of  the  Boston  200's  "Tea  Party  Weekend."  An 
exhibit  of  historic  customs  documents  and  artifacts  developed  by  the 
Boston  regional  office  for  display  over  a  3-year  period  was  presented 
to  the  city  during  the  ceremony. 

Through  arrangements  with  the  V.S.  Postal  Service,  commemora- 
tive postal  cancellation  slogans  ran  concurrently  with  the  customhouse 
ceremonies  in  Washington.  D.C.  (for  Georgetown),  Boston,  San 
Francisco,  and  Pittsburgh  (for  Wheeling). 

A  2-year  program  of  Bicentennial  events,  through  December  1976, 
including  customhouse  ceremonies,  commemorative  medals,  and  ex- 
hibits was  developed,  with  eight  customhouse  ceremonies  currently 
scheduled  for  fiscal  1975. 

Customs  won  an  "Honorable  Mention"  in  the  Federal  Editors  Asso- 
ciation Contest  for  its  publication  "Customs  Hints  for  Returning  U.S. 
Residents — Know  Before  You  Go." 

Ports  of  entinj. — Fresno,  Calif.,  and  Wichita,  Kans.,  were  established 
as  customs  ports  of  entry.  Tlie  Ports  of  Portland  and  Astoria,  Oreg., 
and  Longview,  Wash.,  were  consolidated  into  one  port  of  entry  en- 
titled "Columbia  River."  The  new  Port  of  Dallas/Fort  Worth  was 
established  to  replace  the  single  ports  of  Dallas  and  Fort  Worth.  The 
Ports  of  Elkin  and  Washington,  N.C.,  and  South  Haven,  Mich.,  were 
eliminated  as  customs  ports  of  entry. 
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Security  and  audit. — The  Internal  Security  Division  accelerated 
security  clearances  for  applicants,  in  order  to  reduce  vacancies,  by 
using  an  abbreviated  full  field  investigation  with  a  5-day  completion 
date.  This  investigation  placed  applicants  on  board  quickly,  with  the 
total  investigation  to  be  completed  within  the  prescribed  30-day  time 
limit.  During  the  year  1,304  full  field  investigations  were  processed. 
Of  these.  Customs  conducted  937,  while  only  367  were  conducted  by 
Civil  Service,  representing  a  substantial  savings  in  cost  as  well  as  time. 
Customs  computerized  security  clearance  system  is  the  first  and  only 
such  program  in  the  Department  of  the  Treasury. 

In  September  1973,  the  internal  audit  effort  took  a  new  direction, 
with  audit  field  managers  formulating  audit  plans  on  an  annual  basis. 

Regulatory  audit. — A  regulatory  audit  staff  consisting  of  72  people 
located  in  the  regional  offices  and  at  headquarters  undertook  a  new 
program  to  perform  third-party  audits  of  customhouse  brokers,  assem- 
bly plants,  conditionally  free  wool  imports,  importations  from  insular 
possessions,  and  drawback.  In  the  6  months  since  the  program  became 
operational,  the  Division  accomplished  audits  of  11  item  807  assembly 
plants  resulting  in  additional  duty  assessment  in  excess  of  $1,200,000; 
1  audit  involving  importations  from  an  insular  possession  resulting  in 
additional  duty  assessment  in  excess  of  $750,000;  and  audits  of  52 
customhouse  brokers  that  discovered  violations  resulting  in  additional 
duty  assessments  in  excess  of  $340,000. 

Customs  laboratories  activities. — As  part  of  the  Customs  research 
and  development  programs,  artificial  nonpsychoactive  materials  were 
developed  with  properties  identical  to  those  of  common  forms  of  drugs 
in  illicit  channels.  These  "pseudo-narcotics"  bear  such  a  close  resem- 
blance to  the  real  thing  that  preliminary  assessments  indicate  they 
may  be  useful  in  training  detector  dogs,  in  place  of  the  genuine  drugs. 

The  program  for  upgrading  of  laboratory  instrumentation  moved 
ahead  with  the  purchase  of  dual-channel  flame  ionization  detector  gas 
chromatographs  for  the  New  York  and  Chicago  laboratories,  a  sophis- 
ticated gas  chromatographic  data  handling  system  for  Baltimore, 
and  an  atomic  absorption  spectrophotometer  for  the  New  Orleans 
laboratory. 

Field  laboratories  performed  a  total  of  191,770  analyses  during  the 
year,  an  increase  of  nearly  13  percent  over  the  previous  year. 


UNITED  STATES  SAVINGS  BONDS  DIVISION 

The  U.S.  Savings  Bonds  Division  promotes  the  sales  and  retention 
of  U.S.  savings  bonds.  This  medium  of  savings  makes  possible  the 
widespread  distribution  of  the  national  debt  through  its  ownership 
by  a  substantial  part  of  the  Nation's  citizenry ;  it  provides  a  stabilizing 
influence  on  the  economy  insofar  as  the  average  life  of  E  and  H  bonds 
is  twice  that  of  the  marketable  debt,  and  therefore  constitutes  a  long- 
term  underwriting  of  the  Treasury's  debt  structure. 
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The  program  is  carried  out  by  a  comparatively  small  staff  assisted 
by  thousands  of  dedicated  volimteers  in  financial,  media,  business, 
labor,  and  agricultural  institutions  and  civio-mincled  groups  of  all 
kinds.  Their  volunteer  services  assist  in  the  promotion  and  sale  of 
savings  bonds  through  banks,  savings  and  loan  associations,  some  post 
offices,  and  over  40,000  business  establislmionts  and  other  employers 
cooperating  in  the  operation  of  the  payroll  savings  plan  and  over-the- 
counter  sales. 

Sales  of  series  E  and  H  savings  bonds  totaled  $6,429  million  in  fiscal 
1974;  reported  participation  in  the  payroll  savinjrs  plan  as  of  June  30, 
1974,  totaled  close  to  9%  million.  There"  were  $62.4  billion  savings  bonds 
and  savings  notes  held  at  the  close  of  fiscal  1974,  nearly  one-quarter 
of  the  privately  held  portion  of  the  public  debt.  During  fiscal  1974, 
holders  of  these  savings  vehicles  received  over  $3  billion  in  interest. 

The  leader  of  the  1974  nationwide  payroll  savings  campaign  in 
industry  is  John  D.  deButts.  chairman  of  the  board  and  chief  executive 
officer,  American  Telephone  and  Telegrapli  Co.,  and  Chairman  of  the 
U.S.  Industrial  Payroll  Savings  Committee.  Tho  1974  campaign  was 
launched  in  "Washington,  D.C.,  on  January  9,  1974,  with  the  annual 
meeting  of  the  Committee.  Serving  on  the  Committee  with  Mr. 
deButts  are  11  former  chairmen  and  49  top  executives  of  the  Nation's 
major  corporations. 

Mr.  deButts  has  contributed  much  time  and  effort  to  the  campaign. 
He  has  traveled  to  19  cities  to  address  26  meetings  of  business  and 
community  leaders,  helping  members  of  the  Committee  launch  their 
area  and  industry  campaigns.  Mr.  deBu^^ts  met  with  the  Business 
Council  at  its  February  14  meeting  in  Washington  to  urge  members 
to  conduct  payroll  savings  campaigns  in  their  companies.  On  April  2, 
1974,  Mr.  deButts  appeared  on  the  XBC  telcA-ision  network  "Today" 
show.  Eighty  NBC  stations  also  presented  their  local  volunteer  leaders 
to  further  publicize  the  campaign.  Mr.  deButts  provided  sales  tools  for 
the  volunteers  and  staff  workers  in  the  rampaign,  including  a  brochure 
for  top  executives  and  a  sound  motion  pi^^ture  in  color  entitled  "A 
Sense  of  History."  Mr.  deButts  also  produced  quarterly  newsletters  for 
volunteers  and  a  press  kit  mailed  to  over  1,200  newspapers  to  publicize 
the  campaign. 

The  T".S.  Industrial  Payroll  Savings  Committee  has  been  the  prin- 
cipal force  in  raising  the  sales  of  E  bonds  in  the  $25  to  $200  denomina- 
tions to  $4.4  billion,  more  than  $1.7  billion  higher  than  in  1962  before 
the  Committee  was  formed.  This  is  drnmaticallv  portrayed  in  the 
accompanying  chart  showing  series  E  bond  sales  of  $25  to  $200 
denominations  (those  sales  influenced  principally  by  payroll  savings) 
since  1957. 
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SERIES  E  BOND  SALES  $25  to  $200  DENOMINATIONS 
*(Sales  Influenced  principally  by  Payroll  Savings) 
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The  U.S.  Industrial  Payroll  Savings  Committee  was  given  a  charter 
in  1973  in  recognition  of  its  service  to  the  Nation  and  the  Treasury 
in  providing  ''the  most  effective  continuing  framework  for  involving 
industrial  top  management  in  the  U.S.  savings  bonds  payroll  sa^dngs 
program."'  The  charter  called  upon  the  Committee  to  continue  to  im- 
plement ''suitable  approaches  toward  expanding  the  payroll  savings 
plan  with  their  industrial  peers."  This  the  members  are  doing.  They 
urge  the  chief  executives  m  their  areas  and  industries  to  conduct 
payroll  savings  drives,  and  set  strong  examples  by  the  campaigns 
they  conduct  in  their  own  companies,  riirough  Jmie,  six  Committee 
members  had  completed  their  company  campaigns  and  had  enrolled 
over  144,000  employees  as  either  new  savers  or  for  increased  allotments. 

The  annual  savings  bonds  campaign  for  Federal  employees  was 
conducted  during  the  spring  months.  Headed  by  Secretary  of  Agri- 
culture Earl  L.  Butz,  the  Interdepartmental  Savings  Bonds  Com- 
mittee conducted  one  of  the  most  intensive  campaigns  in  recent  years. 
In  preparing  for  the  1974  campaign,  a  comprehensive  survey  was 
made  of  all  the  larger  Federal  agencies  to  obtain  recommendations 
for  improving  the  1974  campaign.  As  a  result,  several  suggestions 
were  adopted  that  materially  helped  in  the  attainment  of  tne  Com- 
mittee's goals. 

This  year's  campaign  theme,  "Share  a  Common  Bond,"  was  incor- 
porated in  all  promotional  material,  including  posters,  canvassers 
guides,  and  employee  leaflets.  This  added  a  high  degree  of  profession- 
alism to  the  drive  and  received  the  plaudits  of  several  Cabinet 
members. 

The  highlight  of  this  year's  campaign  was  the  change  in  policy  by 
the  Department  of  Defense  regarding  individual  canvasses  of  civilian 
and  military  employees  in  the  Armed  Forces.  For  the  first  time  since 
1968,  all  branches  of  the  Armed  Forces  are  now  authorized  to  conduct 
such  canvasses  throughout  the  military  establishment.  This  change 
had  tremendous  impact  on  the  Federal  campaign  this  year  with  sizable 
numbers  of  new  savers  and  increases  obtained.  An  even  greater  poten- 
tial exists  in  this  area  for  the  1975  campaign. 

The  Federal  establishment  annually  produces  about  $1  billion  in 
payroll  savings  sales,  with  a  total  work  force  of  approximately  2i/^ 
million  ci\nlian  employees  and  over  2  million  military  personnel. 

The  volunteer  chairmen  of  State  savings  bonds  committees  and 
members  of  the  American  Bankers  Association  savings  bonds  com- 
mittee met  with  Treasury  officials  during  their  annual  conference  in 
Washington,  D.C.,  on  October  31.  Sessions  were  presided  over  bv 
North  Carolina  chairman  Bland  Worley,  vice  chairman  of  the  board, 
Wachovia  Corp.,  and  ABA  Chairman  W.  Jarvis  Moody,  president, 
American  Security  and  Trust  Co.  of  Washington,  D.C. 

During  the  fiscal  year,  four  new  State  chairmen  were  appointed  for 
2-year  terms,  and  three  were  reappointed. 

All  State  Governors  are  serving  as  honorary  chairmen  of  State 
savings  bonds  committees.  They  play  an  important  role  by  providing 
leadership  for  State  employees  in  each  State's  savings  bonds  program. 

Organized  labor  continued  its  strong  support  of  the  savings  bonds 
program  under  the  direction  of  George  Meany,  president  of  the  AFL- 
CIO,  acting  in  the  volunteer  capacity  of  National  Labor  Chairman. 
The  following  statement  by  Mr.  Meany  in  April,  sent  to  over  550  major 
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labor  publications  throughout  the  United  States,  clearly  reaffirms 
labor's  support  of  the  savings  bonds  program : 

"The  American  Labor  movement  has  supi^orted  the  U.S.  Savings 
Bonds  Program  from  its  very  beginning.  As  concerned  citizens,  we 
consider  support  of  this  program  a  duty  to  our  country,  and  take 
pride  in  our  association  with  it. 

"In  addition  to  patriotic  reasons,  we  support  the  program  because 
it  provides  workers  with  an  opportunity  to  save  regularly  and  auto- 
matically tlirough  participation  in  the  Payroll  Savings  Plan. 

"Therefore,  we  of  the  AFL-CIO  have  a  special  interest  in  the 
Savings  Bonds  Program  and  continue  to  urge  all  union  members 
to  'Take  Stock  in  America'  by  joining  this  program  of  investment  in 
the  future  of  our  country." 

Other  active  labor  support  inchided  resolutions  of  support  adopted 
by  State  federations  of  lalx)r.  local  labor  councils  and  local  unions. 
Numerous  statements  were  issued  by  national,  State,  and  local  labor 
officials  in  support  of  pa^'roll  savings  campaigns.  Much  of  this  sup- 
poT-t  was  communicatod  to  the  membership  by  the  labor  press  through 
the  use  of  ads,  editorials,  open  lettei-s  of  endorsement,  and  news  stories 
about  savings  bonds. 

Public  service  advertising  support  for  the  bond  program  continued 
strong,  with  daily  newspapers  contributing  some  16,500  individual 
ads  during  calendar  1973,  and  magazine  linage  up  substantially  over 
the  previous  year.  The  campaign,  which  is  carried  in  all  major  media, 
is  under  the  auspices  of  the  Advertising  Council,  which  estimates  the 
aimual  value  of  such  advertising  in  excess  of  $63  million. 

A  new  historical  film,  "An  American  Partnership,"  was  produced 
by  Warner  Brothers  during  the  fiscal  year  and  will  be  widely  shown 
at  service  clubs,  national  organizations  meetings,  and  other  volunteer 
gatherings.  It  traces  the  Nation's  history  since  1776  in  terms  of  citizen 
participation  in  Government  borrowings,  and  is  timed  for  release  as 
a  Bicentennial  feature. 

Lucille  Ball  and  the  cast  of  the  "Here's  Lucy"  TV  series  are  featured 
in  a  special  film  for  the  training  of  payroll  savings  canvassers  in  the 
1974  campaign.  Other  motion  picture  industry  participation  includes 
a  campaign  trailer  for  nationwide  theatrical  showing,  starring 
Charlton  Heston.  It  was  produced  as  a  public  service  by  Universal 
Pictures  under  the  auspices  of  Lew  Wasserman  of  MCA,  motion  pic- 
ture chairman  of  the  TT.S.  Industrial  Payroll  Savings  Committee. 

The  star  of  the  "Kojak"  series  on  CBS-TV,  Telly  Savalas,  was  fea- 
tured at  the  kickoff  rally  of  the  1974  payroll  savings  campaign  in  the 
Federal  Government,  and  was  appointed  as  honorary  chairman  of  the 
drive. 

Planning  and  strategy  meetings  were  held  in  Washington  during 
the  last  half  of  the  fiscal  year  with  officials  of  the  Advertising  Council 
and  its  volunteer  task-force  agencies  and  with  the  national  Employee 
Communications  Committee  for  Savings  Bonds,  a  group  which  gives 
leadership  to  the  program  through  company  publications. 

The  new  national  oi-ganizations  program  was  implemented — a  five- 
point  program  for  executive  offices  of  national  organizations  and  a 
seven-point  program  for  their  local  units.  The  program  at  both  levels 
was  successful,  resulting  in  greater  activity  by  these  organizations  on 
behalf  of  the  savings  bonds  program.  More  than  100,000  individual 
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pieces  of  promotional  material  were  requested  by  local  units  for  use 
at  club  meetings  and  in  community  projects  and  conventions.  Na- 
tional and  State  publications  of  these  organizations  published  ads, 
articles,  cartoons,  and  testimonials.  Special  awards  were  presented  to 
lirith  Sholom,  Business  and  Professional  AVomen's  Club,  Inc.,  Ki- 
wanis,  Lions,  National  Exchange  Clubs,  National  Grange,  and  the 
Soroptimist  for  their  promotion  of  the  savings  bonds  program. 

A  new  chairman  of  the  National  Organizations  Committee  was 
appointed — Mrs.  Valerie  F.  I^vitan,  executive  director  of  Soroptimist. 
Mrs.  Levitan  presided  over  a  meeting  of  the  national  organizations 
steering  committee.  The  purpose  of  the  meeting  was  to  discuss  ways 
in  which  national  organizations  participation  in  the  savings  bonds 
program  could  be  increased. 

The  Office  of  Public  Affairs  developed  and  distributed  a  series  of 
packages  for  media  use,  including  an  "Answers  to  Inquiries"  package 
distributed  to  the  daily  press  in  April.  A  pocket-size  kit,  "In  Wliich 
We  Serve,"  designed  for  volunteers,  was  also  distributed  in  April. 

A  joint  meeting  of  the  National  Committee  of  Newspaper  Pub- 
lishers and  National  Panel  on  Public  Relations  for  Savings  Bonds  was 
held  in  November.  Participants— along  with  the  Secretary,  Dejiuty 
Secretary,  and  I'^^nder  Secretary  for  Monetary  Affaire — included  fi- 
nancial writers  Sylvia  Porter,  John  Cunniff.  Sam  Shulsky.  and  Peter 
Weaver.  The  first  session  Mas  chaired  by  outgoing  Chairman  Charles 
L.  Gould,  publisher,  San  Francisco  Examiner;  tlio  second  by  out- 
going Chairman  Denny  Griswold,  publisher  and  editor.  Public  Rela- 
tions News.  New  York.  New  chairmen  for  the  groujis  are  Robert  I>etts 
Jones,  president,  Copley  Newspa]iei"S.  Inc..  I^a  Jolla.  Calif.,  and 
Joseph  F.  Awad,  general  director/public  relations,  Reynolds  Metals 
Co.,  Richmond,  Va. 

A  selection  of  "May  Day"  editorials,  marking  the  ."^^d  annivei-sary 
of  the  bond  program,  developed  by  the  Office  of  Public  Affairs,  was 
utilized  by  leading  newspapers  throughout  the  country. 

Public  Affairs  revised  and  updated  several  fact\ial  publications, 
including  "E"  and  "H"  informational  folders,  "U.S.  Savings  Bonds — 
A  Quick-Reference  Guide,"  and  "Annual  Repoi-t  of  Progress."  The 
publication  "U.S.  Savings  Bonds — A  Good-Ser\nco  ^faniial"  was  up- 
dated and  distributed  to  banks  and  other  financial  institutions. 

Continuing  collaboration  with  leading  financial  writers  and  editors 
sparked  significant  coverage  in  leading  magazines  and  newspapers.  For 
example,  ^Is.  Margaret  Daly's  feature  in  the  Noveml^er  1073  issue  of 
Better  Homes  and  Gardens  resulted  in  more  than  4,100  inquiries. 

Program  planning 

In  the  0  years  that  the  EDP  program  has  been  in  operation,  the 
system  has  matured  and  improved  to  the  extent  that  it  is  now  an  in- 
dispensable management  tool.  The  centralized  collection  and  publica- 
tion of  payroll  savings  statistics  has  relieved  the  State  offices  of  many 
hundreds  of  hours  of  clerical  time  and  i)rovides  a  meaningful  ]iicture 
of  the  payroll  savings  program  which  is  utilized  at  the  national,  re- 
gional and  State  levels  to  formulate  sales  plans  each  year.  It  is  the  sole 
source  of  data  used  in  establishing  payroll  savings  goals  on  State,  area, 
and  county  bases. 
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At  the  end  of  fiscal  1974  the  number  of  reporting  units  (companies 
that  operate  the  payroll  savings  plan)  on  the  EDP  tapes  was  39,350, 
which  represents  21,526  interstate  units  (including  branches  of  com- 
panies) and  17,824  intrastate  companies.  Total  employment  in  these 
companies  is  shown  as  27,054,610.  The  number  of  employees  signed  up 
to  buy  savings  bonds  in  these  companies  is  6,760,941,  or  25  percent. 

Management  improvement 

In  a  two-phased  reorganization  completed  on  the  first  of  January 
1974,  the  Division  restructured  its  chief  operating  elements  from  11 
market  centers  to  7  regions  covering  the  entire  ITnited  States,  The 
regional  structure  conforms  substantially  with  the  proposed  Federal 
Regional  System,  taking  into  account,  however,  the  marketing  princi- 
ples that  dictate  regional  and  State  headquarters  be  located  in  areas  of 
prime  population  and  higli  economic  activity.  The  reorganization  has 
achieved  a  nari^ower  span  of  control  leading  to  more  effective  head- 
quarters management  control.  A  peripheral  benefit  of  the  reorganiza- 
tion has  been  the  contraction  of  staff  by  the  elimination  of  offices  in 
five  States  of  relatively  low  productivity.  These  areas  are  now  serviced 
by  adjacent  States  with  a  stronger  emphasis  on  A^olunteer  support 
where  there  is  no  resident  paid  staff.  In  line  with  other  personnel 
practices,  tlie  Division,  though  smaller  in  size,  during  the  course  of  the 
reporting  year  has  made  better  use  of  its  employees  through  the  re- 
development of  its  promotional  staff  to  the  areas  showing  the  greatest 
market  potential,  and  lowering  the  ratio  of  clerical  employees  to  pro- 
fessional personnel  where  such  action  does  not  impair  the  capability 
of  its  promotional  efforts  in  the  field. 

Internal  audit  program 

During  the  reporting  year  the  internal  audit  program  covering  field 
activities  was  completely  curtailed  upon  the  recommendation  of  the 
departmental  internal  audit  staff.  In  lieu  of  the  former  program,  it 
has  been  proposed  that  a  series  of  field  visitations  be  inaugurated  under 
professional  staff  leadership  from  headquarters. 

Under  its  agreement  with  the  Bureau  of  the  Public  Debt,  Public 
Debt's  staff  auditors  completed  a  study  of  payroll  savings  activities  in 
the  Division.  Their  recommendations,  leading  to  improved  accounting 
practices,  were  generally  adopted. 

Staff  development 

The  Division  is  in  the  final  year  of  a  3-year  program  to  recruit  and 
move  young  persons  up  through  the  ranks.  Through  an  American 
Management  Association-prepared  course,  "Principles  of  Profes- 
sional Salesmanship,"  and  on-the-job  training  assignments,  recently 
graduated  college  students  and  persons  promoted  through  the  up- 
ward mobility  program  are  trained  for  key  sales  promotion, 
managerial,  and  administrative  positions.  A  new  program  of  sales 
instruction /training; — "20-Point  System  for  Guaranteed  Sales  Suc- 
cess" by  Dartnell-Anderson — was  acquired  for  new  promotional  em- 
ployees unable  to  attend  an  indoctrination  course  for  6  to  10  months 
after  entering  on  duty.  This  course  will  also  be  used  as  a  refresher 
course  for  veteran  promotional  staff  members. 

A  line  management  training  program  entitled  "How  to  Improve 
Individual  Manager  Performance,"  prepared  by  the  Americaii  Man- 
agement Association,  was  continued  in  fiscal  1974.  A  management  li- 


ADMINISTRATIVE    REPORTS  181 

brary,  publicized  quarterly,  was  established  and  has  been  extensively 
used  by  all  staff  members.  Durino:  fiscal  1974,  9  of  14  persons  selected 
for  the  executive  develoi)ment  program  were  <riven  detail  assignments 
which  acquainted  them  with  duties  of  higher  level  positioiis  while  5  of 
the  14  attended  courses  presented  by  the  Civil  Service  Commission, 
Department  of  Agriculture  Graduate  School,  and  Advance  Manage- 
ment Research,  Inc. 

All  executive  level  personnel  have  received  introductory  level  in- 
struction on  the  implementation  and  operation  of  the  management  by 
objectives  program.  This  instniction  was  preparatory  to  the  installa- 
tion of  an  MBO  program  during  fiscal  1975. 


UNITED  STATES  SECRET  SERVICE 

The  major  resiwnsibilities  of  the  U.S.  Secret  Service  are  defined  in 
section  3056,  title  18,  I"nite<l  States  Code.  The  protective  i-esponsibili- 
ties  include  protection  of  tlio  President  of  the  United  States;  tlie  mem- 
bers of  his  immediate  family;  the  President-elect;  the  Vice  President 
or  other  officer  next  in  order  of  suc^-ession  to  the  office  of  the  President ; 
the  Vice  President-elect;  the  person  of  a  former  President  and  his  wife 
during  his  lifetime;  the  person  of  the  widow  of  a  former  President 
until  her  death  or  remarriage ;  minor  children  of  a  former  President 
until  they  reach  16  years  of  age,  unless  such  protection  is  declined; 
persons  who  are  determined  from  time  to  time  by  the  Secretary  of 
the  Treasury,  after  consultation  with  the  advisory  committee,  as  being 
major  Presidential  or  Vice  Pi^esidential  candidates,  unless  such  pro- 
tection is  declined;  the  person  of  a  visiting  head  of  a  foreign  state  or 
foreign  government;  ami,  at  the  direction  of  the  President,  other 
distinguished  foreign  visitors  to  the  I'nited  States  and  official  repre- 
sentatives of  the  Ignited  States  performing  si^ecial  missions  abroad. 

The  investigative  responsibilities  are  to  detect  and  arrest  persons 
committing  any  offense  against  the  laws  of  the  United  States  relating 
to  coins,  obligations,  and  securities  of  the  X'nited  States  and  of  foreign 
governments;  and  to  detect  and  arrest  persons  violating  certain  laws 
relating  to  the  Federal  Deposit  Insurance  Corporation,  Federal  land 
banks,  and  Federal  land  bank  associations. 

Protective  responsibilities 

Assignments  to  protect  foreign  dignitaries  increased  to  140  in  fiscal 
1974,  compared  with  110  in  fiscal  1973.  This  increase  was  largely  at- 
tributable to  terrorism  and  general  worldwide  security  problems.  In 
addition,  11  official  representatives  of  this  country  performing  special 
missions  abroad  received  Secret  Service  protection  at  the  direction  of 
the  President, 

The  Secret  Service  also  jorovided  protection  for  Speaker  of  the 
House  Carl  Albert,  former  Vice  President  SpiroT.  Agnew,  Vice  Presi- 
dential nominee  Gerald  R.  Ford,  Secretary  of  Stiate  Henry  A.  Kis- 
singer, Secretary  of  the  Treasury  George  P.  Shultz,  and  Deputy 
Secretary  of  the  Treasury  William  E.  Simon. 
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Secret  Service  protection  for  Caroline  Kennedy  was  terminated  on 
November  27, 1973,  the  date  of  her  16th  birthday. 

During  fiscal  1974,  extraordinary  mianpower,  logistical,  and  other 
problems  were  encountered  in  planning  and  providing  protection  dur- 
ing Secretary  of  State  Kissinger's  numerous  Middle  East  visits,  the 
President's  trip  to  Russia,  and  his  five-nation  tour  of  the  Middle  East. 

Legislation  passed  by  bdth  Houses  of  Congress  designated  the  prem- 
ises now  occupied  by  the  Chief  of  Naval  Operations,  located  within 
the  Naval  Observatory  grounds,  as  the  official  temporary  residence  of 
the  Vice  President,  effective  upon  the  termination  of  service  of  the 
incumbent  Chief  of  Naval  Operations,  July  1, 1974. 

On  June  8,  1974,  President  Nixon  signed  Public  Law  93-^305,  which 
makes  appropriated  funds  of  the  Secret  Service  available  to  provide 
protection  to  the  immediate  family  of  the  Vice  President  of  the  United 
States. 

The  Executive  Protective  Service  provided  protection  for  the  "Wliite 
House,  buildings  housing  Presidential  offices,  and  127  foreign  diplo- 
matic missions  located  at  295  locations  in  the  metropolitan  area  of  the 
District  of  Columbia.  In  addition,  protection  was  offered,  at  the  direc- 
tion of  the  President,  on  a  case-by-case  basis  for  foreign  diplomatic 
missions  located  in  other  areas  of  the  United  States,  its  territories  and 
possessions. 

Three  cases  in  point  were  the  Organization  of  American  States  con- 
ference in  Washington,  D:C. ;  the  28th  lannual  General  Assembly  of  the 
United  Nations  in  New  York  City;  and  continual  coverage  for 
selected  foreign  missions  to  the  ITnited  Nations  in  New  York  City. 

During  fiscal  1974,  the  Secret  Service  requested  a  supplemental 
appropriation  for  an  additional  180  Executive  Protective  Service  of- 
ficers and  5  support  personnel.  At  the  close  of  fiscal  1974,  the  House 
and  Senate  Committees  on  Public  Works  were  considering  a  bill  to 
increase  the  authorized  size  of  the  Executive  Protective  Service  from 
850  to  1,200  officers. 

Protective  intelligence 

During  fiscal  1974,  the  Intelligence  Division  implemented  a  long- 
range  plan  to  replace  special  agent  personnel  performing  analytical 
work  in  protective  intelligence  with  intelligence  research  specialists. 
At  the  end  of  the  year,  the  Secret  Service  employed  11  intelligence 
research  specialists,  10  of  whom  are  women. 

The  Technical  Security  Division  improved  the  screening  procedures 
for  packages,  briefcases,  and  courier  material  entering  the  White 
House  cornplex  through  the  use  of  additional  and  improved  fluoro- 
scopic equipment  at  certain  entrances.  This  equipment  has  been  in- 
stalled in  the  Secret  Service  mailroom  and  has  been  ordered  for  the 
Main  Treasury  Building.  A  fresh  water  supply  monitoring  system  for 
the  White  House  was  installed  and  became  operational. 

A  program  was  initiated  to  prepare  and  distribute  hazardous  de- 
vice posters  to  all  Secret  Service  offices.  A  technical  library  on  ex- 
plosives and  hazardous  devices  used  by  terrorists  was  established  in 
this  Division.  A  project,  coordinated  with  the  National  Park  Service, 
was  started  to  reinforce  the  perimeter  gates  of  the  White  House  to  pre- 
vent a  vehicle  from  crashing  the  gates  and  entering  the  White  House 
grounds. 
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The  Visual  Information  Branch  of  this  Di\nsion  produced  a  proo^ram 
entitled  "Executive  Protective  Service  Recruitment"  and  a  second 
program  entitled  "United  States  Secret  Service:  An  Organizational 
View." 

Plans  proceeded  to  produce  models  of  sites  normally  encountered  on 
protective  assignments  for  use  in  training  special  agents. 

Cooperation  between  the  Secret  Service  and  the  Bureau  of  the  Pub- 
lic Debt  and  the  Internal  Revenue  Service  in  the  use  of  computers  for 
data  transmission  has  improved  the  data  processing  cycle. 

Stolen  series  E  savings  bond  information  is  now  entered  into  the 
National  Crime  Information  Center  (NCIC)  days  in  advance  of  the 
manual  method.  In  addition,  stolen  unregistered  Department  of  the 
Treasury  securities  totaling  over  $85  million  in  value  have  been  en- 
tered into  the  NCIC. 

Submission  of  biweekly  magnetic  tapes  by  the  IRS  of  personnel 
accounting  data  has  permitted  the  Secret  Ser^'ice  to  maintain  an  au- 
tomated personnel  file  for  the  generation  of  special  organizational  and 
analytic  reports. 

Investigative  responsibilities 

For  the  second  consecutive  year,  counterfeiting  activity  decreased. 
'While  counterfeiters  produced  a  total  of  $21.4  million  in  counterfeit 
currency,  down  15  percent  from  the  preceding  year,  losses  to  the  pub- 
lic amounted  to  only  $2.43  million,  a  significant  drop  of  27  percent 
from  fiscal  1973,  and  down  $2.4  million  (50  percent)  from  the  record 
high  of  $4.8  million  successfully  passed  during  fiscal  1072.  Seizures 
during  the  current  fiscal  year  reached  $19  million  or  89  percent  of  the 
counterfeiters'  total  output. 

Thus,  while  the  counterfeiter  is  now  producing  20  percent  less  than 
he  did  2  years  ago,  his  sales  have  dropped  50  percent.  This  success  is 
due  in  large  part  to  the  Service's  present  ability  to  respond  to  signifi- 
cant investigative  leads  promptly  and  with  the  necessai-y  manpower 
and  resources. 

Counterfeiting  investigations 

To  illustrate,  among  56  plant  operations  successfully  suppressed  by 
the  Service  since  July  1973  were  22  responsible  for  producing  over 
$100,000  each.  Losses  to  the  public  due  to  these  operations  were  held  to 
$377,000,  with  $11.9  million  (97  percent)  of  the  total  output  of  $12.3 
million  being  seized  before  it  reached  circulation.  Twenty-two  major 
conspiracies  are  shown  below. 


Month 

Passed 

Month 

Passed 

suppressed 

Location 

Seized 

on  the 
public 

suppressed 

Location 

Seized 

on  the 
public 

197S 
July 

Los  Angeles,  Calif.. 

$121,700 

$1,600 

ms 

December. 

Riverside,  Calif.. - 

$822, 920 

None 

July.- 

Waupin,  Wis.. 

204,480 

1.840 

December. 

Cleveland,  Ohio.. 

913,500 

$19, 100 

July 

Modesto,  Calif 

134,620 

20 

December. 

Newark.  N.J 

313. 160 

39,100 

July 

St.  Loui<!,  Mo 

230, 710 

None 

mi 

August 

DaUas,  Tex 

115.740 

11,140 

January... 

Houston,  Tex 

1.500.400 

None 

August 

San  Francisco, 

1.123,720 

680 

January... 

Costa  Mesa,  Calif. 

460,970 

4,550 

CaUf. 

Februar  V.- 

WlUard, Ohio 

106,070 

2,400 

September. 

.  Miami,  Fla 

1, 017, 6.55 

31,075 

February.. 

Anderson,  Ind 

1,346,050 

243. 015 

September. 

.  Venice,  Calif 

841,000 

None 

February.. 

Newark,  N.J 

.      129,250 

October... 

.  Reno,  Nev 

120,200 

100 

March 

Sun  Valley,  Calif. 

175, 120 

14.740 

October... 

.  Campbell,  Calif.--. 

727,280 

4,160 

April 

Sacramento,  Calif. 

104,800 

420 

December. 

Los  Angeles,  Calif. 

914,300 

2,140 

June 

Cincinnati,  Ohio.. 

496,960 

None 
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Following  are  details  of  illustrative  cases. 

In  July  1973,  a  portion  of  a  printing  plate  containing  the  serial 
number  of  a  Federal  Reserve  note  Avas  found  near  a  printing  plant  in 
Modesto,  Calif.  On  July  5,  a  counterfeit  $20  Federal  Reserve  note  was 
passed  in  Fresno,  Calif.  That  counterfeit  $20  note  contained  the  same 
serial  number  that  had  been  found  on  the  printing  plate  in  Modesto. 
Surveillance  of  the  suspect  printing  plant  resulted  on  July  13,  in  the 
arrest  of  two  persons  while  in  the  process  of  manufacturing  counter- 
feit $20  Federal  Reserve  notes.  Over  $130,000  worth  of  the  notes  was 
seized,  along  with  the  plates  and  negatives.  By  the  end  of  fiscal  19Y4, 
only  the  one  counterfeit  $20  note  from  this  plant  had  been  passed  on 
the  public.  The  conspirators  each  received  3-year  sentences. 

During  January  of  1974  an  informant  advised  the  Houston  office 
that  an  individual  was  in  possession  of  coimterfeit  $100  notes.  On 
January  16,  an  undercover  agent  was  introduced  to  the  suspect  and, 
after  receiving  11  counterfeit  $100  Federal  Reserve  notes,  arrested 
him.  Search  warrants  were  obtained  and  over  $1.4  million  dollars  in 
counterfeit  $100  notes  and  the  plates  and  negatives  were  found  in 
his  residence  and  in  a  safe-deposit  box.  None  of  these  counterfeit  notes 
was  passed  on  the  public.  The  defendant  was  sentenced  to  15  years  in 
prison  for  this  offense. 

During  January  of  1974,  an  informant  advised  the  Service's  Los 
Angeles  office  that  an  individual  was  attempting  to  distribute  counter- 
feit $50  notes.  A  special  agent,  acting  in  an  undercover  capacity,  was 
introduced  to  the  suspect  and  purchased  $2,000  in  counterfeit  $50  Fed- 
eral Reserve  notes.  At  this  time  arrangements  were  made  for  a  larger 
delivery.  On  January  23,  the  suspect  was  arrested  as  he  delivered 
$57,000  in  counterfeit  $50  and  $20  notes  to  the  undercover  agent.  He 
surrendered  $150,000  in  counterfeit  $50  and  $20  notes.  The  suspect  im- 
plicated two  others  of  Costa  Mesa,  Calif.,  as  the  printere  of  these 
counterfeit  notes,  and  arrangements  were  made  for  an  undercover 
agent  to  meet  with  one  of  them  and  obtain  $120,000  in  counterfeit 
currency.  He  was  arrested  while  making  this  delivery,  and  a  search 
warrant  was  executed  which  resulted  in  the  seizure  of  an  additional 
$116,000  and  all  plates  and  negatives.  The  third  conspirator  was  ar- 
rested and  admitted  to  being  the  printer  of  the  subject  notes.  Over 
$450,000  in  counterfeit  currency  was  seized  with  a  loss  of  only  $4,000 
to  the  public.  Each  defendant  was  sentenced  to  5  years'  probation. 

Check  forgery 

During  fiscal  1974,  64,363  checks  were  received  for  investigation,  an 
increase  of  9  percent  over  fiscal  1973.  With  the  Department  of  the 
Treasury  having  issued  approximately  708  million  checks  during 
fiscal  1974,  only  1  of  every  12,000  checks  paid  required  investigation. 

Arrests  for  check  forgery  increased  from  a  previous  record  of  4,591 
in  fiscal  1973  to  a  new  high  of  5,465  in  fiscal  1974.  The  backlog  of 
pending  check  cases  increased  17  percent  over  fiscal  1973,  from  30,045 
to  35,006,  due  in  part  to  the  increase  in  referrals  and  to  the  number  of 
cases  pending  judicial  action. 

The  overall  improvement  in  check  forgery  arrest  statistics  may  be 
attributed  to  the  increase  in  the  availability  of  manpower  for  assign- 
ment to  this  activity ;  the  continuation  and  expansion  of  the  forgery 
squad  system  in  the  Service's  major  offices;  and  priority  emphasis  on 
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the  investigation  of  those  who  forge  and  negotiate  two  or  more  checks. 
The  early  identification  and  arrest  of  multiple  forgers  is  the  basic 
deterrent  affecting  the  volume  of  cases  because  of  those  forgers'  poten- 
tial, if  not  apprehended. 

The  newly  established  procedure  of  retaining  original  checks  within 
the  Forgery  Division  in  all  cases  referred  to  the  Service  provides 
ready  access  to  the  original  checks  for  laboratory  examinations,  judi- 
cial proceedings,  and  general  investigative  needs. 

Despite  the  implementation  of  the  supplemental  security  income 
program  in  January  1974,  which  increased  the  nmnber  of  chocks 
issued  by  the  Government  by  approximately  4  million  per  month,  the 
number  of  forged-check  referrals  has  not  increased  proportionately 
yet.  However,  during  the  last  quarter  of  fiscal  1974,  a  significant 
increase  in  the  number  of  referrals  involving  supplemental  security 
income  checks  did  occur  and  probably  indicates  continuing  increases 
during  fiscal  1975. 

The  number  of  cases  of  fraudulent  IRS  returns  to  obtain  refimd 
checks  has  increased.  Additionally,  bulk  thefts  of  Treasury  checks 
from  the  Postal  Service,  major  mail  distribution  facilities  (e.g.,  mili- 
tary bases),  disbursing  offices,  and  issuing  agencies  also  increased 
during  fiscal  1974.  These  multiple  thefts  have  resulted  in  greater 
fencing  activities  and  multiple  check  forgery  cases.  Countermeasures, 
including  undercover  agent  action,  extensive  surveillances,  and  close 
liaison  with  other  interested  agencies,  have  succeeded  in  blunting  the 
overall  effect  of  these  major  thefts  and  criminal  schemes. 

Check  cases 

Following  the  return  of  numerous  checks  bearing  second  endorse- 
ments in  a  single  name,  the  endorser  was  identified  as  the  owner  and 
operator  of  an  auto  service  in  Tvong  Beach.  Calif.,  where  he  was 
located  and  interviewed  by  agents  of  the  T^s  Angeles  field  office.  The 
suspect  maintained  that  each  of  the  checks  bearing  his  endorsement 
had  been  obtained  from  customers  for  automotive  repairs.  However, 
he  was  unable  to  produce  any  supporting  work  records.  Reliable 
informants  revealed  that  the  suspect  was  well  known  among  forgers 
as  a  fence  who  bought  Treasury  checks.  Los  Angeles  County  checks, 
and  other  negotiable  instruments  at  a  discount.  As  owner  and  operator 
of  a  business,  he  would  negotiate  these  items  through  various  victim 
endorsers  and  would  only  second  endorse  the  checks  and  not  forge  any 
of  the  documents.  Arrested  on  August  3.  1973,  he  denied  that  he  knew 
any  of  the  checks  were  stolen  when  he  received  them  and  claimed  he 
was  attempting  to  repay  the  various  losing  endorsers.  On  August  6, 
the  defendant  appeared  before  the  TLS.  magistrate  and  was  released 
on  bond.  On  October  4,  he  told  an  undercover  special  agent,  introduced 
to  him  by  an  informant,  that  he  had  been  running  checks  through  his 
business;  however,  now  that  the  U.S.  Treasury  had  a  case  on  him,  he 
was  glad  he  had  a  new  outlet  for  his  checks.  He  sold  the  undercover 
agent  two  Los  Angeles  County  checks  which  were  later  determined 
to  have  been  stolen  from  the  mail. 

On  October  23,  a  Federal  grand  jury  returned  a  44-count  indict- 
ment, to  which  the  defendant  pleaded  not  guilty.  At  his  trial  on 
December  11,  he  changed  his  plea  to  guilty  on  three  counts,  which 
included  both  18  U.S.C.  495  and  18  U.S.C.  1708.  Tlie  aggregate  value 
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of  the  Treasury  checks  involved  was  $16,530.  On  January  7,  1974,  the 
defendant  was  sentenced  to  3  years  in  custody  of  the  Attorney  General, 
However,  execution  of  sentence  was  suspended  and  he  was  placed  on 
3  years'  probation,  with  the  condition  that  he  spend  the  first  6  months 
of  his  sentence  in  jail. 

In  another  case,  on  October  17.  1973.  an  agent  of  the  Secret  Service 
interviewed  the  manao;er  of  a  drugstore  in  Racine,  Wis.,  regarding  the 
negotiation  of  12  checks.  He  was  unable  to  provide  meaningful  infor- 
mation, except  that,  if  the  name  of  the  payee  sounded  familiar  to  him, 
he  approved  the  check.  On  October  25,  an  officer  at  the  First  National 
Bank  and  Trust  of  Racine  notified  the  investigating  agent  that  the 
OAvner  of  the  drugstore  had  a  proprietorship  account  which  had  been 
charged  for  approximately  $3,684  in  I^.S.  Treasury  checks  returned  for 
having  forged  endorsements.  The  owner  had  been  murdered  the  eve- 
ning before.  As  the  investigation  expanded,  it  became  apparent  that 
the  only  person  known  to  have  gained  from  the  owner's  death  was  the 
manager  of  the  drugstore.  A  confidential  source  identified  several 
individuals  who  stole  the  checks  from  the  mails  and  then  transferred 
them  to  the  manager  through  a  go-between.  The  widow  of  the  deceased 
owner  stated  that  her  husband  on  several  occasions  had  told  the  man- 
ager to  cash  checks  only  for  known  customei'S  and  had  intended  to 
dismiss  him.  One  of  the  persons  arrested  on  the  check  charges  admitted 
that  he  would  take  a  group  of  checks  directly  to  tlie  manager  at  the 
drugstore  and  would  receive  between  50  percent  and  60  percent  of  the 
face  amount  of  the  checks.  He,  in  turn,  would  pay  oiT  those  persons  who 
supplied  him  with  checks.  He  stated  that  the  manager  said  it  would 
be  worth  $10,000  to  anyone  who  would  murder  the  owner  because  the 
owner  was  planning  to  fire  him  for  accepting  the  forged  checks.  Sub- 
sequently the  manager  was  arrested  for  his  involvement  in  the  murder 
of  the  owner. 

Bond  forgery 

Bond  forgery  investigations  decreased  during  fiscal  1974  with  13,163 
bond  investigations  being  opened  compared  with  13,849  in  fiscal  1973, 
15,905  in  fiscal  1972,  and  22,193  in  fiscal  1971. 

Bonds,  stolen  throughout  the  country  by  various  means,  including 
bank  robbery,  office  and  house  burglary,  and  mail  theft,  repeatedly 
show  up  in  the  hands  of  known  fences  of  stolen  securities  in  large 
metropolitan  areas.  At  the  end  of  the  fiscal  year,  there  were  approxi- 
mately 600,000  stolen  bonds,  representing  a  face  value  of  $42,000,000, 
entered  into  the  National  Crime  Information  Center  (NCIC)  by  the 
Secret  Service,  compared  with  approximately  550,000  bonds  at  the 
end  of  fiscal  1973.  Each  of  these  bonds  represents  a  potential  loss  to 
the  Government  if  presented  for  redemption. 

During  fiscal  1974,  210  persons  were  arrested  for  bond  forgery,  sur- 
passing the  previous  record  established  in  fiscal  1973  when  187  persons 
were  arrested.  Investigation  established  that  many  of  those  arrested 
had  connections  with  known  organized  crime  figures. 

The  Secret  Service  returned  to  owners,  prior  to  redemption,  12,386 
stolen  bonds  with  a  face  value  of  $1,079,925. 

Illustrative  of  this  type  of  investigation  was  a  case  which  began  on 
January  9,  1973,  when  two  armed  men  robbed  a  citizen  in  Lacka- 
wanna, N.Y.,  of  584  bonds — face  value  $37,350.  No  suspects  were  de- 
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veloped  by  the  police.  On  April  13,  the  Palo  Savings  Bank,  Palo, 
Iowa,  was  burglarized  and  numerous  safe-deposit  boxes  were  ran- 
sacked. Approximately  600  bonds— face  value  $24,000— were  taken. 
During  the  summer  of  1973,  a  number  of  these  bonds  were  redeemed 
in  Ohio  and  Pennsylvania  by  an  unidentified  man.  On  October  24,  in 
Lexington,  Ky.,  an  individual  attempting  to  redeem  six  bonds  regis- 
tered to  the  victim  in  Lackawanna  fled  when  the  bank  teller  requested 
additional  identification.  The  bank  contacted  the  Louisville  Secret 
Service  office,  and  the  rightful  ownership  of  the  bonds  was  determined. 
Banks  in  the  area  were  alerted.  The  following  day.  an  arrest  was  made 
in  a  Cincinnati,  Ohio,  bank  after  some  of  the  stolen  bonds  were  pre- 
sented for  redemption.  The  suspect  was  identified  as  the  same  person 
who  attempted  to  redeem  the  bonds  in  T^xington  and  was  also  identi- 
fied through  handwriting  and  from  bank  surveillajice  photographs 
as  the  forger  of  the  bonds  stolen  from  the  Palo,  Iowa,  bank.  The  de- 
fendant pleaded  guilty  and  was  sentenced  on  March  6, 1074,  to  3  yeai-s' 
imprisonment.  He  was  identified  as  the  forger  of  623  bonds — face  value 
$35,875. 

Securities 

In  September  1973,  the  Secret  Serv^ice  implemented  an  XCIC  entry 
program  through  its  communications  facilities.  Pertinent  data  con- 
cerning lost  or  stolen  marketable  securities  issued  by  the  Treasury  is 
furnished  to  the  Forgery  Division  by  the  Bureau  of  the  Public  Debt 
and  entered  into  NCIC.'^"Hits''  on  this  program  are  handled  adminis- 
tratively by  the  Forgery  Division  and  pertinent  law  enforcement  agen- 
cies are  contacted. 

At  yearend  there  were  4,856  securities  with  a  face  value  of  $87,480,636 
entered  in  NCIC  under  this  program. 

Identification  Branch 

The  Identification  Branch  of  the  Special  Investigations  and  Secu- 
rity Division  provided  increased  scientific  and  technical  assistance 
in  criminal  investigations  to  agents  in  Secret  Service  field  offices  during 
the  past  fiscal  year.  Furnishing  forensic  support  for  the  protective  and 
investigative  units,  the  Questioned  Document  and  Fingerprint  Sec- 
tions conducted  examinations  of  handwriting,  handprinting,  finger- 
prints, palmprints,  typewriting,  striations,  ajid  related  analyses. 

During  the  12-month  period  ending  May  31,  1974,  the  Questioned 
Document  and  Fingerprint  Sections  closed  7,431  criminal  cases.  This 
was  an  increase  of  2,732  cases  (or  approximately  58  percent)  over  the 
preceding  12-month  period.  A  total  of  420.903  exhibits  were  examined, 
with  2,503  positive  identifications  reported.  Identification  Branch  per- 
sonnel appeared  in  courts  throughout  the  Xation  on  270  occasions  to 
furnish  testimony  in  support  of  their  findings. 

Treasury  Security  Force 

The  Treasury  Security  Force  is  a  specially  trained,  uniformed  divi- 
sion of  the  Secret  Service,  with  responsibility  for  the  protection  of  life 
and  property  as  well  as  the  continuous  security  of  the  Main  Treasury 
and  Annex  Buildings.  The  Force  also  contributes  to  the  protection  of 
the  White  House  complex,  the  Secretary,  and  others. 

During  the  year,  the  Force  investigated  87  serious  violations  and 
arrested  45  persons  for  crimes  ranging  from  forgery  and  burglary/ 
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larceny  to  narcotics  violations  and  concealment  of  weapons.  Twelve 
persons  considered  to  be  of  protective  interest  to  the  Service  were  de- 
tained and  interviewed  by  the  Force. 

Organized  crime 

The  Secret  Service,  in  conjunction  with  the  Department  of  Justice, 
actively  participated  in  the  organized  crime  strike  force  proo;ram.  The 
responsibility  for  organized  crime  investigations  and  the  gathering  of 
related  intelligence,  within  the  investigative  jurisdiction  of  the  Service, 
lay  with  18  special  agents  assigned  to  various  strike  forces  throughout 
the  Nation.  They  were  supported  by  an  intelligence  research  specialist, 
at  headquarters,  Washington,  D.C.,  who  coordinated  and  disseminated 
intelligence,  as  well  as  maintained  control  of  the  "racketeer  profile" 
and  related  computerized  information. 

At  yearend  organized  crime  agents  were  involved  in  67  separate 
organized  crime  investigations.  Other  Secret  Service  field  agents  sup- 
port the  organized  crime  effort  as  needed,  with  a  total  of  more  than 
108,000  man-hours,  or  approximately  52  man-years,  expended  during 
fiscal  1974. 

Training 

There  were  75,040  man-hours  of  training  conducted  by  the  Office  of 
Training  for  personnel  engaged  in  investigative,  protective,  and  ad- 
ministrative functions.  In  addition,  44,800  man-hours  of  interbureau 
training,  10,618  man-hours  of  interagency  training,  and  7,871  man- 
hours  of  nongovernment  training  were  completed,  for  a  total  of  138,329 
man-hours. 

The  Secret  Service  provided  all  fireai'ms  training  for  students  of  the 
Consolidated  Federal  Law  Enforcement  Training  Center  (606  stu- 
dents from  the  Criminal  Investigator  School  and  457  students  from  the 
Police  School).  In  addition,  firearms  training  was  provided  to  72  spe- 
cial agents  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms;  57  Cus- 
toms employees;  377  U.S.  Park  Police  Officers;  4  special  agents  of  the 
U.S.  Information  Agency ;  55  special  agents  of  the  Internal  Eevenue 
Service;  14  special  agents  of  the  Department  of  Commerce;  45  U.S. 
Marshals;  30  U.S.  Park  Rangers;  350  correctional  officers  from  the 
District  of  Columbia  Department  of  Corrections;  8  special  agents  of 
the  Immigration  and  Naturalization  Service ;  12  couriers  for  the  Wliite 
House  Communications  Agency;  and  enforcement  personnel  of  the 
Secret  Service. 

An  instruction  team  conducted  inservice  training  on  site  for  the  uni- 
formed special  officer  details  assigned  to  Presidential  residences  and 
those  of  former  Presidents.  To  standardize  firearms  instruction  and 
disseminate  firearms  policy,  selected  special  agents  from  all  field  of- 
fices attended  a  3-week  instruction  course,  which  also  included  emer- 
gency medical  techniques. 

Secret  Service  briefings  on  protective  operations  were  given  to  262 
participants  from  local.  State,  and  Federal  agencies.  Thirty  partici- 
pants from  State  and  local  police  agencies  attended  the  questioned 
document  course. 

Supervisory  seminars  were  conducted  for  Special  Agents  in  Charge 
and  Assistant  Special  Agents  in  Charge.  An  advanced  driving  course 
was  established  for  special  agents  assigned  to  ]irotective  divisions. 

During  fiscal  1974,  the  Office  of  Training  developed  a  management 
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trainino:  program  that  insures  regularly  sc'hcHluled  training;  for  all 
supervisors,  niauagei-s,  and  executives.  This  projrrani  will  serve  as  a 
base  for  each  individual's  training  throughout  his  career. 

Administration 

Renewed  emphasis  was  placed  on  continuous  planning  for  the  fu- 
ture needs  of  the  Secret  Service.  An  Assessment  and  Development 
Staff,  composed  of  representatives  from  each  of  five  major  headquar- 
ters offices,  was  established  to  evaluate  existing  programs,  examine  cur- 
rent and  future  plans,  and  anticipate  and  assess  changes  aft'ecting  the 
organization. 

The  use  of  word-processing  equipment  was  significantly  ex)>anded. 
Automatic  typewritei"s  were  installed  in  headquarters  as  well  as  in 
major  field  offices.  Benefits  included  a  reduction  in  clerical  costs,  an  up- 
grading of  the  quality  and  quantity  of  documents  processed,  and  a 
reduction  in  the  time  required  for  document  preparation. 

A  comprehensive,  automated  financial  accounting  system  was  imple- 
mented on  July  1,  1973.  By  November  30.  1973,  all  outstanding  trans- 
actions of  previous  years  were  entered  into  the  new  system  and  main- 
tained by  it.  This  system  permits  greater  analysis  of  obligations  and 
outlays,  close  monitoring  of  actual  obligations  against  the  pi-ogranuned 
obligations  of  the  financial  plan,  and  confirmation  that  funds  are  being 
utilized  as  planned  in  the  budget.  These  imj)ro\ements  have  greatly 
facilitated  the  budget  formulation  and  execution  processes. 

An  automated  property  accounting  system  was  designed  to  meet  the 
needs  of  program  managers  as  to  the  location  of  equipment  and  the 
general  Government  recpiirements  for  the  distribution  of  costs  and 
depreciation.  It  is  expected  to  be  fully  operational  in  fiscal  197;"). 

Accounting  records  were  placed  on  microfilm  during  the  second 
half  of  fiscal  1974.  Payroll  records  will  also  be  on  microfilm  by  the 
beginning  of  fiscal  1975. 

The  Personnel  Division  established  a  system  of  entrance  and  exit 
interviews  for  em])loyees  designed  to  evaluate  recruitment  actions 
and  increase  employee  satisfaction. 

In  connection  with  its  safety  program,  the  Secret  Service  developed 
a  driver  training  course  to  instruct  agents  in  evasive  and  defensive 
driving  techniques  on  a  test  track.  This  course  also  includes  classroom 
instruction  and  all  agents  are  expected  to  participate. 

In  the  area  of  records  management,  a  comprehensive  program  was 
initiated  for  updating  records  disposal  and  retention.  Designed  to  more 
accurately  describe  categories  of  records  and  designate  appropriate 
disposition,  the  program  will  eliminate  a  greater  quantity  of  obsolete 
records,  with  consequent  space  savings. 

Inspection 

A  team  headed  by  an  inspector  conducted  a  field  study  to  determine 
the  specific  number  of  support  personnel  needed  by  type  of  position 
or  series  and  the  extent  to  which  duties  now  performed  by  agent 
personnel  could  be  performed  by  nonagent  ]:>ersonnel.  Other  objectives 
were  to  determine  the  need  for  clerical  support  for  resident  agencies 
and  to  recommend  staffing  patterns  for  small-,  medium-,  and  large- 
size  offices  based  on  the  results  of  questionnaires  completed  by  Si^eoial 
Agents  in  Charge.  Visits  were  made  to  a  representative  number  of 
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offices  to  interview  supervisory,  clerical,  administrative  and  agent 
personnel. 

Also,  during  this  fiscal  year,  a  program  was  established  for  senior 
supervisors  from  the  Office  of  Administration  to  accompany  inspectors 
on  selected  office  inspections.  This  enabled  supervisors  from  that  office 
to  gain  insight  into  the  problems  of  field  office  operations. 
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Public  Debt  Operations,  Regulations,  and  Legislation 

Exhibit  1. — Treasury  notes 

A  Treasury  circular  covering  an  auction  of  Treasury  notes  for  cash  with  prices 
established  through  competitive  bidding  is  reproduced  in  this  exhibit.  Circulars 
pertaining  to  other  note  offerings  during  fiscal  1974  are  similar  in  form  and 
therefore  are  not  reproduced  in  this  report.  However,  essential  details  for  each 
offering  are  summarized  in  the  table  in  this  exhibit,  and  allotment  data  for  the 
notes  will  be  shown  in  table  37  in  the  Statistical  Appendix.  During  the  year  there 
were  no  offerings  in  which  holders  of  maturing  securities  were  given  preemptive 
rights  to  exchange  their  holdings  for  new  notes. 

DEPARTMENT  CIRCULAR  NO.  1-74.  PUBLIC  DEBT 

Department  ob'  the  Tre.vsury, 

Washington,  January  SI,  1974- 

I.   OFFERING   OF   NOTES 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  invites  tenders  at  a  price  not  less  than  99.26  per- 
cent of  their  face  value  for  $2,250.0(»0.000.  or  thereabont.s.  of  notes  of  the  United 
States,  designated  Treasury  Notes  of  Series  C-1977.  The  interest  rate  for  tlie 
notes  will  be  publicly  announced  by  the  Secretary  of  the  Treasury  on  February  4, 
1974.  An  additional  amount  of  the  notes  may  be  allotted  by  the  Secretary  of  the 
Treasury  to  Government  accounts  and  Federal  Reserve  Banks  at  the  average 
price  of  acceptetl  tenders  in  exchange  for  Treasiiry  notes  and  bonds  maturing 
February  15,  1974.  Tenders  will  be  received  up  to  2  :00  p.m.,  Eastern  Daylight 
Saving  time,  Wednesday.  February  G,  1974,  under  competitive  and  noncom- 
petitive bidding,  as  set  forth  in  Section  III  hereof.  The  lYt  percent  Treasury 
Notes  of  Series  C-1974  and  4%  percent  Treasury  Bonds  of  1974,  maturing  Febru- 
ary 15,  1974,  will  be  accepted  at  par  in  iwiyment,  in  whole  or  in  part,  to  the  extent 
tenders  are  allotted  by  the  Treasury. 

IT.    DESCRTPTIOX    OF    NOTES 

1.  The  notes  will  be  dated  February  15,  1974,  and  will  bear  interest  from  that 
date,  payable  on  a  semiannual  basis  on  May  15  and  November  15.  1974,  and 
thereafter  on  May  15  and  November  15  in  each  year  until  tlie  principal  amount 
becomes  payable.  They  will  mature  May  15.  1977,  and  will  not  be  subject  to  call 
for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under 
the  Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance, 
gift  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  then^if  by  any 
State,  or  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority. 

3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to  prin- 
cipal and  interest,  will  be  issued  in  denominations  of  .<;i.OOO.  .'?5,000.  .$10,000. 
.$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  notes  of 
different  denominations  and  of  coupon  and  registered  notes,  and  for  the  tran.s- 
fer  of  registered  notes,  under  rules  and  regulations  prescribed  by  the  Secretary 
of  the  Treasury. 

5.  The  notes  will  be  subject  to  the^  general  regulations  of  the  Department  of 
the  Treasury,  now  or  hereafter  prescribed,  governing  United  States  notes. 
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III.    TENDERS    AND    ALLOTMENTS 

1.  Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  and  at  the 
Bureau  of  Government  Financial  Operations,  Washington,  D.C.  20222,  up  to  the 
closing  hour,  2  :00  p.m.,  Eastern  Daylight  Saving  time,  Wednesday,  February  G, 
1974.  Each  tender  must  state  the  face  amount  of  notes  bid  for,  which  must  be 
$1,000  or  a  multiple  thereof,  and  the  price  offered,  except  that  in  the  case  of  non- 
competitive tenders  the  term  "noncompetitive"  should  be  used  in  lieu  of  a  price. 
In  the  case  of  competitive  tenders,  the  price  must  be  expressed  on  the  basis  of 
100,  with  two  decimals,  e.g.,  100.00.  Tenders  at  a  price  le.ss  than  99.26  will  not 
be  accepted.  Fractions  may  not  be  used.  Noncompetitive  tenders  from  any  one 
bidder  may  not  exceed  $500,000. 

2.  Commercial  banks,  which  for  this  purpose  are  defined  as  banks  accepting 
demand  deposits,  may  submit  tenders  for  account  of  customers  provided  the 
names  of  the  customers  are  set  forth  in  such  tenders.  Others  than  commercial 
banks  will  not  be  permitted  to  submit  tenders  except  for  their  own  account. 
Tenders  will  be  received  without  deposit  from  banking  institutions  for  their  own 
account,  Federally-insured  savings  and  loan  associations,  States,  political  sub- 
divisions or  instrumentalities  thereof,  public  pension  and  retirement  and  other 
public  funds,  international  organizations  in  which  the  United  States  holds  mem- 
bership, foreign  central  banks  and  foreign  States,  dealers  who  make  primary 
markets  in  Government  securities  and  report  daily  to  the  Federal  Reserve  Bank 
of  New  York  their  positions  with  respect  to  Government  securities  and  borrow- 
ings thereon,  and  Government  accounts.  Tenders  from  others  must  be  accom- 
panied by  payment  (in  cash  or  the  securities  referred  to  in  Section  I  which  will 
be  accepted  at  par)  of  5  percent  of  the  face  amount  of  notes  applied  for. 

3.  Immediately  after  the  closing  hour  tenders  will  be  opened,  following  which 
public  announcement  will  be  made  by  the  Department  of  the  Treasury  of  the 
amount  and  price  range  of  accepted  bids.  Those  submitting  tenders  will  be  advised 
of  the  acceptance  or  rejection  thereof.  In  considering  the  acceptance  of  tenders, 
those  at  the  highest  prices  will  be  accepted  to  the  extent  required  to  attain  the 
amount  offered.  Tenders  at  the  lowest  accepted  price  will  be  prorated  if  neces- 
sary. The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  accept  or 
reject  any  or  all  tenders,  in  whole  or  in  part,  including  the  right  to  accept  less 
than  $2,250,000,000  of  tenders,  and  his  action  in  any  such  respect  shall  be  final. 
Subject  to  these  reservations,  noncompetitive  tenders  for  $500,000  or  less  without 
stated  price  from  any  one  bidder  will  be  accepted  in  full  at  the  average  price  ^ 
(in  two  decimals)  of  accepted  competitive  tenders. 

4.  All  bidders  are  required  to  agree  not  to  purchase  or  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any  notes 
of  this  issue  at  a  specific  rate  or  price,  until  after  2  :00  p.m..  Eastern  Daylight 
Saving  time,  Wednesday,  February  6, 1974. 

5.  Commercial  banks  in  submitting  tenders  will  be  required  to  certify  that 
they  have  no  beneficial  interest  in  any  of  the  tenders  they  enter  for  the  account 
of  their  customers,  and  that  their  customers  have  no  beneficial  interest  in  the 
banks'  tenders  for  their  own  account. 

IV.    PAYMENT 

1.  Settlement  for  accepted  tenders  in  accordance  with  the  bids  must  be  made  or 
completed  on  or  before  February  15,  1974,  at  the  P>deral  Reserve  Bank  or  Branch 
or  at  the  Bureau  of  Government  Financial  Operations,  Washington,  D.C.  20222, 
in  cash,  securities  referred  to  in  Section  I  (interest  coupons  dated  February  15, 
1974.  should  be  detached)  or  other  funds  immediately  available  by  that  date. 
Payment  will  not  be  deemed  to  have  been  completed  where  registered  notes  are 
requested  if  tlie  appropriate  identifying  number  as  required  on  txix  retvirns  and 
other  documents  submitted  to  the  Internal  Revenue  Service  (an  individual's 
social  security  number  or  an  employer  identification  numl)er)  is  not  furnished. 
In  every  case  where  full  payment  is  not  completed,  the  payment  with  the  tender 
up  to  5  percent  of  the  amount  of  notes  allotted  shall,  upon  declaration  made  by 
(lie  Secretary  of  the  Treasury  in  his  discretion,  be  forfeited  to  the  United  States. 
When  payment  is  made  with  securities,  a  cash  adjustment  will  be  made  to  or 
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required  of  the  bidder  for  any  difference  between  the  face  amount  of  securities 
submitted  and  the  amount  payable  on  tlie  notes  allotted. 

V.    ASSIGNMENT   OF    REGISTERED    SECURI-^IES 

1.  Registered  securities  tendered  as  deposits  and  in  payment  for  notes  allotted 
hereunder  are  not  recpiin^d  to  be  assigned  if  the  notes  are  to  be  registered  in  the 
same  names  and  forms  as  apjtear  in  the  registrations  or  assignments  of  the  secu- 
rities surrendered.  Specific  instructions  for  the  issuance  and  delivery  of  the 
notes,  signed  by  the  owner  or  his  authorized  representative,  nuist  accompany 
the  securities  presented.  Otherwise,  the  securities  .slionld  be  assigned  by  the 
registered  payees  or  assignees  thereof  in  accordance  with  the  general  regulations 
governing  United  States  securities,  as  hereinafter  .-^et  forth.  Xotes  to  be  regi.^tered 
in  names  and  forms  dillerent  from  those  in  the  in.scriptions  or  a.s.signments  of 
the  securities  presented  should  be  assigned  to  "The  Secretary  of  the  Trea.sury  for 
Treasury  Notes  of  Series  C-1977  in  tlie  name  of  (name  and  taxpayer  identifying 
number)."  If  notes  in  coupon  form  are  desired,  the  a.ssignment  should  be  to  "The 
Secretary  of  the  Treasury  for  coupon  Treasury  Notes  of  Series  C-1977  to  be 
delivered  to "  Securities  tendered  in  payment  should  lie  sur- 
rendered to  the  Federal  Reserve  Bank  or  Branch  or  to  the  Bureau  of  (loverninent 
Financial  Operations,  Banking  and  Cash  Management,  Washington,  I).C.  20222. 
The  securities  must  be  delivered  at  the  expen.se  and  risk  of  the  holder. 

\^.    GENERAL    PROVISIONS 

1.  As  fiscal  agents  of  the  United  States.  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  tenders,  to  make  sucli  allotments  as  may  be  prescrii)ed 
by  the  Secretary  of  the  Treasury,  to  i.^sue  such  notices  as  may  be  necessary,  to 
receive  payment  for  and  make  delivery  of  notes  on  full-jiaid  tenders  allotted, 
and  they  may  issue  interim  receipts  iK-nding  delivery  of  the  definitive  notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pn^ 
scribe  supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
wliich  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 
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Exhibit  2. — Treasury  bonds 

A  Treasury  circular  covering  an  auction  of  Treasury  bonds  for  cash  with  the 
price  establislietl  through  competitive  bidding  is  reprotluced  in  this  exhibit. 
Circulars  pertaining  to  other  bond  offerings  during  fiscal  1974  are  similar  in 
form  and  therefore  are  not  reproduce<l  in  this  report.  However,  essential  details 
for  each  offering  are  summarized  in  the  table  in  this  exhibit,  and  allotment  data 
for  the  bonds  will  be  shown  in  table  38  in  the  Statistical  Appendix.  During  the 
year  there  were  no  offerings  in  which  holders  of  maturing  securities  were  given 
preemptive  rights  to  exchange  their  holdings  for  new  bonds. 

DEPARTMENT  CIRCULAR  NO.  6-73.  PUBLIC  DEBT 

Department  of  the  Treasury, 

Washington,  July  26,  1973. 

I.  OFFEEING  OF  BONDS 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  invites  tenders  for  $500,000,000,  or  thereabouts,  of 
bonds  of  the  United  States,  designated  71/2  percent  Treasury  Bonds  of  1988-93. 
An  additional  amount  of  the  bonds  may  be  allotted  by  the  Secretary  of  the 
Treasury  to  Government  accounts  and  Federal  Resene  Banks  in  exchange  for 
Treasury  notes  and  bonds  maturing  August  15,  1973.  Tenders  on  a  competitive 
or  noncompetitive  basis  will  be  received  up  to  1 :30  p.m..  Eastern  Daylight  Sav- 
ing time,  Wednesday,  August  1,  1973.  The  price  for  the  bonds  will  be  established 
as  set  forth  in  Section  III  hereof.  The  8%  percent  Treasurj'  Notes  of  Series  B- 
1973  and  4  percent  Treasury  Bonds  of  1973,  maturing  August  15,  1973,  will  be 
accepted  at  par  in  payment,  in  whole  or  in  part,  to  the  extent  tenders  are  allotted 
by  the  Treasury. 

II.   DESCRIPTION  OF  BONDS 

1.  The  bonds  will  be  dated  August  15,  1973,  and  will  bear  interest  from  that 
date  at  the  rate  of  7i/^  percent  per  annum,  payable  semiannually  on  February  15 
and  August  15  in  each  year  until  the  principal  amount  becomes  payable.  They 
will  mature  August  15,  1993,  but  may  be  redeemed  at  the  option  of  the  United 
States  on  and  after  August  15,  1988,  in  whole  or  in  part,  at  par  and  accrued 
interest  on  any  interest  day  or  days,  on  4  months'  notice  of  redemption  given  in 
such  manner  as  the  Secretary  of  the  Treasury  shall  pre.scribe.  In  case  of  partial 
redemption,  the  bonds  to  be  re<leemed  will  be  determined  by  such  method  as 
may  be  prescribed  by  the  Secretary  of  the  Treasurj'.  From  the  date  of  redemp- 
tion designated  in  any  such  notice,  interest  on  the  l)onds  called  for  redemption 
shall  cease. 

2.  The  income  derived  from  the  bonds  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance,  gift 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  impose<l  on  the  principal  or  interest  thereof  by  any  State,  or 
any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 

3.  The  bonds  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payments  of  taxes. 

4.  Bearer  bonds  with  interest  coupons  attached,  and  bonds  registered  as  to 
principal  and  interest,  will  be  issued  in  denominations  of  $1,000,  ^,000,  $10,000, 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  bonds  of 
different  denominations  and  of  coupon  and  registered  bonds,  and  for  the  trans- 
fer of  registered  bonds,  under  rules  and  regulations  prescribed  by  the  Secretary 
of  the  Treasury. 

5.  The  bonds  will  be  subject  to  the  general  regulations  of  the  Department  of 
the  Treasury,  now  or  hereafter  prescribed,  governing  United  States  bonds 

III.    TENDERS    AND    ALLOTMENTS 

1.  Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  and  at  tie 
Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20222,  up  to  the 
closing  hour,  1 :30  p.m..  Eastern  Daylight  Saving  time,  Wednesday,  August  1, 
1973.  Each  tender  must  state  the  face  amount  of  bonds  bid  for,  which  must  be 
$1,000  or  a  multiple  thereof,  and  the  price  offered  except  that  in  the  case  of  non- 
competitive tenders  the  term  "noncompetitive"  .should  be  used  in  lieu  of  a  price. 
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In  the  case  of  competitive  tenders,  the  price  must  be  expressed  on  the  basis  of 
100,  with  two  decimals  in  a  multiple  of  .05,  e.g.,  100.10,  100.05,  100.00,  99.95,  etc. 
Fractions  may  not  be  used. 

2.  Commercial  banks,  which  for  this  purpose  are  defined  as  banks  accepting 
demand  deposits,  may  submit  tenders  for  account  of  customers  provided  the 
names  of  the  customers  are  set  forth  in  such  tenders.  Others  than  commercial 
banks  will  not  be  permitted  to  submit  tenders  except  for  their  own  account. 
Tenders  will  be  received  without  deposit  from  banking  institutions  for  their 
own  account.  Federally-insured  savings  and  loan  associations.  States,  political 
subdivisions  or  instrumentalities  thereof,  public  pension  and  retirement  and 
other  public  funds,  international  organizations  in  which  the  United  States  holds 
membership,  foreign  central  banks  and  foreign  States,  dealers  who  make  pri- 
mary markets  in  Government  securities  and  report  daily  to  the  Federal  Reserve 
Bank  of  New  York  their  positions  with  respect  to  Government  securities  and 
borrowings  thereon,  and  Government  accounts.  Tenders  from  others  must  be  ac- 
companied by  payment  (in  cash  or  the  securities  referred  to  in  Section  I  which 
will  be  accepted  at  par)  of  5  percent  of  the  face  amount  of  bonds  applied  for. 

3.  In  considering  the  acceptance  of  tenders,  those  at  the  highest  prices  will  be 
accepted  in  full  to  the  extent  required  to  attain  the  amount  offered ;  provided, 
however,  that  tenders  at  the  lowest  of  such  accepted  prices  will  be  prorated  if 
necessary.  All  tenders  so  accepted  will  be  allotted  at  the  price  of  the  lowest  ac- 
cepted tender.  Those  submitting  tenders  will  be  advised  of  the  acceptance,  and 
awarded  price,  or  the  rejection  of  their  bids.  The  Secretary  of  the  Treasury 
expressly  reserves  the  right  to  accept  or  reject  any  or  all  tenders,  in  whole  or  in 
part,  including  the  right  to  accept  less  than  $500,000,000  of  tenders,  and  his  ac- 
tion in  any  such  respect  shall  be  final.  Subject  to  these  reservations  noncompeti- 
tive tenders  for  $250,000  or  less  will  be  accepted  in  full  at  the  same  price  as  ac- 
cepted competitive  tenders.  The  price  may  be  100.00,  or  more  or  less  than  100.00. 

4.  All  bidders  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any 
bonds  of  this  issue  at  a  specific  rate  or  price,  until  after  1 :30  p.m..  Eastern  Day- 
light Saving  time,  Wednesday,  August  1, 1973. 

5.  Commercial  banks  in  submitting  tenders  will  be  required  to  certify  that 
they  have  no  beneficial  interest  in  any  of  the  tenders  they  enter  for  the  account 
of  their  customers,  and  that  their  customers  have  no  beneficial  interest  in  the 
banks'  tenders  for  their  own  account. 

IV.  PAYMENT 

1.  Payment  for  accepted  tenders  must  be  made  or  completed  on  or  before 
August  15,  1973,  at  the  Federal  Reserve  Bank  or  Branch  or  at  the  OflBce  of  the 
Treasurer  of  the  United  States,  Washington,  D.C.  20222,  in  cash,  securities  re- 
ferred to  in  Section  I  (interest  coupons  dated  August  15,  1973,  should  be  de- 
tached) or  other  funds  immediately  available  by  that  date.  Payment  will  not  be 
deemed  to  have  been  completed  where  registered  bonds  are  requested  if  the  ap- 
propriate identifying  number  as  required  on  tax  returns  and  other  documents 
submitted  to  the  Internal  Revenue  Service  (an  individual's  social  security  num- 
ber or  an  employer  identification  number)  is  not  furnished.  In  every  case  where 
full  payment  is  not  completed,  the  payment  with  the  tender  up  to  5  percent  of  the 
amount  of  bonds  allotted  shall,  upon  declaration  made  by  the  Secretary  of  the 
Treasury  in  his  discretion,  be  forfeited  to  the  United  States.  When  payment  is 
made  with  securities,  a  cash  adjustment  will  be  made  to  or  required  of  the  bidder 
for  any  difference  between  the  face  amount  of  securities  submitted  and  the 
amount  payable  on  the  bonds  allotted. 

v.  ASSIGNMENT  OF  REGISTEaiED  SECUBITIES 

1.  Registered  securities  tendered  as  deposits  and  in  payment  for  bonds  allotted 
hereunder  are  not  required  to  be  assigned  if  the  bonds  are  to  be  registered  in  the 
same  names  and  forms  as  appear  in  the  registrations  or  assignments  of  the  se- 
curities surrendered.  Si)ecific  instructions  for  the  issuance  and  delivery  of  the 
bonds,  signed  by  the  owner  or  his  authorized  representative,  must  accompany  the 
securities  presented.  Otherwise,  the  securities  should  be  assigned  by  the  reg- 
istered payees  or  assignees  thereof  in  accordance  with  the  general  regulations 
governing  United  States  securities,  as  hereinafter  set  forth.  Bonds  to  be  reg- 
istered in  names  and  forms  different  from  those  in  the  inscriptions  or  assign- 
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ments  of  the  securities  presented  should  be  assigned  to  "The  Secretary  of  the 
Treasury  for  714  percent  Treasury  Bonds  of  1988-1)3  in  tlie  name  of  (name  and 
taxpayer  identifying  number)."  If  bonds  in  coupon  form  are  desired,  the  assign- 
ment should  be  to  "The  Secretary  of  the  Treasury  for  ly^  percent  couiK)n  Treas- 
ury Bonds  of  1088-93  to  be  delivered  to "  Securities 

tendered  in  payment  should  be  surrendered  to  the  Federal  Reser\'e  Bank  or 
Branch  or  to  the  OflSce  of  the  Treasurer  of  the  United  States,  Securities  Division, 
Washington,  D.C.  20222.  The  securities  must  be  delivered  at  the  expense  and 
risk  of  the  holder. 

VI.    GENERAL    PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  author- 
ized and  requested  to  receive  tenders,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be  neces- 
sary, to  receive  payment  for  and  make  delivery  of  bonds  on  full-paid  tenders 
allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the  definitive 
bonds. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


200   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


•a 


■2  ®  g 

Qa  <x> 


S|| 


3® 


±i  OS  ti 


qI-s'Is 


So 


be  b<i  bs 

3  3  3 


^       MM  bi    fe 

—.3  3  3     -"^ 


S2 


S        S 


Si 


So 
f3f2 


ft)    S'^^    v.^   TO 


::  "3 


03 

fc 

^ 

^ 

2 

S 

2 

2 

a  'S 

I     • 
I    .g 

-  2  f~ 

J3  rt  0» 

fl§a 

*_»  « 

-OS* 
•g  o,Q, 

IV  03  CO 

d  aS  4) 


EXHIBITS  201 

Exhibit  3.— Treasury  bills 

During  the  fiscal  year  there  were  52  weekly  issues  of  13-week  and  26-week  bills 
(the  13-week  bills  represent  additional  amounts  of  bills  with  an  original  maturity 
of  26  weeks),  11  52-week  issues,  1  294-day  issue,  1  336-day  issue,  6  issues  of  tax 
anticipation  series,  and  2  issues  of  strips  of  weekly  bills.  A  press  release  inviting 
tenders  is  reproduced  in  this  exhibit  and  is  representative  of  all  such  releases. 
Also  reproduced  is  a  press  release  which  is  representative  of  releases  announcing 
the  results  of  offerings.  Following  the  press  releases  is  a  table  of  data  for  each 
issue  during  the  fiscal  year. 

PRESS  RELEASE  OF  JUNE  4,  1974 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  two  series 
of  Treasury  bills  to  the  aggregate  amount  of  $4,500,000,000,  or  thereabouts,  to 
be  issued  June  13,  1974,  as  follows  : 

91-day  bills  (to  maturity  date)  in  the  amount  of  $2,(500,000,000,  or  thereabouts, 
representing  an  additional  amount  of  bills  dated  March  14,  1974,  and  to  mature 
September  12,  1974  (CUSIP  No.  912793  UP9),  originally  issued  in  the  amount  of 
$1,801,885,000,  the  additional  and  original  bills  to  be  freely  interchangeable. 

182-day  bills  for  $1,900,000,000,  or  thereabouts,  to  be  dated  June  13,  1974,  and 
to  mature  December  12,  1974  (CUSIP  No.  912793  VC7). 

The  bills  will  be  issued  for  cash  and  in  exchange  for  Treasury  bills  maturing 
June  13,  1974,  outstanding  in  the  amount  of  $4,303,175,000,  of  which  Government 
accounts  and  Federal  Reserve  Banks,  for  themselves  and  as  agents  of  foreign  and 
international  monetary  authorities,  presently  hold  $2,529,1)50,000.  These  accounts 
may  exchange  bills  they  hold  for  the  bills  now  being  offered  at  the  average  prices 
of  accepted  tenders. 

The  bills  of  both  series  will  be  issued  on  a  discount  basis  under  competitive 
and  noncompetitive  bidding  as  hereinafter  provided,  and  at  maturity  their  face 
amount  will  be  pavable  without  interest.  They  will  be  issued  in  bearer  form  only, 
and  in  denominations  of  $10,000,  $15,000,  $50,000,  $100,000,  $500,000  and  $1,000,000 
(maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  one-thirty  p.m..  Eastern  Daylight  Savings  time,  Monday,  June  10, 
1974.  Tenders  will  not  be  received  at  the  Treasury  Department,  Washington.  Eacli 
tender  must  be  for  a  minimum  of  $10,000.  Tenders  over  $10,000  must  be  in  multi- 
ples of  $5,000.  In  the  case  of  competitive  tenders  the  price  offered  must  be  ex- 
pressed on  the  basis  of  100,  with  not  more  than  three  decimals,  e.g.,  99.925. 
Fractions  may  not  be  used.  It  is  urged  that  tenders  be  made  on  the  printed  forms 
and  forwarded  in  the  special  envelopes  which  will  be  supplied  by  Federal  Reserve 
Banks  or  Branches  on  application  therefor. 

Banking  institutions  and  dealers  who  make  primary  markets  in  Government 
securities  and  report  daily  to  the  Federal  Reserve  Bank  of  New  York  their  posi- 
tions with  respect  to  Government  securities  and  borrowings  thereon  may  submit 
tenders  for  account  of  customers  provided  the  names  of  the  customers  are  set 
forth  in  such  tenders.  Others  will  not  be  permitted  to  submit  tenders  except  for 
their  own  account.  Tenders  will  be  received  without  deposit  from  incorporated 
banks  and  trust  companies  and  from  responsible  and  recognized  dealers  in  invest- 
ment securities.  Tenders  from  others  must  be  accompanied  by  payment  of  2  per- 
cent of  the  face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are 
accompanied  by  an  express  guaranty  of  payment  by  an  incorporated  bank  or 
trust  company. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  be  made 
by  the  Treasury  Department  of  the  amount  and  price  range  of  accepted  bids. 
Only  those  submitting  competitive  tenders  will  be  advised  of  the  acceptance  or 
rejection  thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to 
accept  or  reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such 
respect  shall  be  final.  Subject  to  these  reservations,  noncompetitive  tenders  for 
each  issue  for  $200,000  or  less  without  stated  price  from  any  one  bidder  will  be 
accepted  in  full  at  the  average  price  (in  three  decimals)  of  accepted  competitive 
bids  for  the  respective  issues.  Settlement  for  accepted  tenders  in  accordance  with 
the  bids  must  be  made  or  completed  at  the  Federal  Reserve  Bank  on  June  13, 
1974,  in  cash  or  other  immediately  available  funds  or  in  a  like  face  amount  of 
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Treasury  bills  maturing  June  13,  1974.  Cash  and  exchange  tenders  will  receive 
equal  treatment.  Cash  adjustments  will  he  made  for  differences  between  the  par 
value  of  maturing  bills  accepted  in  exchange  and  the  issue  price  of  the  new  bills. 

Under  Sections  454(b)  and  1221  (5)  of  the  Internal  Revenue  Code  of  1954  the 
amount  of  discount  at  which  bills  issued  hereunder  are  sold  is  considered  to 
accrue  when  the  bills  are  sold,  redeemed  or  otherwise  disposed  of,  and  the  hills 
are  excluded  from  consideration  as  capital  assets.  Accordingly,  the  owner  of 
Treasury  bills  (other  than  life  insurance  companies)  issued  hereunder  must 
include  in  his  income  tax  return,  as  ordinary  gain  or  loss,  the  difference  between 
the  price  paid  for  the  bills,  whether  on  original  issue  or  on  subsequent  purchase, 
and  the  amount  actually  received  either  upon  sale  or  redemption  at  maturity 
during  the  taxable  year  for  which  the  return  is  made. 

Treasury  Department  Circular  No.  418  (current  revision)  and  this  notice, 
prescribe  the  terms  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue. 
Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or 
Branch. 


PRESS  RELEASE  OF  JUNE  17,  1974 

Tenders  for  $2.6  billion  of  13-week  Treasury  bills  and  for  $1.9  billion  of  26-week 
Treasury  bills,  both  series  to  be  issued  on  June  20,  1974,  were  opened  at  the 
Federal  Reserve  Banks  today.  The  details  are  as  follows  : 


Range  of  accepted  competitive  bids 


13-week  bills  maturing 
Sept.  19,  1974 


Price 


Equivalent 
annual  rate 


26-week  bills  maturing 
Dec.  19,  1974 


Price 


Equivalent 
annual  rate 


High 97.940 

Low -- 97.931 

Average '  97.933 


Percent 

8.149 

8.185 

'  8. 177 


95.887 

95.  862 

3  9S.  867 


Percent 

8.136 

8.185 
2  8. 175 


1  Tenders  at  the  low  price  for  the  IS-week  bills  were  allotted  100  percent. 

'  These  rates  are  on  a  bank  discount  basis.  The  equivalent  coupon  issue  yields  are  8.47  percent  for  the 
13-week  bills,  and  8.65  percent  for  the  26-week  bills. 
»  Tenders  at  the  low  price  for  the  26-week  bills  were  allotted  2  percent. 

Total  tenders  applied  for  and  accepted  by  Federal  Reserve  districts 


District 


Applied  for 


Accepted 


Applied  for 


Accepted 


Boston $40,770,000 

New  York 4,148,835,000 

Philadelphia 33,045,000 

Cleveland 77,595,000 

Richmond 69,100,000 

Atlanta 43,690,000 

Chicago 258,320,000 

St.  Louis 59,395,000 

Minneapolis 39,845,000 

Kansas  City 46,240,000 

Dallas... - 69,700,000 

San  Francisco 166,765,000 

Total 6,033,200,000 


$30, 140, 000 
2, 203, 350, 000 
29, 046, 000 
41, 020, 000 
38,  670, 000 
27, 830, 000 
85, 465, 000 
24,  595, 000 
13, 740, 000 
39, 495. 000 
18, 730, 000 
48, 236, 000 


$15,565,000 
3,  536,  770, 000 
60, 795, 000 
78, 100, 000 
44,  510, 000 
32. 740, 000 

229, 260, 000 
65, 625, 000 
21,765.000 
35,016.000 
29,  595, 000 

121,700,000 


$13.  655, 000 
1,  685, 760, 000 
11,896,000 
26,  580, 000 
18. 210, 000 
20, 790, 000 
33, 025, 000 
18, 375, 000 
6, 765, 000 
25, 940, 000 
14,  595, 000 
26, 000, 000 


I  2, 600, 206, 000    4, 260, 420, 000    « 1, 900, 490, 000 


•  Includes  $437,775,000  noncompetitive  tenders  accepted  at  average  price. 
'  Includes  $257,020,000  noncompetitive  tenders  accepted  at  average  price. 


EXHIBITS 


203 


o  3  2  o  ^ 


t»  03 

c 

■a:: 

td  o 

a 

ni'O 

o.r. 

o  C3 

•Cfl 

Ph^ 

-fls 

:? 

.i:2 

5 

2.  ®  fe  f  " 


g?a£ 

fee's 


cr 


o|l 


Hq. 


gOOOOOC5OQ0300OOOQ5=:*^^e^O 

ooooooxt^aJQOooododoooociooooodcxjcowoooJQdcxJQOt^ 


>  CO  C3  aoo  c 


tpooooaococCM35«oioou^ci«-«coaooao^icocO'-«aj 
t^odt^aot-^coQOooodQOodaooOGOaoooQOodooodciaoodadt^ 


C>C3OC>v>OC^Q000t^Q0^t^^r^U^Q0CC>t^W7t^^t^iO^H 


J'^40'^000^'-^tOI~-c4u7^-i^u5cOtCO«-^C 


«i  r-  in  »ft  c<5  25  00  ci  < 


>t-X35iOcDC^OcCCOQC^'g|^«CO 


^QQQO»OQ»OOiCiOiCiO»AiO*0»OOOQQ^^*OiO 

rHic<xic^a>«»ait^O(Nc«5o-^'^icoocsiM^cO'^CJCicaco 
a?  t^' ^"  c2  "5  2f  CO  •-f  r  r  r-' ■^' c9 --^  ^*  V 

c^*  •-^*  <N  ^*  c^r  ^' ci  ^' c^r  .-T  w  i--r  c^*  .-H*  c^*  ^"  c^' ,-^*  c^" -^  c^' ^^ 

QiO'000*OirtQutOiO»00»CiCOiOM5"5©*0"OU3Q»C 
coaogO^-r^-^'^^o:7JcooP'--«^«oc^^r-ooQict^QO^ 

'^  :^-CCt--X)t-'^ricDCr.  >OcDcOOO'HiOr^CQ(M«5'^C^COeOO 
OOQOQOQOOOOOOOOOtoQQQaJOQOQ 

i25t^»ftt^iot--»ot--ict^uDcoioooicco*75ob«oaO'^oo»oao»o 


JOiCOQO^OOiCiCiCiMi 


SOQ  Q  C 
)  t-  rt  CO  t 


»  ^  Ci  ;-.  cfi  —  iO 


00iO-«t*»OC0air-QiOc0C^O'McDiC00c0'^^00C^CC'^<O^ 

"^^t^«-Ht^(NoQcOCioOM»--»^QpaioOaO^O'^-^cQ^^t^eo 
c*5e*ieOco^cQcoeoeococ*3cocowcocococ*3cococQ^'^iC'^ 


o>QOc>aoa)QOO^aoc>aoo3ooo>ooa>Goaiaoa)aoo)aooaoa:>    .a 


eO'«i'c*3rj«cO'«*'cOr}»cc^eC'^eO'^co-^cOTi*cO'^eo^eo^cc 


;:22'::SS-5;"^Sr!;S5;3S?5'^^2;2;S?3S 


t)5o5oS"5oSo©OQOcO««'='«'3*'^«' 

iOioc^wa>oicotDc^(NOJaiOcDeccooQ«ocDweooot^ 


204   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


3 
c 

a 
o 
O 


-S 


I 

CO 


>.  08  5 

"3«  2 

W^  D. 


§  e 


C»  05  £ 

St.  g 

Cd  g 

Wis  ^ 


si 

u  d 

si 


3  H  C  S  O 


0)  fe'O 


II  r 


-<a« 


or 


oil 


•2 


o  >> 

OS 


>0  lO  io»oo  < 
>■<#  O5C0  o  aoc 


>  i/SiO  lO  lei 


oooSoSSoSoooo 

00lO00iS00>ft00>Ot~tO00iO00 


*  C5  «0  «  (M  (N  o5  C 


t^I>t>.t-t^I>.t^t~-t-.l>t^OOOO 


t^eo«pCTiococs'-<Oi-ioQeoo3 


^'C^  tC"l>^  ^*"  cm"  00  CD*"  oT  oo"  00  c^* » 


SpSS 


>0  CJJOrt  oo< 
>  00  ■*  00  lO  00  lO  c 


i/5u5U5ii5O»0Oi0O»0O"5V? 
-HO-ieaoQiOTHOr-it^rtcou} 
o^ooo5STi<a5>oO'Hu:>e<5eo 
00  oT  i-T  lo  CO  CO  (>r  ic  CO  cT  TjT -.jr  CO 

^f  CO  CO'^COCOCOCOC^COCOCO^ 

(N.-KN.-KNi-llN'HN.HN^N 

000)0003QOO>000000)000>00 


^       OOCO  ■^O^  t^00^uj^(Mt~O> 
93        (-.  Ttl  rtl  1-1  ^  00  00  U?  U:  i-H  i-H  00  00 

o  :z; 


EXHIBITS 


205 


QOlOOOoOOClOOOOO 

csT  i-T  C4  ^^  <N  ^*  M  ^*  cs"  i-T  of  i-T  c^r  ^^ 


t;>tooooQO<oQ6^o6cdQ6^a6<o 


5>icQOcdod(Dod<c>Q6cdo6(Dod«o 


J  O  lO  O  O  »C  lO  "5 

5 1^  c^  00  M  cs  o  lO 

>  lO  Oi  t~^  CO  lO  t^  t^ 


cjciQcoc^Qroaot^»ocot~^Q 


lOcoo^oOcOQcr^oooiaoooit— 
ci' ^*  o  j"  Q  c  f  ^-^  w"  o  <-<"  w --T  oT  CO  ^*" 
>oaO'^oO'Ot^iOo6»ooo»Oh-u^oo 
c4"  r-T  <N  ,-H*  of  ^  of  ^"  of  ^  of  ^*  of  ^"^ 


»Ot 


J^J^V 


>iOi 


>QOO 

joot-oc 


:»o 

t-  OOCO  Ol 

'co 


f*  O*  c^  CO  00  io  00  r^  ^" '^*"  •-^*  ^  CO  trr 
COt^O*^0»/5050w5t^OCOO* 
■^^CO^'^COCOCOCOCO'^fCOCOC*! 


0>  00  O  00  O)  00  O)  00  0>  00  O  OO  O  00      •Q 


i    !3S*2S5 


2;    Q 


O  t^  Tj*  r^  — 1  eO  ^  CO  00  O  t^  <0 -^  CO  "-H  Q  00  t^ 

•   t^     'fc^     -t^      'O      'flJ      •©      ■©        O 

»  «  a)  =3  «  «  «  ^  "  g  o  S  a  a    a 

o 

irt  iOcocooi  OieD<o  coeoo  Or^r*     **^ 
— 1 1-1  c5  c5  5)  fj  i-HrtMc^cmN     O) 


206   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


^    ^ 


>  ^  S 

O'C  « 


3  £  ?  Sa  2 


(11  *-■  "O 


5t" 


O  o. 


S§ 


»OiOOOO»C»COiOOiOiCiO»OOOiOiOiOO»0»Ou50tOOOOiOO 

c*5osict^--^i--cooi-^aiOi«DiooooiooocooOkOooc^ocicooiO'-iasiO(?5 


CO  o>  r>-  c 


-HMOi-HClOOiOOFHCSIOWiCMiO^'^O'-'O'-iOlOlOOOOCOOOQOt^ 


eoo5C^oocooico»-(OOeooO'McDOOaoQi-((MeoocoioMt^ooiOf^ 


Ot~-'-H«oooooii-it^«-fio-^c»ao^cx)QOgOt^cD,-teo^ooaicoco^'^ai 


tOiOU^Q"^0»00»'5u5000iCOiOOiCOOiOOOW5iCin"^*'?00 

tot^eo^oo^^(N--:*<g?coooi-<t~*if5h-.05^i^cDGOt^cDeocococft«ooioo 

C0I^00iOOi0Ol>.O'--'t^t^':DO00"<**iOC0c0'-iCJ'£>«-ti000i5^(Nai0^-^ 

lO  ^*  00  cT  c^  CO -It*"  cf  Ttf"  od  iC  «  Tif  Tt^' o' o  »o  r--"  CO 
^--^^-c^c3loalu7obcoQOobt^^-TJ^^t--5o«5^c5'^alCOo'=^^^S 


lOOOOOiC^OOOOQOOOiCOOiOOiOiOi 

h-t~-'^0'^aiTt<ait>-c^aoi>''MoSoioiio«oor-a5C^c 


)  O  o  "^  ^  o  ® 
)  -^  eS  ^  ^  O  <D 
>  CO  lO  O '^  <=^  ^'^ 


(Noc^5cot-'0— i-^(Nco^q5.-KNeo"jc 


C<r  i-^' N  .-^*  C^*  ^"  W  r^"  oT  ^*  C<f --<*  C^f  ^  C^' t-T  <N  .-H  N  <-^^ 


8SS§St^  = 

»-<  to  lO  lO  r-t  Tj<  ' 


>OOOiOiCOOiOiOO*Oi/iO'000 


>  O  u^  "O  O  O  O  lO  c 

^io^'^iot:--<c5t      _    -     ,- 

*cOQOCO«5'^OiCOI^'*OCT)r-C:oOOOO'' 


ooooO'-ioasoooooCT>oa>oooooooooooooo 

u^OOiOGOtOQOiOt--.»OOOiOOO»Ot--iOt^iOOO>OOOiOCOu^OOtOoOOOOiOCO 


0'^*CiOOiOOOOtOQiOOtOiO»5>iOQO"5iOiOOQ*00*0"50»0 
^*OCO■^^MlQC^gQ'--^CO^^^^-F-^c5t^3iOtD«5cOCOO.-^lOt^O^;C3 

OlOiCt^05i-HCOiOOO«-H'«rOOC^COI^eO<-lO'-iaOO<0--HC^GOc00050cD 

^^  oT  i-H  u^r  ^^  CO  u^  oT  u:r '^  CO  u^  CD  u5  c*?  CO '^ 

OlOC^l05^^Qc^cooi•^o*oo^cococlOc^'-Hy5^-Tt^:o^-Clco'--"(^^OlO 

coocDioi:^c5cii-tcoo5ioooi>.^r-iiot-t^cocOr-i-^r^ococot^Ciai'<*< 

co"  co^co'co  CO  CO  •^'  TjTco"  co'  Tj^c^^co*  CO  ■**  CO  conco^iSc^c*ic6  eo'co'co'co'co'  eo" 


C^iM  (Ni-<C2 


aioooiooosooosoocioooioooiooasooaioooioooioooioooscoaicooico 


■^j^iOrHr-toocxj^ou^c^iHOsxcoiococ^iocTiOiococ^oair^coioW^o 


(J  >»tH*  t»»L^  >»u  >it>,h£i>»tiC>>ti>>bi)>>bi) 


dacacaaaj 


c<jeooot^i^-*'i<.-i'-Ht^t^-^Ttt^^( 


i-l-H(?J<NC<S(N  -H.H 


EXHIBITS 


207 


^HO'n<COGO'-*C0050CO(-TfOCD 

N  W  uf  .-^  ^  w  ^*  O*  ^*  ^*  CsT  Q  CO  t-^ 

OOOOOOOOOOOOQCTJ 

*oootooo*caoioaoiCGOiOoO'or^ 

CM* ^ C^ ^ Ci ^" <N  i-h" Ci ^"cf  r-T CM* ^ 


ooo^ocJOoooe*5»cocM 
o6a6a6o6ciQd^<^o6o6odQda6o6 


OS^COt-CMu^trai»Oi-«CM<-«t^^ 


-^OOCM<OCiQOCOt-C^>OCMQOOO 


^ -i.t^co—'^a? 


.    -  _5  o  Ci  rt  c 
5oo  oci  t^c5  c 


.-HCMCMior^c'p.-t'— <« 

eQCM'^iO»o<o^«oc 


iocM-*rcMco»-^-^cM"^cQTj*c 


^'' ^"  ci  ^'' CM  ^"  CM --r  <N  i-T  CM  — r  CM  ^ 


1  CJ  O  <— '  -^  tM  -^  Q  ^  C'J 

SOOOOOOQOO 

CM*  i-T  CM*  ^"^  CM*  t-T  cm"  ^*  CM*  .-h  CM*  i-TcM*  ^ 


QO"5OOOOW5Oi0QOOO 
iSrHCQCMTt^COfOi-HOiO^CMCMCM 

^05t^cMi-iooiO'*co"^'^'-Hw:i»o 
o  CO  V"  oT  CO* '^ '^*  oi"  o  o*  lo"  CD  cm"  wT 

^tOCO.-iaicO-*?Ot^CMt~->OCMt^ 
Tt«"  CO  CO  CM*  CO  CM -fjT  CO*  CO  CO*  CO  CM*  CO*  CO* 


^C^':;CM-HCMi-tCM^CM^C3-<e 

caaoCiccaaaoaaooc^aoo^oooc 


iC  lO  O  iC  lO  iC  lO    lO 

ocooiCJto^r-^ 
SSSooSoo 


iOiOCOCOOOoO'^O 
COTrCMCO'-<^^Oii-i 

adodoooooooot^ao 


Ci3l^^OOOl(DOCD 
•^^OCi-^CO»OI^ 
^WCMCM  ^— <  OOO 

odo6cxiododo6r-t^ 


Q  CI  t^  1^5  O  t;  ' 

-*  t-  N  o  ;2;  ao  5 

C-  t'-  Cl  00  Oi  OO  < 

t^  »o  t^  lo  tJ  "2  c 

C>  OS  Oi  O  Ol  05  c 


o>  «o  Q  ■«*•  00  i^  ^  52 

SCM  «  CM  1^  t^  3;  2 
-«»«  CM  CO --•  -^  QO  O 

odoooooooooot^oo 


oi^-or-csoooos 

OiOOiOiOsOiCftOa 


S2 


■^  Q  o5 1 


>o>ot 


00  X'  'O  ^  '^'  c^  "^  r5 

CM*  ^*  CM*  ^*  CM*  «-•'  CM*  ^* 


>  O  »0  Q  O  »OiC  I 


IS835 

>  Oi  <0  Oi  < 


^588 


CM  .-H  CM  ^  CM  ^  CM  ^ 


f:SSS5?SS2 


,-<  <N  ^  <N -<  CJ -- £J 

OiOOOiOOOlOOOSOO 


cot^  »o  Tj*  r^  ^  CO t^  "^  "^  (N  ^^  C5  oioicoec  o  r^-^  ^  t^ u^ ic c^  n  Oi  Ci co co 

r-lrt<NC-l        eO  .-1 -<  M  C^  CN  C^  rt  (M         ,-<  r1(M  «  -H  vH  rt —I  04  (M 


2SS 


>OC^(M050i«DtOCOe<500 

(M  .-irt  c5  c5coco 


<D(Oweopot*t* 


>roeoo 


s  lO  irs  lO  O 

J  CD  t-  CO  5 
)  CJ  t-  -*«  00 


CMCM?5-<»-**o^     srSsssS 

^^,-it^,^t^ai      ocociCi^co 
00  00  06 1-^  i^  t^  «d      t-^  «d  tD  t^  00  06 


iC  CO  CM  00  3i  t^  CO         *i?SC0CO00{ 

cooo«r-t-io-j      52'$^$  —  '' 


CM  •-<  ^  CO  CM  CM  CO    £?2?^r;ss; 


cDC^iQtD  CI  cooo  "5^*'^2P9 

■^»/500»-«CMCOt--  OO^^QK* 

CO  CO  OS  CD  ^  CO  00  OOCMOOOOCM^ 

ododt^t^t-^t^cD  CDCDcOt^OOOO 


oooooot^  t^  t 


CO  CO  CO  t^  00  00 


CD^HUt'^OOO'?         l^QOC^CIOOC 


0>  CI  CI  <^  Ci  Ci  ^   CS  C5  CT  OS  05  OS 


Sc5SS 


SoiooSSmS      u?!SSloi^« 


S  CM  CO  00  CI  "5       »o  »o  ^«  uo  ^  c 

1  ^N  o  »o  <o  5>      ^  lo  S  ^  ■?»  CO 
5 1^  r*  r^  t*  r^      t*.  t^  t^  r»  h*  ' 


t^ClOOfjC'JO^^         COCMOOOO^C 


isii'c^sl  g!§§iif 


CM  CO  CO  ^ 'V  CO  CO        COCOCOeOCMCM 


CO  CO  CO  CM  CO  CO  CO        COCOCOCOCOCO 


CM  h- -^  Q  CM  CI  r^       -^^i-iOOCOCO 

CMC^lCOCMi-*^         ^1-H^ 


lOCl  C^  Ci  t^' 


»-<  00  lO  C5  CO  Q  00        lOClC^ 

»je<5fic5      ci  oi '^  .^^ '■"- 


553-554  O  -  74  -  16 


208   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


^ 


^ 


t^     S 


a  c  m  o  -S 
o  a  I"     t- 


C>    03   C 


I    !&:■== 


oj  »  i: 


OS 


^  9, 


o.-g 


'^S'^S 


00  00  Oi        (OCO 
«D  l^  t^        t>^  00 


2     ste!?     §^ 


^       Cl  Ol  -H       !§  ^ 


t^od 


Cj        Oi  Gi  0:>        a^  Oi 


CMCO  00         OOO 


SCO  00  to  (N  <M 

O^  O  Ol  CO  t^ 

o      i-Todod  icio 

t^        OO--"  CO  opo 

00       -^  Oi  t^  eg  «— I 

r-H*           .-H            1-H  i-TlM*" 


1-H   T}*  r-  rH   t^ 


^        00<N        ^Cl 
O        O  O  Oi        iC  lO 


OJ  ^  T-l  rH  (M 


o      o  »o  O      lO  lO 

-^  irt  rHOO  O^ 

CD      «Dt^od     eo^ 


-*  (N  (M        CO  lO 


O^  OCO        fOrr 


O^  m  w^  Oi  r-H 


1-H  o  o      -^  o> 


<    'z 


g.^  *§  c^ 


S!2  >".- 
S    nv 

O"  O  +J  ^^ 

t5  ^  c 
a  g  „  P 


^—  ^  3  B  =>  c  P^  S-o 


$  I-  a  3  55  Ct3  <*'"  J.  2 
^■rt  6  2-2  f  o  Q)  X  Ss  Z 

1  o  JST 

■>       S  +^  "-i.  m  ^  w 
3     .  "^       o  •-'  ^  '"^ 


3s2£: 

•X' 


fio3o30.2  rteaap 


fe 


^  o  « 

S  fe  c 


S.S 


PM.S-.' 


?5  u  ai 


•s   °l 


3      T3  g 


c^ 


•«  S  o  o 

m  ^  «  r; 

•o     ^  ■ 

C  CO  C  fn  ti£  >i  u 

tn  t;  tn  _  C!  03  O- 

o)  >  0)  w  C.2 


-a 


M       » 


«  2  S  S  j«  —  ■S 
3  3  3  te  .22  o 

w  w  "       •-■  tn  " 
■-■-•«  o  o_y  o 

<D  i2  0^  ^  OJ  3  .C 


O        rt  a:  w        ^  —  i; 

— ■     tH  n  13  •  "^  XI  ■ 

•3  ^  ITS  >  o - 

ix>  rrtX3     ,  <S  o 

T  C  >  5  P^K°--  en  St-i 


H  00  w  -c  jj  o  «;  i-H  <;  ^  rf  -a  --•  a 

*r;       J3  5  >  03  03        K 


EXHIBITS 


209 


Exhibit  4. — Department  Circular  No.  530,  September  5,  1973,  Tenth  Revision, 
regulations  governing  United  States  savings  bonds 

Department  of  the  Treasury, 

Washington,  September  5,  1973. 
Department  of  the  Treasury  Circular  No.  530,  Ninth  Revision,  dated  Decem- 
ber 23,  1964,  as  amended   (31  CFR,  Part  315),  is  hereby  further  amended  and 
issued  as  the  Tenth  Revision. 

Authority  :  Sec.  22  of  the  Second  Liberty  Bond  Act,  as  amended,  49  Stat.  21, 
as  amended  (31  U.S.C.  757c)  ;  sec.  8  of  the  Act  of  Julv  8,  1937,  as  amended,  50 
Stat.  481,  as  amended  (31  U.S.C.  738a)  ;  and  (5  U.S.C.  301). 

SUBPART  A — GENERAL  INFORMATION 

§  315.0    Applicability  of  regulations. 

These  regulations  apply  to  all  United  States  Savings  Bonds  of  whatever  series 
designation,  bearing  any  issue  dates  whatever,  to  the  extent  si)ecified  herein 
and  in  the  offering  circulars  governing  such  bonds.  The  provision.s  of  these  reg- 
ulations with  respect  to  bonds  registered  in  the  names  of  certain  classes  of  indi- 
viduals, fiduciaries,  and  organizations  are  equally  applicable  to  bonds  to  which 
such  individuals,  fiduciaries,  and  organizations  are  otherwise  shown  to  be  entitled 
under  these  regulations.  United  States  Savings  Notes,  issued  under  authority  of 
sections  18  and  20  of  the  Second  Liberty  Bond  Act,  as  amended  (31  U.S.C.  753 
and  754b),  and  offered  in  Department  Circular,  Public  Debt  Series  No.  3-67 
(31  CFR,  Part  342),  are  also  governed  by  the.se  regulations,  subject  to  the  pro- 
visions of  the  offering  circular.  The  term  "savings  bonds"  or  "bonds,"  as  used  in 
these  regulations,  refers  to  United  States  Savings  Bonds  and,  as  applicable,  to 
United  States  Savings  Notes.  The  provisions  of  Department  Circular  No.  300, 
current  revision  (31  CFR,  Part  306),  have  no  application  to  the  securities  gov- 
erned by  these  regulations. 

§  315.1    OflScial  agencies. 

The  Bureau  of  the  Public  Debt  of  the  Department  of  the  Treasury  is  charged 
with  matters  relating  to  savings  bonds.  Correspondence  concerning  transactions 
after  original  issue  and  requests  for  appropriate  forms  should  be  addressed  to 
(a)  the  Federal  Re.serve  Bank  or  Branch  of  the  District  in  which  the  correspond- 
ent is  located,  or  (b)  the  Bureau  of  the  Public  Debt,  536  South  Clark  Street, 
Chicago,  Illinois  60605,  or  (c)  the  OflBce  of  the  Treasurer  of  the  United  States, 
Securities  Division,  Wa.shington,  D.C.  20222,  except  where  specific  instructions 
are  otherwise  given  in  the.se  regulations.  Notices  or  documents  not  filed  in  accord- 
ance with  instructions  in  these  regulations  will  not  be  recognized.  The  addresses 
of  the  Federal  Reserve  Banks  and  Branches  are : 


Federal  Reserve  Bank  of  Boston,  Bos- 
ton, Mass.  02106. 
Federal  Reserve  Bank  of  New  York, 
New  York,  N.Y.  10045. 

Buffalo     Branch,     Buffalo,     N.Y. 
14240. 
Federal  Reserve  Bank  of  Philadelphia, 

Philadelphia,  Pa.  19101. 
Federal   Reserve  Bank  of  Cleveland, 
Cleveland,  Ohio  44101. 

Cincinnati     Branch,     Cincinnati, 

Ohio  45201. 
Pittsburgh     Branch,     Pittsburgh, 
Pa.  15230. 
Federal  Reserve  Bank  of  Richmond, 
Richmond,  Va.  23261. 

Baltimore  Branch,  Baltimore,  Md. 

21203. 
Charlotte  Branch,  Charlotte,  N.C. 
2S201. 
Federal  Reserve  Bank  of  Atlanta,  At- 
lanta, Ga.  30303. 

Birmingham     Branch,     Birming- 
ham, Ala.  25202. 


Jack.sonville  Branch,  Jacksonville, 

Fla.  32203. 
Nashville       Branch,       Nashville, 

Tenn.  37203. 
New  Orleans  Branch,  New  Orle- 
ans, La.  70160. 
Miami  Ofl^ce,  Miami,  Fla.  33152. 
Federal  Reserve  Bank  of  Chicago,  Chi- 
cago, 111.  60609. 

Detroit    Branch,    Detroit,    Mich. 
48231. 
Federal   Reserve  Bank  of  St.   Louis, 
St.  Louis,  Mo.  63166. 

Little  Rock  Branch.  Little  Rock, 

Ark.  72203. 
Louisville  Branch,  Louisville,  Ky. 

40201. 
Memphis  Branch,  Memphis,  Tenn. 
38101. 
Federal  Reserve  Bank  of  Minneapolis, 
Minneapolis,  Minn.  55480. 
Helena    Branch,    Helena,    Mont. 
59601. 
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San  Antonio  Branch,  San  Antonio, 

Tex.  78295. 
Federal  Reserve  Bank  of  San  Fran- 
cisco, San  Francisco,  Calif.  94120. 
Los  Angeles  Branch,  Los  Angeles, 

Calif.  90051. 
Portland  Branch,  Portland,  Oreg. 

97208. 
Salt  Lake  City  Branch,  Salt  Lake 

City,  Utah  84110. 
Seattle    Branch,    Seattle,    Wash. 

98124. 


Federal  Reserve  Bank  of  Kansas  City, 
Kansas  City,  Mo.  64198. 

Denver     Branch,     Denver,     Colo. 

80217. 
Oklahoma  City  Branch,  Oklahoma 

City,  Okla.  73125. 
Omaha     Branch,     Omaha,     Nebr. 
68102. 
Federal  Reserve  Bank  of  Dallas,  Dal- 
las, Tex.  75222. 

El    Paso  Branch,   El  Paso,  Tex. 

79999. 

Houston    Branch,    Houston,    Tex. 
77001. 

§  315.2     Definition  of  vpords  and  terms  as  used  in  these  regulations. 

(a)  "Authorized  issuing  agent"  means  an  incorporated  bank,  trust  company, 
savings  bank,  savings  and  loan  association,  other  organization,  or  agency  of  the 
United  States,  qualified  as  an  issuing  agent  under  the  provisions  of  Department 
Circular,  Public  Debt  Series  No.  4-67  (31  CFR,  Part  317). 

(b)  "Authorized  paying  agent"  means  an  incorporated  bank,  trust  company, 
savings  bank,  savings  and  loan  association,  or  other  financial  institution  qualified 
as  a  paying  agent  under  the  provisions  of  Department  Circular  No.  750,  current 
revision  (31  CFR,  Part  321). 

(c)  "Court"  means  a  court  having  jurisdiction  over  the  parties  and  siibject 
matter. 

(d)  "Extended  maturity  date"  is  the  date  on  vphich  a  bond  will  mature  and 
cease  to  bear  interest  under  applicable  extended  maturity  provisions. 

(e)  "Extended  maturity  period"^  means  any  period  after  original  during 
vrhich  the  owner  may  retain  the  bonds  and  continue  to  earn  interest  on  the  ma- 
turity value  or  extended  maturity  value  under  applicable  extended  maturity 
provisions  of  the  circular  offering  such  bonds  for  sale. 

(f)  "Extended  maturity  value"  is  the  value  of  a  bond  at  the  end  of  the  appli- 
cable extended  maturity  period. 

(g)  "Face  amount"  of  a  bond  refers  to  the  value  of  the  bond  as  shown  on 
the  face  thereof. 

(h)  "Incompetent"  refers  to  a  person  under  any  legal  disability  except 
minority. 

(i)  "Maturity  date"  means  the  date  on  which  the  bond  will  mature  by  the 
terms  of  the  circular  offering  it  for  sale  without  regard  to  any  extended  maturity 
period. 

(j)  "Payment"  and  "redemption"  are  used  interchangeably,  unless  otherwise 
indicated.  They  refer  to  payment  of  a  bond  in  accordance  with  these  regulations. 

(k)  "Personal  trust  estate"  means  a  trust  estate  established  by  natural  per- 
sons in  their  own  right  for  the  benefit  of  themselves  or  other  natural  persons  in 
whole  or  in  part,  and  common  trust  funds  comprised  in  whole  or  in  part  of  such 
trust  Gst&tos. 

(1)  "Presented  and  surrendered"  and  "presentation  and  surrender"  mean  the 
actual  receipt  of  a  bond,  with  an  appropriate  request  for  the  particular  transac- 
tion, by  the  Chicago,  Parkersburg.  or  Washington  Office  of  the  Bureau  of  the 
Public  Debt,  the  Office  of  the  Treasurer  of  the  United  States,  Securities  Division, 
or  a  Federal  Reserve  Bank  or  Branch,  or,  if  the  transaction  is  one  which  an 
authorized  paying  agent  may  handle,  receipt  by  such  authorized  paying  agent. 

(m)  "Representative  of  the  estate  of  a  minor,  incompetent,  aged  person,  ab- 
sentee, etc.,"  means  a  guardian,  conservator,  or  similar  representative  appointed 
by  a  court  or  otherwise  legally  qualified,  regardless  of  the  title  by  which  des- 
ignated. These  terms  do  not  refer  to  a  voluntary  guardian  recognized  under 
§  315.53,  to  a  natural  guardian,  such  as  a  parent,  including  a  parent  to  whom 
custody  of  a  child  has  been  awarded  through  divorce  proceedings  or  a  parent 
by  adoption,  or  to  the  executor  or  administrator  of  the  estate  of  a  decedent. 

(n)   "Reissue"  means  the  cancellation  and  retirement  of  a  bond  and  issue  of  a 


iSee  Appendices  to  current  revisions  of  Department  Circulars  No.  653  and  No  905  (31 
CFR  Parts  816  and  332)  concerning:  extensions  and  investment  yields  for  beries  *>  ana 
Series  H  bonds,  respect! vel v.  See  Department  Circular,  Public  Debt  Series  No  d-bj. 
Revised,  as  amended  (31  CFR.  Part  342),  concerning  the  extension  and  investment  yields 
for  savings  notes  (Freedom  Shares). 
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new  bond  or  bonds  of  the  same  series,  amount  ( face  amount )  ( or  the  remainder 
thereof  in  case  of  partial  redemption) ,  and  issue  date. 

(0)  "Social  security  number"  means  an  individual's  social  security  account 
number  or  an  employer  identification  number.  An  individual's  number  is  com- 
posed of  nine  digits  separated  by  two  hyphens,  for  example,  1 23-ir»-(J7S9 ;  the 
employer  identification  number  is  composed  of  nine  digits  separated  by  one 
hyphen,  for  example,  12-3456789.  The  hyphens  are  an  essential  part  of  the 
numbers  and  must  be  included. 

SUBPART    B — REGISTRATION 

§  315.5    General. 

Savings  bonds  are  issued  only  in  registered  form.  The  registration  used  on  is- 
sue or  reissue  must  express  the  actual  ownership  of  an  interest  in  the  bond  and, 
except  as  otherwi.se  si>ecifically  provided  in  Subpart  E  and  §  310.48  will  be  consid- 
ered as  conclu.sive  of  such  ownership  and  interest.  Xo  designation  of  an  attorney, 
agent,  or  other  representative  to  request  or  receive  payment  on  behalf  of  the 
owner  or  a  coowner.  or  any  restriction  on  the  right  of  the  owner  or  a  coowner  to 
receive  payment  of  the  bond  or  interest,  except  as  provided  in  tliese  regulations, 
may  be  made  in  the  registration  or  othervvi.se.  Regi.strations  requested  in  ap- 
plications for  purchase  or  requests  for  reissue  should  be  clear,  accurate,  and  com- 
plete, conform  with  one  of  the  forms  set  forth  in  this  subpart,  and  include  the 
social  security  number  of  the  owner  or  first-named  coowner."  However,  if  bonds 
are  purchased  as  gifts,  awards,  prizes,  or  the  like,  and  the  social  security  num- 
ber of  the  intended  owner  is  not  known,  the  purchaser's  number  must  be  fur- 
nished. In  this  event,  the  issuing  agent  will  inscribe  the  word  "GII'T"  and  the 
purchaser's  number  on  the  bond.  Bonds  so  in.scribed  will  not  be  as.sociated  with 
the  purchaser's  own  holdings.  The  registration  of  all  bonds  owned  by  the  same 
person,  organization,  or  fiduciary  should  be  uniform  with  resi)ect  to  the  name  of 
the  owner  and,  in  the  case  of  a  fiduciary,  the  de.scription  of  the  fiduciary  capacity. 
A  natural  per.son  should  be  designated  by  the  name  l»y  which  he  is  ordinarily 
known  or  the  one  under  which  he  does  business,  including  preferably  at  least 
one  full  given  name.  The  name  of  a  natural  per.son  may  be  preceded  by  any 
applicable  title,  such  as  "Dr."  or  "Rev.,"  or  followed  by  "M.D.,"  "D.D.,"  or  other 
similar  designation.  "Sr."  or  "Jr.,"  or  a  similar  suffix,  should  be  included  when 
ordinarily  used  or  when  necessary  to  distinguish  the  owner  from  a  memlier  of 
his  family.  If  a  woman  is  named  as  either  second  coowner  or  beneficiary,  either 
the  courtesy  title  "Miss"  or  "Mrs.,"  or  her  social  security  number  must  be  fur- 
nished. A  married  woman's  own  given  name,  not  that  of  her  husband,  must  be 
used,  for  example,  "Mrs.  Mary  A.  Jones,"  NOT  "Mrs.  Frank  B.  Jones."  The  ad- 
dress should  include,  where  appropriate,  the  number  and  street,  route,  or  any 
other  local  feature,  and  the  Zip  Code. 
§  315.6    Restrictions  on  registration. 

(a)  Residence. — Registration  of  bonds  is  restricted  on  original  issue,  but  not 
on  authorized  reissue,  to  persons  (whether  natural  persons  or  others)  who  are: 

(1)  Residents  of  the  United  States,  its  territories  and  possessions,  the  Com- 
monwealth of  Puerto  Rico,  and  the  Canal  Zone ; 

(2)  Citizens  of  the  United  States  temporarily  residing  abroad  ;  and 

(3)  Civilian  employees  of  the  United  States  or  members  of  its  Armed  Forces, 
regardless  of  their  residence  or  citizenship. 

Except  to  the  extent  otherwise  provided  in  these  regulations,  only  a  natural 
person  may  be  designated  as  coowner  or  beneficiary  with  a  natural  person  of 
any  of  the  above  classes,  whether  on  original  issue  or  reissue.  Also,  regi.stration 
is  not  permitted  in  any  form  which  includes  the  name  of  any  alien  who  is  resident 
of  any  area  with  respect  to  which  the  Treasury  Deiwirtmeut  restricts  or  regulates 
the  delivery  of  checks  drawn  against  funds  of  the  United  States  or  any  agency 
or  instrumentality  thereof.^ 

(b)  Minority. —  (1)  Bonds  purchased  by  another  person  with  funds  belonging 
to  a  minor  must  be  registered  in  the  name  of  the  minor  without  a  coowner  or 
beneficiary.  Bonds  purchased  by  a  representative  of  a  minor's  estate  mu.^t  be 
registered  in  the  name  of  the  minor  and  include  in  the  registration  an  appropriate 


2  Effective  October  1.  1973.  Issuing  apents  desiring  to  Issue  bonds  In  the  names  of 
entities  described  in  §  .^15. 7  (c)(9)  and  (e),  should  obtain  Instructions  from  the  Bureau 
of  the  Public  Debt.  Washington,  D.C.  20226. 

a  See  Department  Circular  No.  655,  current  revision  (31  CFR,  Part  211). 
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reference  to  the  guardianship  estate.  Bonds  purchased  by  a  representative  of 
the  estates  of  two  or  more  minors,  even  though  appointed  in  a  single  proceeding, 
must  be  registered  in  the  name  of  each  minor  separately,  with  appropriate 
reference  to  his  guardianship  estate. 

(2)  Bonds  purchased  with  funds  not  belonging  to  a  minor  may  be  registered 
to  name  the  minor  as  owner,  coowner  or  beneficiary.  In  this  case,  if  the  minor's 
estate  is  under  legal  guardianship,  the  registration  should  include  an  appro- 
priate reference  to  the  guardianship  estate. 

(3)  Bonds  purchased  as  a  gift  to  a  minor  under  a  gifts-to-minors  statute  in 
effect  in  the  State  in  which  either  the  donor  or  the  minor  resides  may  be  registered 
as  provided  in  the  applicable  statute,  with  a  parenthetical  reference  to  the  statute 
if  it  is  not  clearly  identified  by  the  registration.  A  coowner  or  beneficiary  may 
not  be  named. 

(4)  Registration  of  bonds  in  the  name  of  a  natural  guardian  for  a  minor  is 
not  authorized. 

(5)  A  minor  may  name  a  coowner  or  beneficiary  on  bonds  he  purchases  with 
his  wages,  earnings,  or  other  funds  belonging  to  him  and  under  his  control. 

(c)  Incompetency* — Bonds  may  be  purchased  to  name  as  owner,  coowner  or 
beneficiary  an  incompetent  for  whose  estate  a  guardian  or  similar  representative 
lias  been  appointed,®  except  that  a  coowner  or  beneficiary  may  not  be  named 
on  bonds  purchased  with  funds  belonging  to  the  incomi>etent.  The  registration 
must  include  appropriate  reference  to  the  guardianship  or  similar  fiduciary  estate. 

§  315.7    Authorized  forms  of  registration. 

Subject  to  any  limitations  or  restrictions  contained  in  tliese  regulations  on 
the  right  of  any  person  to  be  named  as  owner,  coowner,  or  beneficiary,  bonds 
may  be  registered  in  the  following  forms  : 

(a)  Natural  persons. — In  the  names  of  natural  persons  in  their  own  right,  but 
only  in  one  of  the  forms  authorized  by  this  paragraph  : 

(1)  Single  ownership  form. — Example:  John  A.  Jones  121^5-6780. 

(2)  Coownership  form — two  natural  persons  {only). — In  tlie  alternative  as 
coowners.     Examples : 

John  A.  Jones  123-45-6789  or  Mrs.  Ella  S.  Jones.  Ella  S.  Jones  987-65-4321 
or  John  A.  Jones.  No  other  form  of  registration  establishing  coownership  is 
authorized. 

(3)  Beneficiary  form — tivo  natural  persons  (only). — Examples  : 

John  A.  Jones  123-45-6789  payable  on  death  to  Miss  lola  S.  Jones.  John  A. 
Jones  123-45-6789  P.O.D.  Ella  S.  Jones  987-65-4321. 
"Payable  on  death  to"  may  be  abbreviated  to  "P.O.D.",  as  indicated  in  the  last 
example,  or  "P.O.D.".  The  first-named  natural  person  is  hereinafter  referred  to 
as  the  owner  and  the  second-named  natural  person  as  the  beneficiary. 

(b)  Fiduciaries  (including  legal  guardians  or  similar  representatives,  certain 
custodians,  executors,  administrators  and  trustees). —  (1)  General. — A  bond  may 
be  registered  in  the  name  of  any  person  or  persons  or  any  organization,  public 
or  private,  acting  as  fiduciary  of  a  single  duly  constituted  fiduciary  estate,  but 
not  where  the  fiduciary  would  hold  the  bond  merely  or  principally  as  security 
for  the  i)erformance  of  a  duty,  obligation  or  service.  A  coowner  or  beneficiary 
may  not  be  named  in  the  registration  except  under  the  applicable  provisions  of 
§315.6  (b)  and  (c).  A  common  trust  fund  established  and  maintained  according 
to  law  by  a  financial  institution  duly  authorized  to  act  as  a  fiduciary  will  be 
considered  as  a  single  duly  constituted  fiduciary  estate  within  the  meaning  of 
these  regulations.  Registration  must  conform  to  a  form  authorized  by  this 
paragraph. 

(2)  Guardians,  conservators,  similar  representatives,  certain  custodians. — A 
bond  may  be  registered  in  the  name  and  title  or  capacity  of  the  legally  appointed, 
designated  or  authorized  representative  of  the  estate  of  a  minor,  incompetent, 
aged  person,  absentee,  etc.,  or  in  the  name  of  such  individual,  followed  by  an 
appropriate  reference  to  the  estate  and  showing  the  nature  of  the  disability  or 
referring  to  the  applicable  statute.  A  coowner  or  beneficiary  may  be  named  only 
in  accordance  with  the  applicable  provisions  of  §315.6  (b)  and  (c).  Examples: 
Tenth  National  Bank,  guardian  (or  conservator,  trustee,  etc.)  of  the  estate 

of  George  M.  Brown  123-45-6789,  a  minor  (or  an  incompetent,  aged  person, 

infirm  person,  or  absentee) . 


*  Soe  examples  of  forms  of  registration  under  §  316.7(b)  (2). 

^  Bonds  should  not  be  reiristered  in  the  name  of  an  incompetent  unless  there  is  a  repre- 
sentative for  his  estate,  except  as  provided  in  §  315.53. 
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George  M.  Brown  123-45-6789,  a  minor  (or  an  incompetent,  aged  person, 
infirm  person,  or  absentee)  under  legal  guardianship  (or  conservatorship 
or  trusteeship,  etc.)  of  James  F.  Jones. 

John  R.  White  123-45-6789,  an  adult  under  conservatorship  of  Henry  C. 
Smith  pursuant  to  Sec.  572,  1963  Iowa  Probate  Code. 

James  F.  Green  123-45-6780,  a  minor  (or  an  incompetent)  under  custodian- 
ship by  designation  of  the  Veterans  Administration. 

Frank  M.  Redd  123-45-6789,  an  incompetent  for  whom  Eric  A.  Redd  has 
been  designated  trustee  by  the  Department  of  the  Army  pursuant  to  37 
U.S.C.  351-354. 

Arnold  A.  Ames,  as  custodian  for  Barry  B.  Bryan  123-45-6789,  under  the 
California  Uniform  Gifts  of  Securities  to  Minors  Act. 

Thomas  J.  Reed,  as  custodian  for  Lawrence  W.  Reed  123-45-6789.  a  minor, 
under  the  laws  of  Georgia  ( Ch.  48-3,  Code  of  Ga.  Ann. ) . 

Richard  A.  Roe  123-45-6789.  for  whom  Reva  L.  Roe  is  representative  payee 
for  social  security  benefits  (or  black  lung  benefits,  as  the  case  may  be). 
(If  the  beneficiary  is  a  minor,  the  words  "a  minor."  should  appear  imme- 
diately after  the  social  security  number.) 

Henry  L.  Green  123-45-6789  or  Tenth  National  Bank,  guardian  of  the  estate 
of  George  M.  Brown,  a  minor. 

Henry  L.  Green  123-45-6789  P.O.D.  George  M.  Brown,  a  minor  under  legal 
guardianship  of  Tenth  National  Bank. 

(3)  Executors  and  administrators. — A  bond  may  be  registered  in  the  name  of 
the  representative  or  representatives  appointed  by  a  court  or  otherwise  legally 
qualified  to  act  for  the  estate  of  a  decedent,  or  in  the  name  of  an  executor  author- 
ized to  administer  a  trust  under  tJie  terms  of  a  will  although  he  is  not  named  as 
trustee.  The  names  and  capacities  of  all  the  representatives,  as  shown  in  their 
letters  of  appointment,  must  be  included  in  the  registration  and  be  followed  by 
an  adequate  identifying  reference  to  the  estate.     Examples  : 

John  H.  Smith  and  Calvin  N.  Jones,  executors  of  the  will  (or  administrators 
of  the  estate)  of  Robert  J.  Smith,  deceased  12-34.t6789. 

John  H.  Smith,  executor  of  the  will  of  Robert  J.  Smith,  deceased,  in  trust 
for  Mrs.  Jane  L.  Smith,  with  remainder  over  12-3456789. 

(4)  Trustees  or  life  tenants  under  wills,  deeds  of  trust,  agreements  or  similar 
instrument. — A  bond  may  be  registered  in  the  name  and  title  of  the  trustee  (or 
trustees)  of  a  duly  constituted  trust  estate,  or  in  the  name  of  a  life  tenant,  fol- 
lowed by  an  adequate  identifying  reference  to  the  authority  governing  the  trust 
or  life  tenancy.     Examples  : 

Thomas  J.  White  and  Tenth  National  Bank,  trustees  under  the  will  of  Robert 

J.  Smith,  deceased  12-^56789. 
Mrs.  Jane  M.  Black,  life  tenant  under  the  will  of  Robert  J.  Black,  deceased 

12-3456789. 
Tenth  National  Bank,  trustee  under  a^eement  with  Paul  E.  White,  dated 

2/1/55  12-3456789. 
Carl  A.  Black  and  Henry  B.  Green,  trustees  under  agreement  with  Paul  E. 

White,  dated  2/1/55  12-3456789. 

If  the  trust  instrument  designates  by  title  only  an  officer  of  a  board  or  an 
organization  as  trustee,  only  the  title  of  the  oflSeer  should  be  u.sed.     Example: 

Chairman,  Board  of  Trustees,  First  Church  of  Christ,  Scientist,  of  Chicago, 
111.,  in  trust  under  the  will  of  Robert  J.  Smith,  deceased  12-3456789. 

The  names  of  all  trustees,  in  the  form  used  in  the  trust  instrument,  must  be 
included  in  the  registration,  except  as  follows : 

(i)  If  there  are  several  trustees  designated  as  a  board  or  authorized  to  act  as 
a  unit,  their  names  may  be  omitted  and  the  words  "Board  of  Trustees"  substi- 
tuted for  the  word  "trustees."     Example : 

Board  of  Trustees  of  Immediate  Relief  Trust  of  Federal  Aid  Associations, 
under  trust  indenture  dated  2/1/55  12-3456789. 
(ii)  If  the  trustees  do  not  constitute  a  board  and  are  not  authorized  to  act 
as  a  unit,  and  are  too  numerous  to  be  designated  in  the  registration  by  names 
and  title,  some  or  all  of  the  names  may  be  omitted.     Examples  : 

John  A.  Smith,  Henry  B.  Jones,  et  al.,  trustees  under  the  will  of  Edwin 

O.  Mann,  deceased  12-3456789. 
Trustees  under  the  will  of  Edwin  A.  Mann,  deceased  12-3456789. 
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(5)  Pension,  retirement  or  similar  funds,  or  eligible  employees'  savings  or 
savings  and  vacation  plans. — A  bond  may  be  registered  in  the  name  and  title, 
or  title  alone,  of  the  trustee  or  trustees  of  a  pension,  retirement  or  similar 
fund,  or  an  eligible  employees'  savings  or  savings  and  vacation  plan.  If  the 
instrument  creating  the  trust  provides  that  the  trustees  shall  serve  for  a  limited 
term,  their  names  may  be  omitted.     Examples  : 

Tenth  National  Bank,  trustee  of  pension  fund  of  Safety  Manufacturing  Co., 

U/A  with  said  company  dated  March  31,  1^9  12^^456789. 
Trustees  of  Retirement  Fund  of  Safety  Manufacturing  Co.,  under  directors' 

resolution  adopted  3/31/49  12-3456789. 
County  Trust  Company,  trustee  of  the  Employees'  Savings  Plan  of  Jones 

Co.,  Inc.,  U/A  dated  1/17/59,  12-3456789. 
Trustee  of  the  Employees'  Savings  Plan  of  Brown  Bros.,  Inc.,  U/A  dated 

January  20,  1964, 12-3456789. 

(6)  Funds  of  lodges,  churches,  societies,  or  similar  organizations. — A  bond 
may  be  registered  in  the  titles  of  the  trustees,  or  a  board  of  trustees,  holding 
funds  in  trust  for  a  lodge,  church,  society,  or  similar  organization,  whether  or 
not  incorporated.     Examples : 

Trustees  of  the  First  Baptist  Church,  Akron,  Ohio,  acting  as  a  Board  under 

Sec.  15  of  its  by-laws  12-3456789. 
Trustees  of  Jamestown  Lodge  No.  1,000,  Benevolent  and  Protective  Order 

of  Elks,  under  Sec.  10  of  its  by-laws  12-3456789. 
Board  of  Trustees  of  the  Lotus  Club,  Washington,  Ind.,  under  Art.  10  of 

its  constitution  12-3456789. 

(7)  Investment  agents  for  religious,  educational,  charitable  or  nonprofit  or- 
ganizations.— A  bond  may  be  registered  in  the  name  of  a  bank,  trust  company, 
or  other  financial  institution,  or  an  individual,  as  agent  under  an  agreement 
with  a  religious,  educational,  charitable,  or  nonprofit  organization,  whether 
or  not  incorporated,  if  the  agent  holds  funds  for  the  sole  purpose  of  investing 
and  reinvesting  them  and  paying  the  income  to  the  organization.  The  name 
and  designation  of  the  agent  must  be  followed  by  an  adequate  identifying 
reference  to  the  agreement.     Examples  : 

Tenth  National  Bank,  fiscal  agent  under  agreement  with  The  Evangelical 
Lutheran  Church  of  the  Holy  Trinity,  dated  12/28/49,  12-3456789. 

Sixth  Trust  Co.,  investment  agent  U/A  dated  September  16,  1962,  with 
Central  City  Post,  Department  of  Illinois.  American  Legion  12-3456789. 

John  Jones,  investment  agent  U/A  dated  9/16/62,  with  Central  City  Post, 
Dept.  of  111.,  American  Legion  12-3456789. 

(8)  Funds  of  school  groups  or  activities. — A  bond  may  be  registered  in  the 
title  of  the  principal  or  other  ofiicer  of  a  public,  private,  or  parochial  school 
holding  funds  in  trust  for  a  student  body  fund  or  for  a  class,  group,  or  activity. 
If  the  amount  purcha.sed  for  any  one  fund  does  not  exceed  $500  (face  amount), 
no  reference  need  be  made  to  a  trust  instrument.     Examples  : 

Principal,  Western  High  School,  in  trust  for  Class  of  1955  Library  Fund 

12-3456789. 
Director  of  Athletics,  Western  High  School,  in  trust  for  Student  Activities 

Association  under  resolution  adopted  5/12/55  12-3456789. 

(9)  Public  corporations,  bodies,  or  officers  as  trustees. — A  bond  may  be 
registered  in  the  name  of  a  public  corporation  or  a  public  body,  or  in  the  title 
of  a  public  ofiicer,  acting  as  trustee  under  express  authority  of  law,  followed  by 
an  appropriate  reference  to  the  statute  creating  the  trust.     Examples : 

Rhode  Island  Investment  Commission,  trustee  of  the  General  Sinking  Fund 

under  Ch.  35.  Gen.  Laws  of  R.I. 
Superintendent  of  the  Austin  State  Hospital  Annex,  in  trust  for  the  Benefit 
Fund  under  Sec.  3183  (c) ,  "Vernon's  Civil  Stats,  of  Texas  Anno. 
(e)    Private   organizations    {corporations,    associations,    partnerships) — ^(1) 
General. — A  bond  may  be  registered  in  the  name  of  any  private  organization  in 
its  own  right,  except  that  of  a  commercial  bank,  which  is  defined  for  this  pur- 
pose as  one  accepting  demand  deposits.  The  full  'legal  name  of  the  organiza- 
tion, as  set  forth  in  its  charter,  articles  of  incorporation,  constitution,  partner- 
ship agreement,  or  other  authority  from  which  its  powers  are  derived,  must  be 
included  in  the  registration  and  may  be  followed,  if  desired,  by  a  parenthetical 
reference  to  a  particular  account  other  than  a  trust  account,  in  accordance  with 
the  rules  and  examples  authorized  by  this  paragraph. 


EXHIBITS  215 

(2)  Corporations. — A  bond  may  be  registered  in  the  name  of  a  business,  fra- 
ternal, religious,  or  other  private  corporation.  The  words  "a  corporation"  must 
be  included  in  the  registration  unless  the  fact  of  incorporation  is  shown  in  the 
name.     Examples : 

Smith  Manufacturing  Co.,  a  corporation  12-3456789. 
Green  &  Redd,  Inc.  12-3456789  (Depreciation  Acct.) . 

(3)  Unincorporated  asuociatiuns.—A.  bond  may  be  registered  iii  the  name  of 
a  club,  lodge,  society,  or  similar  self-governing  association  which  is  not  incor- 
porated. The  words  "'an  unincorporated  association"  must  be  included  in  the 
registration.  This  form  of  registration  must  not  be  used  for  a  trust  fund,  a 
board  of  trustees,  a  partnership,  a  business  conducted  under  a  trade  name  or 
a  sole  proprietorship.  If  the  association  is  chartered  by  or  affiliated  with  a 
parent  organization,  the  name  or  designation  of  the  subordinate  or  local  or- 
ganization must  be  given  first,  followed  by  the  name  of  the  parent  organization. 
The  name  of  the  parent  organizjitiou  may  be  placed  in  parentheses  and,  if  well 
known,  may  be  abbreviated.     Examples  : 

The  Lotus  Club,  an  unincoriwrated  association  12-3456789. 

Local  447,  Brotherhood  of  Railroad  Trainmen,  an  unincorporated  asso- 
ciation 12-3456789. 

Eureka  Lodge  No.  317  (A.F.  &  A.M.),  an  unincorporated  association  12- 
3456789. 

(4)  Partnerships. — A  bond  may  be  registered  in  the  name  of  a  partnership, 
which  will  be  considered  as  an  entity.  The  words  "a  partnership"  must  be  in- 
eluded  in  the  registration.     Examples  : 

Smith  &  Jones,  a  partnersliip  12-34,56789. 
Acme  Novelty  Co.,  a  partnership  12-3456789. 

(d)  Institutions  {churclnH.  hospitals,  homes,  .schools,  etc.). — A  bond  may  be 
registered  in  the  name  of  a  church,  hospital,  home,  school,  or  similar  institution 
conducted  by  a  private  organization  or  by  private  trustees,  regardless  of  the 
manner  in  which  it  is  organized  or  governed  or  title  to  its  proi)erty  is  held.  De- 
scriptive words  such  as  "a  corporation"  or  "an  xiniucoriwrated  association" 
must  not  be  included  in  the  registration.     Examples  : 

Shriners'    Hospital   for    Crippled    Children,    St.    Louis,    Mo.,    12-3456789. 
St.  Mary's  Roman  Catholic  Church,  AUiany.  N.Y.,  12-3456789. 
Rodeph  Shalom  Sunday  School,  rhiladelphia.  Pa.,  12-3456789. 

(e)  States,  puhlic  bodies  and  corporations  and  puhlic  officers.'—A  bond  may  be 
registered  in  the  name  of  a  State,  county,  city,  town,  village,  school  district 
or  other  i)olitical  entity,  public  body  or  corporation  established  by  law  (includ- 
ing a  board,  conimission,  administration,  authority  or  agency)  which  is  the 
owner  or  official  custodian  of  public  fimds,  other  than  trust  fund-s,  or  in  the 
full  legal  title  of  the  public  officer  having  custody  of  the  funds.     Examples: 

State  of  Maine. 

Town  of  Rye.  N.Y.  (  Street  Improvement  Fund). 
Maryland  State  Highway  Administration. 
Treasurer,  City  of  Chicago. 

(f)  Treasurer  of  the  United  States  as  cooicner  or  henefieiary. — A  person  who 
desires  to  have  a  bond  become  the  property  of  the  United  States  upon  his  death 
may  designate  the  Treasurer  of  the  United  States  as  coowner  or  beneficiary. 
Examples : 

George  T.  Jones  123^5-6789  or  the  Treasurer  of  the  United  States  of 
America. 

George  T.  Jones  123^5-6789  P.O.D.  the  Treasurer  of  the  Ignited  States 
of  America. 

§  315.8     Unauthorized  registration. 

A  savings  bond  inscribed  in  a  form  not  substantially  in  agreement  with  one 
of  those  authorized  by  this  subpart  will  not  be  considered  as  validly  issued. 
However,  if  the  form  of  regi.«tration  was  not  authorized  under  the  regulations 
in  effect  at  the  time  of  issuance  but  is  authorized  under  regulations  in  effect 
at  the  time  the  bond  is  presented  for  payment  or  reissue,  it  will  be  considered 
as  having  been  validly  issued  from  the  date  of  original  issue. 


2  Set  footnote  2  on  p.  211. 
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SUBPART    C LIMITATION    ON    HOLDINGS 

§  315.10    Amounts  which  may  be  held. 

The  amounts  of  savings  bonds  of  Series  E  and  H,  issued  in  any  one  calendar 
year,  which  may  be  held  hy  any  one  i>erson  at  any  one  time,  computed  in  ac- 
cordance with  the  provisions  of  §  315.11,  are  limited  as  follows  : 

(a)  Series  E-{1)  General  annuallimitations. 

Bonds  issued:  Limit 

May  1941  through  December  1947. _ $5,000  (face  amount) 

January  1948  through  December  1961 10,000  (face  amount) 

January  1952  through  April  1957 20,000  (face  amount) 

May  1967  through  December  1966 10,000  (face  amount) 

(A  person  holding  $10,000  (face  amount)  or  more  piuchased  between  Jan.  1, 
1967,  and  Apr.  30,  1967,  was  not  entitled  to  additional  holdings  during  the 
remainder  of  1957.) 

January  1966  through  November  1969 20,000  (face  amount) 

December  1,  1969,  and  thereafter 5,000  (issue  price) 

(A  person  holding  $6,000  (issue  price)  or  more  purchased  between  Jan.  1, 1969, 
and  Nov.  30,  1969,  was  not  entitled  to  additional  holdings  during  the  re- 
mainder of  1969.  $6,000  (issue  price)  will  purchase  $6,660  (face  amount).) 

(2)  Special  limitation. — Trustees  of  an  employees'  savings  plan  (as  defined 
in  Department  Circular  No.  653,  current  revision,  31  CFR,  Part  316)  and  trustees 
of  an  eligible  savings  and  vacation  plan  may  purchase  $2,000  (face  amount) 
multiplied  by  the  highest  number  of  employees  participating  in  the  plan  at 
any  time  during  the  calendar  year  in  which  the  bonds  are  issued. 

( b )  Series  H —  ( 1 )  General  annual  limitations. 

Bonds  issued:  Limit 

June  1952  through  April  1967 $20,000  (face  amount) 

May  1967  through  December  1961 10,000  (face  amount) 

(A  person  holding  $10,000  (face  amount)  or  more  piu-chased  between  Jan.  1, 
1957,  and  Apr.  30, 1957,  was  not  entttled  to  additional  holdings  during  the 
remainder  of  1967.) 

January  1%2  through  December  1966 - 20,000  (face  amount) 

January  1966  through  November  1969 30,000  (face  amount) 

Dec.  1,  1969,  and  thereafter. 6,000  (face  amount) 

(A  person  holding  $5,000  (face  amount)  or  more  piuchased  between  Jan.  1, 
1969,  and  Nov.  30, 1969,  was  not  entitled  to  additional  holdings  during  the 
remainder  of  1969.) 

(2)  Special  limitation.  $200,000  (face  amount)  for  the  calendar  year  1966  and 
each  calendar  year  thereafter  for  bonds  received  as  gifts  by  an  organization 
which  at  the  time  of  purchase  was  an  exempt  organization  under  the  terms  of 
26  CFR  1.501  (c)(3)-l. 

§  315.11     Computation  of  amount. 

(a)  Definition  of  "person". — The  term  "person"  for  purposes  of  this  section 
shall  mean  any  legal  entity  and  shall  include  but  not  be  limited  to  natural 
persons,  corporations  (public  or  private),  partnerships,  unincorporated  associa- 
tions, and  trust  estates.  The  holdings  of  each  person  individually  and  his  hold- 
ings in  any  fiduciary  capacity  authorized  by  these  regulations,  such  as,  for 
example,  his  holdings  as  a  guardian  of  the  estate  of  a  minor,  as  a  life  tenant,  or 
as  trustee  under  a  will  or  deed  of  trust,  shall  be  computed  separately.  A  pension  or 
retirement  fund  or  an  investment,  insurance,  annuity  or  similar  fund  or  trust 
will  be  regarded  as  an  entity  regardless  of  the  number  of  beneficiaries  or  the 
manner  in  which  their  respective  interests  are  established  or  determined.  Seg- 
regation of  individual  shares  as  a  matter  of  bookkeeping  or  as  a  result  of 
individual  agreements  with  beneficiaries  or  the  express  designation  of  individual 
shares  as  separate  trusts  will  not  serve  to  constitute  them  separate  "persons"  for 
purposes  of  this  section. 

(b)  Bonds  that  must  he  included  in  computation. — Except  as  provided  in 
paragraph  (c)  of  this  section,  there  must  be  taken  into  account  in  computing 
the  holdings  of  each  person  : 

(1)  All  bonds  registered  in  the  name  of  that  person  alone; 

(2)  All  bonds  registered  in  the  name  of  the  representative  of  the  estate  of 
that  person ; 
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(3)  All  bonds  originally  registered  in  the  name  of  that  person  as  coowner  or 
reissued  at  the  request  of  the  original  owner  to  add  the  name  of  that  person 
as  coowner  or  to  designate  him  as  coowner  instead  of  as  beneficiary.  However, 
the  amount  of  bonds  of  Series  E  and  H  held  in  coownership  form  may  be  applied 
to  the  holdings  of  either  of  the  coowners  or  apportioned  between  them. 

(c)  Bonds  that  may  be  excluded  from  computation. — There  need  not  be  taken 
into  account : 

( 1 )  Bonds  on  which  that  person  is  named  beneficiary  ; 

(2)  Bonds  in  which  his  interest  is  only  that  of  a  beneficiary  under  a  trust ; 

(3)  Bonds  to  which  he  has  become  entitled  under  Sec.  315.67  as  surviving 
beneficiary  upon  the  death  of  the  registered  owner,  as  an  heir  or  legatee  of  the 
deceased  owner,  or  by  virtue  of  the  termination  of  a  trust  or  the  happening  of 
any  other  event ; 

(4)  Bonds  of  Series  E  purchased  with  the  proceeds  of  matured  bonds  of  Series 
A.  C-1938,  and  D,  where  such  matured  bonds  were  presented  for  that  puri)Ose ; 

(5)  Bonds  of  Series  E  bearing  issue  dates  from  May  1,  1941,  to  December  1, 
1945,  inclusive,  held  by  individuals  in  their  own  right  which  are  not  more  than 
$5,000  (face  amount)  in  excess  of  the  prescribed  limit ; 

( 6 )  Bonds  of  Series  E  or  H  reissued  under  Sec.  315.61  ( a )  ; 

(7)  Bonds  of  Series  E  or  H  rei.s.sued  in  the  name  of  a  trustee  of  a  personal 
trust  estate  which  did  not  represent  excess  holdings  prior  to  such  reissue; 

(8)  Bonds  of  Series  E  or  H  purchased  with  the  proceeds  of  bonds  of  Series  F, 
G,  J,  or  K,  at  or  after  maturity,  where  such  matured  bonds  had  been  presented 
for  that  purpose ; 

(9)  Bonds  of  Series  H  issued  in  exchange  for  bonds  of  Series  E.  F,  or  J,  and 
savings  notes  under  the  provisions  of  Department  Circular  No.  1036  (31  CFR, 
Part  339)  as  in  effect  at  the  time  of  the  exchange. 

§  315.12     Disposition  of  excess. 

If  any  person  at  any  time  acquires  savings  bonds  issued  during  any  one  cal- 
endar year  in  excess  of  the  prescribed  amount,  instructions  shoiild  be  obtained 
from  the  Bureau  of  the  Public  Debt  for  appropriate  adjustment  of  the  excess. 

For  good  cause  found  the  Secretary  of  the  Treasury  may  permit  excess  holdings 
to  stand  in  any  particular  case  or  class  of  ca.ses. 

SUBPART  D — LIMITATIONS  ON  TRANSFER  OB  PLEDGE 

§  315.15     Limitation  on  transfer  or  pledge. 

Savings  bonds  are  not  transferable  and  are  payable  only  to  the  owners  named 
thereon,  except  as  specifically  provided  in  these  regulations,  and  then  only  in 
the  manner  and  to  the  extent  so  provided.  A  savings  bond  may  not  be  hypothe- 
cated, pledged  as  collateral,  or  used  as  security  for  the  performance  of  an 
obligation,  except  as  provided  in  Sec.  315.16. 

§  315.16    Pledge  under  Department  Circulars  No.  154  and  Public  Debt  Series  No. 
4-«7. 

A  bond  may  be  pledged  by  the  registered  owner  in  lieu  of  surety  under  the 
provisions  of  Department  Circular  No.  154,  current  revision  (31  CFR,  Part  225), 
if  the  bond  approving  oflScer  is  the  Secretary  of  the  Treasury.  In  this  case  an 
irrevocable  power  of  attorney  shall  be  executed  authorizing  the  Secretary  of  the 
Treasury  to  request  payment.  A  bond  may  also  be  deposited  as  security  with  a 
Federal  Reserve  Bank  under  the  provisions  of  Department  Circular,  Public  Debt 
Series  No.  4-67,  current  revision  (31  CFR,  Part  317) . 

SUBPART     E — LIMITATION      ON      JUDICIAL     PROCEEDINGS — NO     STOPPAGE     OR     CAVEATS 

PERMITTED 

§  315.20    General. 

(a)  No  judicial  determination  will  be  recognized  which  would  give  effect  to  an 
attempted  voluntary  transfer  inter  vivos  of  a  bond,  whether  between  persons  des- 
ignated thereon,  or  otherwise,  or  which  would  defeat  or  impair  the  rights  of  sur- 
vivorship conferred  by  these  regulations  upon  a  surviving  coowner  or  beneficiary, 
and  all  other  provisions  of  this  subpart  are  subject  to  this  restriction.  Otherwise, 
a  claim  against  an  owner  or  coowner  of  a  savings  bond  and  conflicting  claims  as 
to  ownership  of,  or  interest  in,  such  bond  as  between  coowners  or  between  the 
registered  owner  and  beneficiary  will  be  recognized  when  established  by  valid 
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judicial  proceedings,  upon  presentation  and  surrender  of  the  bond,  but  only  as 
specifically  provided  in  this  subpart.* 

(b)  Neither  the  Treasury  Department  nor  any  agency  for  the  issue,  reissue, 
or  redemption  of  savings  bonds  will  accept  notices  of  adverse  claims  or  of  pend- 
ing judicial  proceedings  or  undertake  to  protect  the  interests  of  litigants  who 
do  not  have  possession  of  the  bonds. 

§  315.21     Payment  to  judgment  creditors. 

(a)  Creditors. — Payment  (but  not  reissue)  of  a  savings  bond  registered  in 
single  ownership,  coownership,  or  beneficiary  form  will  be  made  to  the  pur- 
chaser at  a  sale  under  a  levy  or  to  the  officer  authorized  to  levy  upon  the  prop- 
erty of  the  registered  owner  or  coowner  under  appropriate  process  to  satisfy  a 
money  judgment.  Payment  will  be  made  to  such  purchaser  or  officer  only  to  the 
extent  necessary  to  satisfy  the  judgment  and  will  be  limited  to  the  redemption 
value  current  sixty  days  after  the  termination  of  judicial  proceedings.  Payment 
of  a  bond  registered  in  coownership  form  pursuant  to  a  judgment  or  levy  against 
only  one  of  the  coowners  will  be  limited  to  the  extent  of  that  coowner's  interest 
in  the  bond.  This  interest  may  be  established  by  an  agreement  between  the  co- 
owner  or  by  a  judgment,  decree,  or  order  of  court  entered  in  a  proceeding  to  which 
both  coowners  are  parties. 

(b)  Trustees  in  bankruptcy  and  receivers. — Payment  of  a  savings  bond  will 
be  made  to  a  trustee  in  bankruptcy,  a  receiver  of  an  insolvent's  estate,  a  re- 
ceiver in  equity,  or  a  similar  officer  of  the  court,  under  the  applicable  provisions  of 
paragraph  (a)  of  this  section,  except  that  payment  will  be  made  at  the  re- 
demption value  current  on  the  date  of  payment. 

§  315.22    Payment  or  reissue  pursuant  to  judgment. 

(a)  Divorce. — A  decree  of  divorce  ratifying  or  confirming  a  property  settle- 
ment agreement  or  otherwise  settling  the  respective  interests  of  the  parties  in 
a  bond  will  not  be  regarded  as  a  proceeding  giving  effect  to  an  attempted  volun- 
tary transfer  under  the  provisions  of  §  315.20.  Accordingly,  reissue  of  a  savings 
bond  may  be  made  to  eliminate  the  name  of  one  spouse  as  owner,  coowner,  or 
beneficiary,  or  to  sulistitute  the  name  of  one  spouse  for  that  of  the  other  as  owner, 
coowner,  or  beneficiary  pursuant  to  such  a  decree.  However,  if  the  bond  is 
registered  in  the  name  of  one  of  the  spouses  with  another  person  as  coowner,  there 
must  be  submitted  either  a  request  for  reissue  by  such  person  or  a  certified  copy 
of  a  judgment,  decree,  or  order  entered  in  a  proceeding  to  which  such  other 
person  and  the  spouse  whose  name  is  to  be  eliminated  are  parties  determining  the 
extent  of  the  interest  of  that  spouse  in  the  bond  and  reissue  will  be  permitted 
only  to  the  extent  of  the  spouse's  interest.  The  evidence  required  under  §  315.23 
must  be  submitted  in  any  case.  Where  the  decree  of  divorce  does  not  set  out  the 
terms  of  the  property  settlement  agreement,  a  certified  copy  of  the  agreement 
must  also  be  submitted.  Payment  rather  than  reissue  will  be  made  if  requested. 

(b)  Gifts  causa  mortis. — A  bond  belonging  solely  to  one  person  will  be  paid 
or  reissued  on  the  request  of  the  person  found  by  a  court  to  be  entitled  thereto 
by  reason  of  a  gift  causa  moitis  by  the  sole  owner. 

(c)  Date  for  determining  rights. — ^For  the  purpose  of  determining  whether  or 
not  reissue  shall  be  made  under  this  section  pursuant  to  judicial  proceedings,  the 
rights  of  all  parties  involved  shall  be  those  existing  under  these  regulations  at 
the  time  of  the  entry  of  the  final  judgment,  decree,  or  order. 

§  315.23     Evidence  necessary. 

To  establish  the  validity  of  judicial  proceedings,  there  must  be  submitted 
certified  copies  of  a  final  judgment,  decree,  or  order  of  court  and  of  any  neces- 
sary supplementary  proceedings.  If  the  judgment,  decree,  or  order  of  court  was 
rendered  more  than  six  montlis  prior  to  the  presentation  of  the  bond,  tliere  miist 
also  be  submitted  a  certificate  from  the  clerk  of  the  court,  under  its  seal,  dated 
within  six  months  of  the  presentation  of  the  bond  showing  that  the  judgment,  de- 
cree, or  order  of  court  is  in  full  force.  A  request  for  payment  by  a  trustee  in  bank- 
ruptcy must  be  supported  by  duly  certified  evidence  of  his  appointment  and 
qualification.  A  request  for  payment  by  a  receiver  of  an  insolvent's  estate  must  be 
supported  by  a  copy  of  the  order  appointing  him,  certified  by  the  clerk  of  the 
court,  under  its  seal,  as  being  in  full  force  on  a  date  not  more  than  six  months 
prior  to  the  date  of  the  presentation  of  the  bond.  A  request  for  payment  by  a 
receiver  in  equity  or  a  similar  officer  of  the  court,  other  than  a  receiver  of  an  in- 


*  Title  to  a  savings  bond  claimed  by  a  finder  or  a  purchaser  will  not  be  recognized. 
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solvent's  estate,  must  be  supported  by  a  copy  of  an  order  authorizing  him  to  pre- 
sent the  bond  for  redemption,  certified  by  the  clerk  of  the  court,  under  its  seal, 
as  being  in  full  force  on  a  date  not  more  than  six  months  prior  to  the  presenta- 
tion of  the  bond. 

SUBPART    F — BELIEF    FOR    LOSS,    THEFT,    DESTRUCTION,    MUTILATION,    DEFACEMENT,    OR 
NONRECEIPT   OF   BONDS 

§  315.25     After  receipt  by  owner  or  his  representative. 

Relief,  either  by  the  issue  of  a  substitute  bond  or  by  payment,  is  authorized 
for  the  lo,ss,  theft,  destruction,  mutilation,  or  defacement  of  a  bond  after  re- 
ceipt by  the  owner  or  his  representative.  As  a  condition  for  granting  relief,  the 
Secretary  of  the  Treasury  may  require  a  bond  of  indemnity,  in  such  form  and 
with  such  surety  as  may  be  deemed  necessary  to  protect  the  interests  of  the 
United  States  of  America.  In  all  cases  the  bond  must  be  identified  and  the  appli- 
cant must  submit  satisfactory  evidence  of  loss,  theft,  or  destruction,  or  a  satis- 
factory explanation  of  the  mutilation,  or  defacement. 

§  315.26     Procedure  to  be  followed. 

(a)  Immediate  notice  of  the  facts  concerning  the  loss,  theft,  destruction,  muti- 
lation, or  defacement  of  a  bond,  together  with  its  complete  description  (!<eries. 
year,  and  month  of  issue,  serial  number,  name  and  address  of  the  registered 
owner  or  coowners),  and  the  appropriate  social  security  number,  should  be  fur- 
nished to  the  Bureau  of  the  Public  Debt,  P.O.  Box  509,  Parkersburg,  "West 
Virginia  26101.  Defaced  bonds  and  all  available  fragments  of  mutilated  bonds 
in  any  form  whatsoever  should  be  submitted.  That  office  will  furnish  the  proper 
application  form  and  instructions.  The  application  must  be  made  by  the  person 
or  persons  (including  both  coowners,  if  living),  authorized  under  these  regula- 
tions to  request  payment  of  the  bond,  except  as  follows  : 

(1)  If  the  bond  is  in  beneficiary  form  and  the  owner  and  beneficiary  are  both 
living,  both  ordinarily  will  be  required  to  join  in  the  application. 

(2)  If  a  minor  named  on  a  bond  as  owner,  coowner,  or  beneficiary  is  not  of 
sufficient  competency  and  understanding  to  request  payment,  both  parents  ordi- 
narily will  be  required  to  join  in  the  application. 

§  315.27     Xonreceipt  of  bond. 

If  a  bond,  on  original  issue  or  on  reissue,  is  not  received  from  the  issuing 
agent  by  the  registered  owner  or  other  person  to  whom  delivery  of  the  bond  was 
directed,  the  is.suing  agent  should  be  notifiefl  as  promptly  as  possible  and 
given  all  information  available  about  the  transaction.  The  agent  will  then  obtain 
appropriate  instructions  and  a  form  for  applying  for  relief.  Following  approval  of 
the  application,  relief  will  be  granted  by  the  issuance  of  a  bond  bearing  the  same 
issue  date  as  the  bond  which  was  not  received. 

§  315.28  Recovery  or  receipt  of  bond  reported  lost,  stolen,  destroyed  or  not 
received. 
If  a  bond  reported  lost,  stolen,  destroyed,  or  not  received,  is  recovered  or 
received  before  relief  is  granted,  the  Bureau  of  the  Public  Debt  should  be 
notified  promptly.  A  bond  which  is  recovered  after  relief  therefor  has  been 
granted  belongs  to  the  United  States  and  shall  be  promptly  surrendered  for 
cancellation. 

SUBPART  G— INTEREST 

§  315.30     General. 

The  only  savings  bonds  currently  on  sale  are  (a)  Series  E  bonds,  which  are 
appreciation  bonds  issued  at  a  discount  and  redeemable  before  final  maturity  at 
increasing  redemption  values;  and  (b)  Series  H  bonds,  which  are  current-in- 
come bonds  issued  at  par  (face  amount),  paying  interest  semiannually  to  matur- 
ity, or  extended  maturity,  where  authorized.  Series  H  bonds  are  redeemable 
at  par  at  any  time  after  six  months  from  issue  date.  Series  E  bonds,  and  Series  H 
bonds  having  extended  maturity  periods,  continue  to  earn  interest  when  held  to 
their  final  maturity  dates.^  Savings  notes,  the  sale  of  which  terminated  at  the 
close  of  business  on  June  30, 1970,  have  been  extended  for  ten  years. 


1  See  Appendices  to  current  revisions  of  Department  Circulars  No.  653  and  No.  905 
(31  CFR  Parts  .316  and  332)  eoncernlnp  extensions  and  investment  yields  for  Series  E 
and  Series  H  bonds,  respectively.  See  Department  Circular.  Public  Debt  Series  No.  .3-67, 
Revised,  as  amended  (31  CFR  Part  342),  concerning  the  extension  and  Investment  yields 
for  savings  notes  (Freedom  Shares). 
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§  315.31     Series  E  bonds. 

For  the  first  six  months  from  issue  date,  a  Series  E  bond  is  redeemable  only 
at  purchase  price.  Thereafter,  its  redemption  value  increases  at  the  be^nning 
of  each  successive  half-year  period  and  at  maturity,  and  at  the  beginning  of 
each  successive  half-year  period,  and  at  final  maturity.^  The  increment  in  value 
(interest)  on  a  Series  E  bond  is  payable  only  on  its  redemption. 

§  315.32     Series  H  bonds. 

(a)  Interest. — Interest  on  a  Series  H  bond  is  paid  semiannually  by  check,  be- 
ginning six  months  from  issue  date.  Interest  will  cease  at  maturity  or  ex- 
tended maturity  for  bonds  having  extended  maturity  periods,  or  if  redeemed 
before  maturity  or  extended  maturity,^  at  the  end  of  the  interest  period  next 
preceding  the  date  of  redemption.  However,  if  the  date  of  redemption  falls  on 
an  interest  payment  date,  interest  will  cease  on  that  date.  For  example,  if  a 
bond  on  which  interest  is  payable  on  January  1  and  July  1  is  redeemed  on 
September  1,  interest  will  cease  on  the  preceding  July  1,  and  no  adjustment  of 
interest  will  be  made  for  the  i>eriod  from  July  1  to  September  1.  The  same  rules 
apply  in  case  of  partial  redemption  with  respect  to  the  amount  redeemed. 

(b)  Method  of  interest  payments. — Interest  due  on  a  Series  H  bond  will  be 
paid  on  each  interest  payment  date  by  check  drawn  to  the  order  of  the  person 
or  persons  in  whose  names  the  bond  is  inscribed,  in  the  same  form  as  their 
names  appear  in  the  inscription  on  the  bond,  and  mailetl  to  the  address  of  record 
(that  given  for  the  delivery  of  interest  checks  in  the  application  for  purchase 
or  the  request  for  reissue  or,  if  no  instruction  is  given  as  to  the  delivery  of 
interest  checks,  the  address  given  for  the  owner  or  the  first-named  coowner), 
except  that : 

(1)  In  the  case  of  a  bond  registered  in  the  form  "A  payable  on  death  to  B"  the 
check  will  be  drawn  to  the  order  of  "A"  alone  until  the  Bureau  of  the  Public  Debt 
receives  notice  of  A's  death.  At  that  time  the  payment  of  interest  will  be  sus- 
pended until  the  bond  is  presented  for  payment  or  reissue.  Interest  so  withheld 
will  be  paid  to  the  person  entitled  to  the  bond. 

(2)  Upon  receipt  of  notice  of  the  death  of  the  coowner  to  whom  interest  is  being 
mailed,  payment  of  interest  will  be  suspended  until  a  request  for  change  of 
address  is  received  from  the  other  coowner,  if  living,  or,  if  not,  until  satis- 
factory evidence  is  submitted  as  to  who  is  authorized  to  endorse  and  collect  such 
checks  on  behalf  of  the  estate  of  the  last  deceased  coowner  in  accordance  with 
the  provisions  of  Subpart  O. 

(3)  Upon  receipt  of  notice  of  the  death  of  the  owner  of  a  bond,  payment  of 
interest  on  the  bond  will  be  suspended  until  satisfactory  evidence  is  submitted 
as  to  who  is  authorized  to  endorse  and  collect  such  checks  on  behalf  of  the 
estate  of  the  decedent,  in  accordance  with  the  provisions  of  Subpart  O. 

(4)  Whenever  practicable  the  accoiuits  lor  all  Series  H  bonds  with  the  same 
inscription,  on  which  interest  is  payable  on  the  same  dates,  will  be  consolidated 
and  a  single  check  will  be  issued  on  each  interest  payment  date  for  interest  on  all 
such  bonds.  The  check  inscription  may  vary  from  the  inscriptions  on  the  bonds 
in  cases  of  very  long  inscriptions  or  where  there  is  lack  of  uniformity  in  the 
inscriptions  on  the  bonds. 

(c)  Notices  affecting  (lelivery  of  interest  checks. — ^Notices  affecting  the  delivery 
of  interest  checks  on  Series  H  bonds,  including  changes  in  addresses,  shoiild 
be  sent  to  the  Bureau  of  the  Public  Debt,  536  South  Clark  Street,  Chicago,  Illinois 
G0605.  Each  bond  should  be  described  in  the  notice  by  issue  date  (including  year 
of  issue),  serial  number,  series,  inscription  appearing  on  the  face  of  the  bond, 
and  the  social  security  number  furnished.  Bonds  should  not  be  submitted.  The 
notice  must  be  signed  by  the  owner  or  a  coowner,  or  in  the  case  of  a  minor  or 
incompetent,  as  provided  in  (d)  or  (e)  of  this  section.  If  the  notice  is  not  re- 
ceived at  least  one  month  before  an  interest  payment  date,  no  assurance  can  be 
given  that  action  can  be  taken  in  time  to  make  the  change,  or  suspend  the  mail- 
ing of  the  interest  due  on  that  date. 

(d)  Representative  appointed  for  the  estate  of  a  minor,  incompetent,  absentee, 
etc. — Interest  on  Series  H  bonds  will  be  paid,  in  accordance  with  the  provisions 
of  §  315.50,  to  the  repre.sentative  apjjointed  for  the  estate  of  an  owner  who  is 
a  minor,  incompetent,  absentee,  etc.  If  the  registration  of  the  bonds  does  not  in- 
clude reference  to  the  owner's  status,  the  bonds  should  be  submitted  for  reissue  to 
the  Bureau  of  the  Public  Debt,  at  the  address  shown  in  paragraph  (c)  of  this 
section,  or  to  a  Federal  Reserve  Bank  so  that  interest  checks  may  be  properly 
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drawn  and  delivered.  They  must  be  accompanied  by  the  proof  of  appointment 
required  by  §  315.50. 

(e)  Adult  incotnpetcnfs  estate  having  no  representative. — If  an  adult  owner  of 
a  Series  H  bond  is  inconii)etent  to  endorse  and  collect  the  interest  checks  and  no 
legal  guardian  or  similar  representative  has  been  appointed  to  act  for  him,  the 
relative  responsible  for  his  care  and  supi>ort,  or  some  other  appropriate  person, 
may  apply  to  the  Bureau  of  the  Public  Debt  for  recognition  as  voluntary  guard- 
ian for  the  purpose  of  receiving,  endorsing,  and  collecting  the  checks.  Form  PD 
2513  should  be  used  in  making  application  for  this  purpose. 

(f)  Reissue  during  interest  period. — Physical  reissue  of  a  Series  H  bond  will 
be  made  as  soon  as  practicable  without  regard  to  interest  iiayment  dates.  If  a 
bond  is  reissued  between  interest  payment  dates,  interest  for  the  entire  period 
will  ordinarily  be  paid  on  the  next  interest  payment  date  by  check  drawn  to  the 
order  of  the  person  in  whose  name  the  bond  is  reissued.  However,  if  reissue  is 
made  during  a  month  preceding  an  interest  payment  date,  the  interest  due  on 
the  first  day  of  the  next  month  may  in  some  cases  be  paid  to  the  former  owner 
or  the  representative  of  his  estate. 

(g)  Endorsement  of  checks. — Interest  checks  may  be  collected  upon  the  en- 
dorsement of  the  payee  or  his  authorized  representative  in  accordance  with  the 
regulations  governing  the  endorsement  and  payment  of  Government  warrants 
and  checks,  which  are  contained  in  Department  Circular  No.  21.  current  revi- 
sion (31  CFR,  Part  360).  A  form  for  the  appointment  of  an  attorney  in  fact  for 
this  poirpose  may  be  obtained  from  the  Office  of  the  Treasurer  of  the  United 
States  or  from  any  Federal  Reserve  Bank.  If  the  owner  is  incomi>etent  or  deceased 
and  no  legal  representative  of  his  estate  has  been  or  will  be  appointed,  the 
Bureau  of  the  Public  Debt  (see  (c)  of  this  section  for  address),  or  a  Federal 
Reserve  Bank  will  furnish  instructions  upon  request. 

(h)  Nonreceipt  or  loss  of  check. — If  an  interest  check  is  not  received  or  is  lost 
after  receipt,  the  Bureau  of  the  Public  Debt  should  be  notified  of  the  facts 
and  given  information  concerning  the  amount,  number,  inscription  of  the  bonds, 
and  social  security  number,  as  well  as  a  description  of  the  check,  if  possible. 

SUBPART  H — GENB31AL  PEOVISION  FOB  PAYMENT  AND  EEDEMPTION 

§  315.35    Payment  or  redemption. 

(a)  General. — Payment  of  a  savings  bond  will  be  made  to  the  person  or  per- 
sons entitled  thereto  under  the  provisions  of  these  regulations,  except  that  checks 
in  payment  will  not  be  delivered  to  addresses  in  areas  with  respect  to  which 
the  Department  of  the  Treasury  restricts  or  regulates  the  delivery  of  checks 
drawn  against  funds  of  the  United  States  or  any  agency  or  instrumentality  there- 
of.' Payment  will  be  made  without  regard  to  any  notice  of  adverse  claims  to  a 
bond  and  no  stoppage  or  caveat  against  payment  of  the  bond  will  be  entered. 
Pursuant  to  its  terms,  a  savings  bond  may  not  be  called  for  redemption  by  the 
Secretary  of  the  Treasury  prior  to  maturity,  or  the  end  of  any  authorized  exten- 
sion period.  However,  a  bond  may  be  redeemed  in  whole  or  in  jjart  at  the  option  of 
the  owner  prior  thereto,  under  the  terms  and  conditions  set  forth  in  the  oCFering 
circular  for  each  series  and  in  accordance  with  the  provisions  of  these  regulations. 
On  or  after  the  maturity  date,  or  the  final  extended  maturity  date,  the  bond 
will  be  paid  at  the  maturity  value  or  the  extended  maturity  value  fixed  by  the 
terms  of  the  circular  and  in  no  greater  amount. 

(b)  Series  E. — A  Series  E  bond  will  be  redeemed  at  any  time  after  two  months 
from  issue  date  at  the  appropriate  redemption  value  shown  in  the  revision  of 
Department  Circular  No.  653  current  at  the  time  of  redemption. 

(c)  Seri<:s  H. — A  Series  H  bond  will  be  redeemed  at  par  after  six  months  from 
issue  date.  However,  a  bond  received  for  redemption  during  the  calendar  month 
preceding  an  interest  payment  date  will  not  be  redeemed  until  that  date.  On  or 
after  the  maturity  date,  or  the  final  extended  maturity  date,  a  bond  presented 
for  redemption  will  be  paid  at  par. 

§  315.36     Withdrawal  of  request  for  redemption. 

An  owner  or  a  coowner  who  has  presented  and  surrendered  a  bond  to  the 
Department  of  the  Treasury  or  a  Federal  Reserve  Bank  or  Branch  or  to  an  au- 
thorized paying  agent  with  an  appropriate  request  for  payment  may  withdraw 
such  request  if  notice  of  intent  to  withdraw  is  given  to  and  received  by  the  same 


'  See  Department  Circular  No.  655,  current  revision  (31  CFR,  Part  211). 
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agency  to  which  the  bond  was  presented  for  payment  prior  to  the  issuance  of  a 
check  in  payment  or  prior  to  payment  by  the  authorized  paying  agent.  Such  re- 
quest may  be  withdrawn  under  the  same  conditions  by  the  executor  or  adminis- 
trator of  the  estate  of  a  deceased  owner  or  by  the  person  or  iiersons  who  would 
have  been  entitled  to  the  bond  under  Subpart  O,  or  by  the  legal  representative 
of  the  estate  of  a  person  under  legal  disability,  unless  presentation  and  surren- 
der of  the  bond  have  cut  off  rights  of  survivorship  under  the  provisions  of  Sub- 
part M  or  Subpart  N. 

§  315.37     Requests  for  payment. 

(a)  Form  and  execution  of  requests. — A  request  for  payment  of  a  bond  must 
be  executed  on  the  form  appearing  on  the  back  of  the  bond  unless  (1)  the  bond 
is  accepted  by  an  authorized  paying  agent  for  payment  or  for  presentation  to 
a  Federal  Reserve  Bank  for  payment  without  the  owner's  signature  to  the  request 
for  payment  under  the  provisions  of  Department  Circular  No.  8<S8,  current  revi- 
sion (31  CFR,  Part  330),  or  (2)  authority  is  given  for  the  execution  of  a  separate 
or  detached  request. 

(b)  Date  of  request. — Ordinarily,  requests  executed  more  than  six  months 
before  the  date  of  receipt  of  a  bond  for  payment  will  not  be  accepted ;  nor  will  a 
bond  ordinarily  be  accepted  for  redemption  more  than  three  calendar  months 
prior  to  the  date  redemption  is  requested  under  these  regulations. 

(c)  Identification  and  signature. — Unless  the  bond  is  presented  under  provi- 
sions of  paragraph  (a)  of  this  section  or  paragraph  (b)  of  §  315.38,  the  owner  or 
a  coowner  whose  name  is  inscribed  on  the  bond,  or  other  persons  entitled  to 
payment  under  the  provisions  of  these  regulations,  must  appear  before  and 
establish  his  identity  to  an  oflScer  authorized  to  certify  requests  for  payment 
(see  Subpart  I),  and  in  the  presence  of  such  officer  sign  the  request  for  payment 
in  ink,  adding  in  the  space  provided  the  address  to  which  the  check  issued  in  pay- 
ment is  to  be  mailed.  A  signature  by  mark  (X)  must  be  witnessed  by  at  least 
one  disinterested  person  in  addition  to  the  certifying  officer  and  must  be  attested 
by  endorsement  in  the  blank  space,  substantially  as  follows :  "Witness  to  signa- 
ture by  mark"  followed  by  the  signature  and  address  of  the  witness.  If  the  name 
of  the  owner,  coowner  or  other  person  entitled  to  payment,  as  it  appears  in  the 
registration  or  in  evidence  on  file  in  the  Bureau  of  the  Public  Debt,  has  been 
changed  by  marriage  or  in  any  other  legal  manner,  the  signature  to  the  request 
for  payment  must  show  both  names  and  the  manner  in  which  the  change  was 
made,  for  example,  "Mrs.  Mary  T.  Jones  Smith  (Mrs.  Mary  T.  J.  Smith  or 
Mrs.  Mary  T.  Smith)  changed  by  marriage  from  Miss  Mary  T.  Jones,"  or  "John 
R.  Young,  changed  by  order  of  court  from  Hans  R.  Jung."  ( See  See.  315.49. )  No 
request  signed  in  behalf  of  the  owner,  a  coowner  or  person  entitled  to  payment 
by  an  agent  or  a  person  acting  under  a  power  of  attorney  will  be  recognized  by 
the  Department  of  the  Treasury,  except  when  the  bond  has  been  pledged  in  lieu 
of  surety  under  Department  Circular  No.  154,  current  revision  (31  CFR,  Part 
225),  as  provided  in  §  315.16. 

(d)  Certification  of  request. — After  the  request  for  payment  has  been  signed  by 
the  owner,  the  certifying  officer  should  complete  and  sign  the  certificate  there- 
under and  the  bond  should  then  be  presented  and  surrendered  as  provided  in 
Sec.  315.38(a). 

§  315.38     Presentation  and  surrender. 

(a)  All  scries. — Except  for  cases  coming  within  the  provisions  of  paragraph 
(b)  of  this  section,  after  the  request  for  payment  has  been  duly  signed  by  the 
owner  and  certified  as  provided  in  Subpart  I,  the  bond  should  be  presented  and 
surrendered  to  (1)  a  Federal  Re.serve  Bank  or  Branch,  (2)  the  Bureau  of  the 
Public  Debt,  or  (3)  the  Office  of  the  Treasurer  of  the  United  States,  Securities 
Division.  Usually,  payment  will  be  expedited  by  surrender  to  a  Federal  Reserve 
Bank  or  Branch.  In  all  cases  presentation  will  be  at  the  expense  and  risk  of  the 
owner.  Payment  will  be  made  by  check  drawn  to  the  order  of  the  registered 
owner  or  other  person  entitled  and  mailed  to  the  address  given  in  the  request 
for  payment  or,  if  no  address  is  given,  to  the  address  shown  in  instructions 
accompanying  the  bond. 

(b)  Optional  procedure  for  bonds  of  Series  A  to  E,  inclusive,  in  the  names  of 
individual  owners  or  coowners  only. — A  natural  person  whose  name  is  inscribed 
on  the  face  of  a  bond  of  Series  A,  B.  C,  D,  or  E,  either  as  owner  or  coowner  in  his 
own  right,  may  present  such  bond  for  redemption  to  an  authorized  paying  agent. 
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If  such  a  person  is  not  known  to  the  paying  agent,  he  must  establish  his  identity 
to  the  agent.  (See  §315.43.)  Such  owner  or  eoowner  inu.st  sign  the  re<iuest  for 
payment,  and  add  his  home  or  business  address.  Even  tliough  the  re^iuest  for 
payment  may  have  been  signed,  or  signed  and  certified,  before  presentation  of  the 
bond,  the  representative  of  the  paying  agent  must  be  satisfied  that  the  i>erson 
presenting  the  bond  for  payment  is  the  owner  or  eoowner  and  may  require  him 
to  sign  the  request  for  payment  again.  If  the  bond  is  in  order  for  payment,  the 
paying  agent  will  make  immediate  payment  at  the  appropriate  redemption 
value  without  charge  to  the  owner  or  eoowner.  This  procedure  is  not  applicable 
to  partial  redemption  cases,  or  deceased  owner  cases,  or  other  cases  in  which 
documentary  evidence  is  required. 

§  315.39    Partial  redemption. 

A  bond  of  any  series  may  be  redeemed  in  part  at  current  re<lemption  value,  but 
only  in  amounts  corresponding  to  authorizetl  denominations,  uinm  presentation 
and  surrender  of  the  bond  in  accordance  with  §  315.38(a).  In  any  ca.se  in  which 
partial  redemption  is  authorized,  before  the  re^iuest  for  payment  is  signed,  the 

phrase  "to  the  extent  of  $ (face  amount)  and  rei.s.sue  of  the  remainder" 

should  be  added  to  the  first  sentence  of  the  request.  Upon  partial  redemption  of 
the  bond,  the  remainder  will  be  reissued  as  of  the  original  i.ssue  date,  as  provided 
in  Subpart  J.  For  payment  of  interest  on  Series  H  bonds  in  case  of  partial 
redemption,  see  Subpart  G  of  this  part. 

§  315.40     Nonreceipt  or  loss  of  check  issued  in  payment. 

In  case  a  check  in  payment  of  a  bond  surrenderetl  for  re<lemption  is  not 
received  within  a  reasonable  time,  or  the  check  is  lost  after  receipt,  notice  should 
be  given  to  the  same  agency  to  which  the  bond  was  surrendered  for  payment, 
accompanied  by  a  description  of  the  bond  by  series,  denomination,  .serial  number, 
registration,  and  .social  security  number.  The  notice  sliould  state  whether  or  not 
the  check  was  received  and  should  give  the  date  ui)on  which  the  bond  was 
surrendered  for  payment. 

SUBPART   I CERTIFYING   OFFICERS 

§  315.42     Persons  who  may  certify. 

The  folloAving  iiersons  are  aubliorized  to  act  as  certifying  officers  for  the  pur- 
pose of  certifying  requests  for  payment  and  forms  with  respect  to  bonds : 

(a)  At  United  t<tatcs  post  offices. — Any  postmaster,  officer-in-charge  or  other 
post  office  official  or  clerk  designated  for  that  purpose.  One  or  more  of  these  offi- 
cials will  be  found  at  every  United  States  post  office,  clas.sified  branch,  or  station. 
A  post  office  official  or  clerk,  other  than  a  jwistmaster  or  officer-in-charge,  should 
certify  in  the  nanu>  of  the  iwstmaster  or  officer-in-charge,  followed  by  his  own 
signature  and  official  title,  for  example,  "John  Doe,  postmaster,  by  Richard  Roe, 
his  designee."  Signatures  of  these  officers  should  be  authenticated  by  a  legible 
imprint  of  the  post  office  dating  stamp. 

(b)  At  hanks,  trust  companies  and  member  organizations  of  the  Federal  Home 
Loon  Bank  System. — Any  officer  of  any  bank  or  trust  ccmipany  incorporated  in  the 
United  States,  its  territories  or  pos.sessions,  or  the  Commonwealth  of  Puerto  Rico, 
any  Federal  Savings  and  Loan  Association  or  other  organization  which  is  a  mem- 
ber of  the  Federal  Home  Loan  Bank  System,  or  a  domestic  or  foreign  branch  of 
any  such  institution ;  any  officer  of  a  Federal  Reserve  Bank,  Ftnleral  Land  Bank, 
or  Federal  Home  Loan  Bank ;  any  employee  of  any  such  institution  expressly 
authorized  by  it  for  that  puriM>se.  who  must  sign  over  the  title  "Designated 
Employee" ;  and  Federal  Reserve  Agents  and  Assistant  Agents  located  at  the 
several  Fe<leral  Reserve  Banks.  Certifications  by  any  of  these  officers  or  desig- 
nated employees  must  be  authenticate<l  by  either  a  legible  impression  of  the 
corporate  seal  of  the  institution  or,  in  the  case  of  organizations  which  are 
authorized  issuing  agents  for  bonds  of  Series  E,  by  a  legible  imprint  of  the 
issuing  agent's  dating  stamp. 

(c)  Issuing  agents  not  banks  or  trust  companies. — Any  officer  of  a  corporation 
not  a  bank  or  trust  company  and  of  any  other  organization  which  is  an  author- 
ized issuing  agent  for  bonds  of  Series  B.  All  certifications  by  such  officers  must  be 
authenticated  by  a  legible  imprint  of  the  issuing  agent's  dating  stamp. 

(d)  Commissioned  and  tcarrant  officers  of  Armed  Forces. — Commissioned  and 
warrant  officers  of  any  of  the  Armed  Forces  of  the  United  States,  i)ut  only  for 
members  and  the  families  of  meml)ers  of  their  respective  services  and  civilian 
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employees  at  Posts  or  Bases  or  Stations.  Such  certifying  officer  should  indicate 
his  rank  and  state  that  the  person  signing  the  request  is  one  of  the  class  whose 
request  he  is  authorized  to  certify. 

(e)  United  States  officials. — Judges,  clerks,  and  deputy  clerks  of  United  States 
courts,  including  United  States  courts  for  the  territories,  possessions,  the  Com- 
monwealth of  Puerto  Rico,  and  the  Canal  Zone ;  United  States  Commissioners ; 
United  States  Attorneys  ;  United  States  Collectors  of  Customs  and  their  deputies  ; 
Regional  Commissioners,  District  Directors,  Service  Center  Directors,  and 
Internal  Revenue  agents,  Internal  Revenue  Service ;  the  officer  in  charge  of  any 
home,  hospital,  or  other  facility  of  the  Veterans  Administration,  but  only  for 
patients  and  employees  of  such  facilities ;  certain  officers  of  Federal  penal  institu- 
tions designated  for  that  purpose  by  the  Secretary  of  the  Treasury  ;  certain 
officers  of  the  United  States  Public  Health  Service  Hospitals  at  Lexington,  Ken- 
tucky, and  Carville,  Louisiana,  designated  for  that  purpo.se  by  the  Secretary  of 
the  Treasui-y  (in  each  case,  however,  only  for  patients  or  employees  of  the 
institution  involved). 

(f )  Officers  authorized  in  particular  localities. — Certain  designated  officers  in 
the  Department  of  the  Treasury ;  the  Governor  and  Treasurer  of  Puerto  Rico ; 
the  Governor  and  Commissioner  of  Finance  of  the  Virgin  Islands ;  the  Governor 
and  Director  of  Finance  of  Guam :  the  Governor  and  Director  of  Administrative 
Services  of  American  Samoa  ;  the  Governor,  paymaster,  or  acting  paymaster  and 
collector  or  acting  collector  of  the  Panama  Canal ;  and  postmasters  and  acting 
postmasters  of  the  Bureau  of  Posts  of  the  Canal  Zone. 

(g)  In  foreign  countries. — In  a  foreign  country  requests  for  payment  may  be 
signed  in  the  presence  of  and  be  certified  by  any  United  States  diplomatic  or  con- 
sular representative,  or  the  manager  or  other  officer  of  a  foreign  branch  of  a 
bank  or  trust  company  incoriiorated  in  the  United  States  whose  signature  is 
attested  by  an  impression  of  the  corporate  seal  or  is  certified  to  the  Department 
of  the  Treasury.  If  such  an  officer  is  not  available,  requests  for  payment  may  be 
signed  in  the  presence  of  and  be  certified  by  a  notary  or  other  officer  authorized 
to  administer  oaths,  but  his  official  character  and  jurisdiction  should  be  certified 
by  a  United  States  diplomatic  or  consular  officer  under  seal  of  his  office. 

(h)  Special  proiHsions. — In  the  event  no  officer  authorized  to  certify  requests 
for  payment  of  bonds  is  readily  accessible,  the  Commissioner  of  the  Public  Debt, 
a  designated  official  of  the  Bureau  of  the  Public  Debt,  the  Treasurer  of  the  United 
Statea,  or  any  Federal  Reserve  Bank  or  Branch  is  authorized  to  make  special 
provision  for  any  particular  ease. 

§  315.43     General  instructions  to  certifying  officers. 

A  certifying  officer  should  require  that  a  person  presenting  bonds,  or  forms 
with  respect  thereto,  establish  his  identity  by  positive  and  reliable  evidence 
before  the  bonds  or  forms  are  signed,  unless  the  presenter  is  personally  well 
known  to  the  officer.  Such  officer  and,  if  he  is  an  officer  or  employee  of  an 
organization,  the  organization  will  be  held  fully  responsible  for  the  adequacy 
of  the  identification.  The  certifying  officer  should  place  an  adequate  notation 
on  the  back  of  the  bond  or  form,  or  on  a  separate  record,  showing  exactly  how 
identification  was  established.  The  certifying  officer  miist  affix  to  the  certifica- 
tion his  official  signature,  title,  seal  or  dating  stamp,  address  (if  not  shown  in 
the  seal  or  stamp),  and  the  date  of  execution.  Officers  of  the  Public  Health 
Service  Hospitals,  Veterans  Administration  Facilities  and  Federal  penal  in- 
stitutions should  use  the  seal  of  the  i>articular  institution  or  service,  where  such 
seal  is  available.  A  certifying  officer,  other  than  a  post  office  official,  officer  of  a 
bank  or  trust  company,  or  officer  of  an  issuing  agent,  who  does  not  possess  an 
official  seal,  should  add  a  statement  to  that  effect  to  his  certification. 

§  315.44     Interested  person  not  to  certify. 

A  certifying  officer  may  not  certify  a  request  for  payment  of  a  bond,  or  a 
form  with  respect  to  a  bond,  in  which  he  has  or  is  acquiring  an  interest,  either 
in  his  own  right  or  in  a  representative  capacity. 

SUBPART  J — REISSXJE  AND  DENOMINATIONAL  EXCHANGE 

§  315.45     General. 

Reissue  of  a  bond  may  be  made  only  under  the  conditions  specified  in  these 
regulations.  Reissue  is  not  authorized  solely  for  the  purpose  of  effecting  an  ex- 
change as  l)etween  authorized  denominations,   but  in   the  case   of  authorized 
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reissue  the  new  bond  or  bonds  may  be  issued  in  any  authorized  denomination 
or  denominations. 

Reissue  will  not  be  made  if  the  request  therefor  is  received  less  than  one  full 
calendar  month  before  the  final  maturity  date  of  a  bond.  Such  request,  however, 
will  be  effective  to  establish  ownership  as  though  the  requested  reissue  had  been 
made. 

(a)  A  request  for  reissue  of  a  bond  received  on  or  after  its  final  maturity 
date  will  not  be  effective  to  name  a  coowner  or  beneficiary  or  to  promote  a 
beneficiary  to  a  coowner,  but  requests  for  reissue  in  the  names  of  persons  who 
have  become  entitled  by  operation  of  law  will  be  recognized  as  establishing 
the  right  of  those  persons  to  receive  payment.  Reissues  under  tlie  provisions 
of  this  subpart  may  be  made  only  at  (1)  a  Federal  Reserve  Bank  or  Branch, 
(2)  the  Bureau  of  the  Public  Debt,  or  (3)  the  Office  of  the  Treasurer  of  the 
United  States,  Securities  Division. 

§  315.46     Requests  for  reissue. 

A  request  for  reis.sue  should  be  made  on  the  prescribed  form  by  the  person 
authorized  under  these  regulations  to  make  such  request.  Appropriate  forms 
may  be  obtained  from  any  Federal  Reserve  Bank,  the  Office  of  the  Treasurer 
of  the  United  States,  Securities  Division,  or  the  Bureau  of  the  Public  Debt. 

§  315.47     Effective  date. 

In  any  case  of  authorized  reissue,  the  Department  of  the  Treasury  will  treat 
the  receipt  by  (a)  a  Federal  Reserve  Bank  or  Branch,  or  (b)  the  Bureau  of 
the  Public  Debt,  or  (c)  the  Office  of  the  Treasurer  of  tlie  United  States,  Securi- 
ties Division,  of  a  bond  and  an  appropriate  request  for  reissue  thereof  as  de- 
termining the  date  upon  which  the  reissue  is  effective.  If  the  owner  or  either 
coowner  of  a  bond  dies  after  he  has  presented  and  surrendered  the  bond  for 
authorized  reissue,  the  bond  will  be  regarded  as  though  reissued  in  the  decedent's 
lifetime. 

§  315.48     Correction  of  errors. 

Reissue  of  a  bond  may  be  made  to  correct  an  error  in  the  original  issue,  upon 
appropriate  request  supported  by  satisfactory  proof  of  tlie  error. 

§  315.49     Change  of  name. 

An  owner,  coowner,  or  beneficiary  whose  name  is  changed  by  marriage,  divorce, 
annulment,  order  of  court,  or  in  any  other  legal  manner  after  the  i.ssue  of  a 
bond  should  submit  the  bond  with  a  request  on  Form  PD  4000  for  reissue  to 
substitute  the  new  name  for  the  name  inscribed  on  the  bond.  The  signature 
to  the  request  for  reissue  should  show  the  new  name,  the  manner  in  which  the 
change  was  made  and  the  former  name.  Documentary  evidence,  properly  certi- 
fied, may  be  required  in  any  appropriate  case. 

SUBPART  K — MINORS,  INCOMPETENTS,  AGED  PERSONS.  ABSENTEES,  ETC. 

§  315.50     Payment  to  representative  of  estate. 

(a)  If  the  registration  of  a  bond  shows  the  name  of  the  representative  of  the 
estate  of  the  owner  or  a  coowner  who  is  a  minor,  an  incompetent,  aged  person, 
absentee,  etc.,  the  representative  may  obtain  payment  of  the  bond  without  sub- 
mitting evidence  of  his  representative  capacity.  In  the  event  the  representative's 
name  is  not  shown,  a  certificate,  or  a  certified  copy  of  the  letters  of  appointment, 
from  the  court  making  the  appointment,  under  court  seal,  or  other  proof  of 
qualification  if  not  appointed  by  a  court,  must  be  submitted.  Except  in  the 
case  of  corporate  fiduciaries,  such  evidence  must  .show  that  the  apiK)intment  is 
in  full  force  and  be  dated  not  more  than  one  year  prior  to  presentation  of  the 
bond  for  payment.  After  the  death  of  the  ward,  and  at  any  time  prior  to  his 
discharge,  the  representative  of  the  estate  will  be  entitled  to  obtain  payment 
of  a  bond  to  which  the  ward  was  solely  entitled.  The  request  for  payment 
appearing  on  the  back  of  a  bond  must  be  signed  by  the  representative  as  such, 
for  example,  "John  S.  Jones,  guardian  (committee)  of  the  estate  of  Henry  W. 
Smith,  a  minor  (an  incompetent)." 

(b)  If  the  form  of  registration  does  not  indicate  there  is  a  representative  of 
the  estate  of  a  minor  owner  or  coowner,  a  notice  that  there  is  such  a  representa- 
tive will  not  be  accepted  for  the  purpose  of  preventing  payment  to  the  minor 
or  to  a  parent  or  other  person  on  behalf  of  the  minor,  as  provided  in  §§  315.51 
and  315.52. 
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§  315.51     Payment  to  minors. 

If  the  owner  of  a  savings  bond  is  a  minor  and  the  form  of  registration  does  not 
indicate  that  there  is  a  representative  of  his  estate,  payment  will  be  made  to  him 
upon  his  request,  provided  he  is  of  suflBcient  competency  to  sign  liis  name  to  the 
request  for  payment  and  to  understand  the  nature  of  the  transaction.  In  general, 
the  fact  that  the  request  for  payment  has  been  signed  by  a  minor  and  duly 
certified  will  be  accepted  as  suflScient  proof  of  competency  and  understanding. 

§  315.52     Payment  to  a  parent  or  other  person  on  behalf  of  a  minor. 

If  the  owner  of  a  savings  bond  is  a  minor  and  the  form  of  registration  does 
not  indicate  that  there  is  a  representative  of  his  estate,  and  if  such  minor 
owner  is  not  of  sufficient  competency  to  sign  his  name  to  the  request  for  pay- 
ment and  to  understand  the  nature  of  the  transaction,  payment  will  be  made  to 
either  parent  with  whom  he  resides  or,  if  the  minor  does  not  reside  with  either 
parent,  then  to  the  person  who  furnishes  his  chief  support.  His  parent  or  the 
person  furnishing  his  chief  support  should  execute  the  request  for  payment  and 
furnish  a  certificate,  which  may  be  typed  or  written  on  the  back  of  the  bond, 
as  to  his  right  to  act  for  the  minor.  If  a  parent  signs  the  request,  the  certificate 
and  signature  thereto  should  be  in  substantially  the  following  form : 

I  certify  that  I  am  the  mother  of  John  C.  Jones  and  the  i)erson  with  whom 

he  resides.  He  is years  of  age  and  is  not  of  sufficient  competency  and 

understanding  to  make  this  request. 

Mrs.  Mary  Jones  on  behalf  of  John  C.  Jones. 

If  a  person  other  than  a  parent  signs  the  request,  the  certificate  and  signature 
thereto,  including  a  reference  to  the  person's  relationship,  if  any,  to  the  minor, 
should  be  in  substantially  the  following  form  : 

I  certify  that  John  C.  Jones  does  not  reside  with  either  parent  and  that 
I  furnish  his  chief  support.  He  is years  of  age  and  is  not  of  suf- 
ficient competency  and  understanding  to  make  this  request. 

Mrs.  Alice  Brown,  grandmother,  on  behalf  of  John  C.  Jones. 

§  315.53  Payment  or  reinvestment  upon  request  of  voluntary  guardian  of 
incompetent. 
If  the  adult  owner  of  bonds  is  incompetent  to  request  and  receive  payment 
thereof  and  no  other  person  is  legally  qualified  to  do  so,  the  relative  responsible 
for  his  care  and  support  or  some  other  person  may  submit  an  application  seek- 
ing recognition  as  voluntary  guardian  for  the  purpose  of  redeeming  the  bonds 
in  the  following  situations  : 

(a)  If  the  proceeds  of  the  bonds  are  needed  to  pay  expenses  already  incurred, 
or  to  be  incurred  during  any  90-day  period,  for  the  support  of  the  incompetent 
or  his  legal  dependents ; 

(b)  If  the  bonds  have  matured  and  it  is  desired  to  redeem  them  and  reinvest 
the  proceeds  in  savings  bonds.  The  proceeds  of  any  matured  appreciation  type 
bonds  ordinarily  will  be  required  to  be  reinvested  in  Series  E  bonds.  The  proceeds 
of  matured  current  income  bonds  may  be  invested  in  Series  H  or  Series  E  bonds. 
The  new  bonds  must  be  registered  in  the  name  of  the  incompetent  followed  by 
words  showing  he  is  under  voluntary  guardianship,  for  example,  "John  Jones 
123^5-6789  imder  voluntary  guardianship."  A  living  coowner  or  beneficiary 
named  on  the  matured  bonds  must  be  designated  on  the  new  bonds  unless  he  is 
a  competent  adult  and  furnishes  a  certified  statement  consenting  to  omission  of 
his  name.  If  an  amount  insufficient  to  purchase  an  additional  bond  of  any 
authorized  denomination  of  any  series  remains  after  the  reinvestment,  the  vol- 
untary guardian  may,  if  he  so  desires,  furnish  additional  funds  sufficient  to 
purchase  another  bond  of  either  series  in  the  lowest  available  denomination.  If 
additional  funds  are  not  furnished,  the  remaining  amount  will  be  paid  to  the 
voluntary  guardian  for  the  use  and  benefit  of  the  incompetent. 

§  315.54     Reissue. 

A  bond  of  which  a  minor  or  other  person  under  legal  disability  is  the  owner 
or  in  which  he  has  an  interest  may  be  reissued  upon  an  authorized  reissue  trans- 
action tinder  the  following  conditions  : 

(a)  A  minor  of  sufficient  competency  to  sign  his  name  to  the  request  and  to 
understand  the  nature  of  the  transaction  may  request  reissue  to  add  a  coowner 
or  beneficiary  to  a  bond  registered  in  his  name  alone  or  to  which  he  is  entitled 
in  his  own  right. 
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(b)  A  bond  on  which  a  minor  is  named  as  beneficiary  or  coowner  may  he 
reissued  in  the  name  of  a  custodian  for  the  minor  under  a  statute  authorizinjii: 
gifts  to  minors  upon  the  request  of  the  adult  whose  name  appears  on  the  bond 
as  owner  or  coowner. 

(c)  Except  to  the  extent  provided  in  paragraphs  (a)  and  (h),  above,  and  in 
paragraph  (c)  of  J?  815.61,  reissue  will  be  restricted  to  a  form  of  regi.-stration 
which  does  not  adversely  affect  the  existing  ownership  or  interest  of  the  minor 
or  such  other  person.  Requests  for  reissue  should  be  executed  by  the  person 
authorized  to  request  payment  under  §§  315.50  and  315.52.  or  who  may  request 
recognition  as  voluntary  guardian  under  §  315.53,  and  in  the  same  manner. 

SUBPART  L — NATURAL  PERSON  AS  SOLE  OWNER 

§  315.55     Payment. 

A  savings  bond  registered  in  the  name  of  a  natural  person  in  his  own  right, 
without  a  coowner  or  beneficiary,  will  be  paid  to  him  during  his  lifetime  under 
Subpart  H.  Upon  the  death  of  the  owner  such  bond  will  be  considered  as  belong- 
ing to  his  estate  and  will  be  paid  under  Subpart  O,  except  as  otherwise  provided 
in  these  regulations. 

§  315.56     Reissue  for  certain  purposes. 

A  savings  bond  registered  in  the  name  of  a  natural  person  in  his  own  right 
may  be  reissued  upon  appropriate  request  by  him  (subject  to  the  provisions  of 
§  315.54),  upon  presentation  and  surrender  during  his  lifetime,  for  the  following 
purposes : 

(a)  Addition  of  a  coowner  or  beneficiary.— To  name  another  natural  person  as 
coowner  or  as  beneficiary.  Form  I'D  4000  should  be  used. 

(b)  Divorce  or  annnlmcjii . — To  name  as  registere<l  owner  the  other  party  to  a 
divorce  or  annulment  occurring  after  issue  of  the  bond.  Form  PD  3360  should 
be  used. 

(c)  Certain  degrees  of  relationship. — To  name  as  registered  owner  a  person 
related  to  the  owner  as  .set  forth  in  §  315.61(a)  (2),  with  a  beneficiary  or  co- 
owner,  if  so  desired.   (Form  PD  3360  may  be  used.) 

(d)  Trustees. — To  name  as  the  trustee  of  (1)  a  personal  trust  estate  created 
by  the  owner,  or  (2)  a  personal  tnist  e.state  created  by  other  than  the  owner  pro- 
vided (i)  the  owner  is  a  beneficiary  of  the  trust,  or  (ii)  a  beneficiary  of  the  tru.st 
and  the  owner  are  related  as  set  forth  in  §  315.61  (a)  (2).  (Form  PI)  1851  may 
be  used.) 

SUBPART  M — TWO  NATURAL  PERSONS  AS  COOWNER8 

§  315.60     Payment  during  the  lives  of  both  coowners. 

A  savings  bond  registered  in  coownership  form,  for  example,  "John  A.  Jones 
or  Mrs.  Marj'  C.  Jones,"  will  be  paid  to  either  upon  his  separate  request,  and 
upon  payment  to  him  the  other  shall  cease  to  have  any  interest  in  tlie  bond. 
If  both  request  payment  jointly,  payment  will  be  made  by  check  drawn  to  their 
order  jointly,  for  example,  "John  A.  Jones  AND  Mrs.  Mary  C.  Jones." 

§  315.61     Reissue  during  the  lives  of  both  coowners. 

(a)  General. — A  bond  registered  in  coownership  form  may  be  reissued  upon 
its  presentation  and  surrender  during  the  lifetime  and  competency  of  both  co- 
owners,  upon  the  request  of  botli.  under  the  following  conditions : 

(1)  Marriage,  divorce,  or  annulment  of  marriage. — If  one  of  the  coowners  mar- 
ries, or  if  they  are  divorced  or  legally  separatetl  from  each  other,  or  their  mar- 
riage to  each  other  is  annuled  after  issue  of  the  bond,  the  bond  may  be  reissued 
in  the  name  of  either  coowner  alone,  or  with  another  natural  person  as  the  new 
coowner  or  beneficiary. 

(2)  Related  cooivners. — If  the  coowners  are  related  as  :  husliand.  wife  :  parent, 
child  (including  child  by  legal  adoption  or  steix-hild)  ;  brother,  sister  (including 
the  half  blood,  stepbrother,  stepsister,  or  brother  or  sister  throu4i;h  adoption)  : 
grandparent,  grandchild,  great  grandparent,  great  grandchild :  uncle,  aunt, 
nephew,  niece  (including  a  child  of  a  brother  or  sister  of  the  present  spou.se)  ; 
granduncle,  grandaunt,  grandnephew,  grandniece;  father-in-law.  mother-in-law, 
son-in-law,  daughter-in-law :  brother-in-law.  sister-in-law^ — ^the  bond  may  be  is- 
sued in  the  name  of  : 

(i)  Either  coowner  alone,  or  with  another  natural  person  as  the  new  coowner 
or  beneficiary ; 
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(ii)  A  third  iierson  related  to  either  coowner  in  any  of  the  foregoing  degrees 
of  relationship,  with  anotlier  natural  person  as  coowner  or  beneficiary,  if  so 
desired  ( Form  PD  1938  may  be  used  for  any  of  tlie  above  classes. )  ;  or 

(iii)  The  trustee  of  (a)  a  personal  trust  estate  created  by  either  of  them,  or 
(ft)  a  personal  trust  estate  created  by  some  other  person  provided  {1)  either 
coowner  is  a  beneficiary  of  the  trust,  or  {2)  a  beneficiary  of  tlie  trust  is  related 
to  either  coowner  in  any  of  the  foregoing  degrees  of  relationship.  (Form  PD  1851 
may  be  used.) 

(3)  A  request  for  reissue  to  eliminate  the  name  of  one  coowner  may  be  signed 
by  that  coowner  only. 

(4)  The  provisions  of  this  section  do  not  apply  to  bonds  on  whicli  the  Treas- 
urer of  the  United  States  is  named  as  coowner. 

(b)  Minor  coowncrs. — A  minor  coowner  for  wliose  estate  no  representative  has 
been  appointed  may  be  promoted  to  sole  owner  upon  the  request  of  tlie  competent 
coowner.  A  competent  coowner  may,  upon  Jiis  own  request,  have  the  bond  re- 
issued to  remove  his  name  and  name  a  custodian  for  the  minor  imder  a  statute 
authorizing  gifts  to  minors.  A  request  for  reissue  signed  by  a  minor  coowner 
of  sufficient  competency  to  sign  his  name  to  the  request  and  understand  the  na- 
ture of  the  transaction,  and  for  whose  estate  no  representative  has  been 
appointed,  will  be  recognized  if  the  bond  is  to  be  reissued  in  his  name  witli  a  new 
coowner  or  beneficiary.  A  request  for  reissue  to  eliminate  the  name  of  a  minor 
coowner  will  be  recognized  only  if  supported  by  evidence  that  a  court  has  ordered 
the  representative  of  his  estate  to  request  such  reissue  (see  §  315.23). 

(c)  Incompetent  coownets. — Reissue  will  not  be  made  if  one  coowner  is  in- 
competent and  a  representative  of  the  incompetent's  estate  has  not  been  ap- 
pointed by  a  court,  except  to  add  "under  voluntary  giiardianship"  after  his  name 
or  to  eliminate  the  other  coowner  from  the  registration.  If  there  is  a  representa- 
tive, the  provisions  of  paragraph  (b)  of  this  section  apply  as  to  his  execution  of  a 
request  for  reissue. 

§  315.62     After  the  death  of  one  or  both  coowners. 

If  either  coowner  dies  without  the  bond  having  been  presented  and  surrendered 
for  payment  or  authorized  reissue,  the  survivor  will  be  recognized  as  the  sole  and 
absolute  owner.  Thereafter,  payment  or  reissue  will  be  made  as  though  the  bond 
were  registered  in  the  name  of  the  survivor  alone  (see  Subpart  L  of  this  part). 
However,  a  request  for  reissue  by  him  must  be  supported  by  proof  of  death  of 
the  other  coowner,  and  if  the  bond  is  still  outstanding  at  the  death  of  the  sur- 
vivor, proof  of  death  of  both  coowners  will  be  required.  The  presentation  and 
surrender  of  a  bond  by  one  coowner  for  payment  establishes  his  right  to  receive 
the  proceeds  of  the  bond,  and  if  he  should  die  before  the  transaction  is  com- 
pleted, payment  will  be  made  to  the  legal  representative  of,  or  persons  entitled  to, 
his  estate  in  accordance  with  the  provisions  of  Subpart  O.  If  either  coowner  dies 
after  the  bond  has  been  presented  and  surrendered  for  authorized  reissue  (see 
§315.47),  the  bond  will  be  regarded  as  though  reissued  during  his  lifetime. 

§  315.63     Upon  death  of  both  coowners  in  a  common  disaster,  etc. 

If  both  coowners  die  under  such  conditions  that  it  cannot  be  established  either 
by  presumption  of  law  or  otherwise  which  died  first,  the  bond  will  be  considered 
as  belonging  to  the  estates  of  both  equally,  and  payment  or  reissue  will  be  made 
accordingly.  ( See  Subpart  O  of  this  part. ) 

SUBPART    N — TWO   NATURAL  PERSONS   AS   OWNER   AND   BENEFICIARY 

§  315.65     Payment  during  the  lifetime  of  the  registered  owner. 

A  savings  bond  registered  in  beneficiary  form,  for  example,  "John  A.  Jones 
payable  on  death  to  Mrs.  Mary  C.  Jones,"  will  be  paid  to  the  registered  owner 
during  his  lifetime  upon  his  properly  executed  request  as  though  no  beneficiary 
had  been  named  in  the  registration.  The  presentation  and  surrender  of  the  bond 
by  the  registered  owner  for  payment  establishes  his  exclusive  right  to  the  pro- 
ceeds of  the  bond,  and  if  he  should  die  before  the  transaction  is  completed,  pay- 
ment will  be  made  to  the  legal  representative  of,  or  the  iiersons  entitled  to,  his 
estate  upon  receipt  of  proof  of  appointment  and  qualification  of  the  representa- 
tive or  the  identity  of  the  persons  entitled,  in  accordance  with  the  provisions  of 
Subpart  O  of  this  part. 
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§  315.66     Reissue  during  the  lifetime  of  the  registered  owner. 

A  savings  bond  registered  in  beneficiary  form  may  be  reissued  upon  its  i)resen- 
tation  and  surrender  during  tlie  lifetime  of  the  registered  owner,  upon  his  re- 
quest, as  follows : 

(a)  To  name  the  beneficiary  designated  on  the  bond  as  coowner.  (Form  PD 
4000  may  be  used.) 

(b)  To  eliminate  his  name  as  owner  and  to  name  as  owner  a  custodian  for 
the  beneficiary,  if  a  minor,  under  a  statute  authorizing  gifts  to  minors.  (Form 
PD  3360  may  be  used.) 

(c)  To  eliminate  the  beneficiary,  to  substitute  another  natural  per.son  as  l)ene- 
ficiary,  or  to  name  another  natural  i>er.son  as  coowner.  Tlie  recpiest  of  the  owner 
must  be  supported  by  the  duly  certified  consent  of  the  beneficiarj-  to  elimination 
of  his  name,  or  by  proof  of  his  death.  (Form  PD  4000  may  be  used.) 

(d)  To  eliminate  his  name  as  owner  and  to  name  as  owner  the  tnistee  of  (1) 
a  personal  trust  estate  created  by  the  owner,  or  (2)  a  personal  trust  estate 
created  by  other  than  the  owner  if  (i)  the  owner  is  a  beneficiary  of  the  trust,  or 
(ii)  a  beneficiary  of  the  trust  and  the  owner  are  related  as  set  forth  in  §  315.61 
(a)  (2).  The  request  of  the  owner  must  be  supix)rted  by  the  duly  certified  consent 
of  the  beneficiary,  or  by  proof  of  his  death.  (Form  PD  1851  may  bo  iised.) 

(e)  The  provisions  of  this  section  do  not  apply  to  Itonds  on  which  the  Treas- 
urer of  the  United  States  is  named  as  beneficiary. 

§  315.67     After  the  death  of  the  registered  owner. 

If  the  registered  owner  dies  without  the  bond  having  been  pre.sented  and  sur- 
rendered for  payment  or  authorized  reissue  and  is  survived  by  the  beneficiary, 
upon  proof  of  death  of  the  owner  the  beneficiary  will  lie  recognized  as  the  sole 
and  absolute  owner,  and  payment  or  reissue  will  be  made  as  though  the  liond 
were  registered  in  his  name  alone.  (See  Subpart  L  of  this  part.) 

SUBPAKT  O — DECEASED  OWNERS 

§  315.70    General. 

Upon  the  death  of  the  owner  of  a  savings  bond  who  is  not  survived  by  a  co- 
owner  or  designated  beneficiary  and  who  had  not  during  his  lifetime  presented 
and  surrendered  the  bond  for  payment  or  an  autliorized  reissue,  the  bond  will 
be  considered  as  belonging  to  his  estate  and  will  be  paid  nr  reissuiMl  accordingly 
as  hereinafter  provided,  except  that  rei.ssue  under  this  subpart  will  not  be  per- 
mitted if  other\%ise  in  conflict  with  these  regulations.  If  the  person  entitled  is  an 
alien  who  is  a  resident  of  an  area  with  resi)ect  to  wliicli  tlie  Department  of  the 
Treasury  restricts  or  regidates  the  delivery  of  checks  drawn  against  funds  of 
the  United  States  of  America  or  any  agency  or  instrumentality  thereof,  payment 
of.  and  interest  on.  a  bond  will  not  be  made  so  long  as  the  restriction  applies.' 
A  creditor  is  entitled  only  to  payment  of  a  bond  to  the  extent  of  not  more  than 
his  claim. 

§  315.71  Special  provisions  applicable  to  small  amounts  of  savings  bonds,  inter- 
est checks  or  redemption  checks. 
Entitlement  to,  or  the  authority  to  dispose  of.  a  small  amount  of  lionds  and 
checks  issued  in  payment  thereof  or  in  payment  of  interest  thereon,  lielonging 
to  the  estate  of  a  decedent,  may  be  established  through  the  u.se  of  certain  short 
forms,  according  to  the  aggregate  face  amount  of  bonds  and  checks  involved 
(excluding  checks  representing  interest  on  the  bonds),  as  indicated  by  the  follow- 
ing table : 


Amount  Circumstances  Form  To  be  executed  by— 


.$100 No  administration PD  2216  Person  who  paid  burial  expenses. 

$500  -.     Estate  being  administered PD  2488-1       Executor  or  administrator. 

$600 Estate  settled- PD  245S  Former  executor  or  administrator,  attorney 

or  other  qualified  person. 

§  315.72     Estates  administered. 

(a)  In  course  of  odministration. — If  the  estate  of  a  decedent  is  being  admin- 
istered in  court,  the  bond  will  be  paid  to  the  duly  qualified  representative  of 


3  See  Department  Circular  No.  6.55,  current  revision  (.^1  CPR.  Part  211). 
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the  estate  or  will  be  reissued  in  the  names  of  the  persons  entitled  to  share 
in  the  estate,  upon  the  request  of  the  representative  and  compliance  with  the 
following  requirements : 

(1)  Where  there  are  two  or  more  legal  representatives,  all  must  join  in  the 
request  for  payment  or  reissue,  except  as  provided  in  §§  315.77  and  315.78. 

(2)  The  request  for  payment  or  reissue  should  be  signed  in  the  form,  for 
example,  "John  A.  Jones,  administrator  of  the  estate  (or  executor  of  the  will) 
of  Henry  W.  Jones,  deceased,"  and  must  be  supported  by  proof  of  the  repre- 
sentative's authority  in  the  form  of  a  court  certificate  or  a  certified  copy  of  the 
representative's  letters  of  apix)intment.  The  certificate  or  the  certification  to 
the  letters  must  be  under  seal  of  the  court  and,  except  in  the  case  of  a  corporate 
representative,  must  contain  a  statement  that  the  appointment  is  in  full  force 
and  should  be  dated  within  six  months  of  the  date  of  presentation  of  the  bond, 
unless  the  certificate  or  letters  show  that  the  appointment  was  made  within  one 
year  immediately  prior  to  such  presentation. 

(3)  In  case  of  reissue  the  legal  representative  of  the  estate  should  certify 
that  each  person  in  whose  name  reissue  is  requested  is  entitled  to  the  ex- 
tent specified  for  each  and  has  consented  to  such  reissue.  A  request  for  reissue 
by  the  legal  representative  should  be  made  on  Form  PD  1455.  If  a  person  in 
whose  name  reissue  is  requested  desires  to  name  a  coowner  or  beneficiary,  such 
l>erson  should  execute  an  additional  request  for  that  purijose,  using  Form  PD 
4000. 

(b)  After  settlement  through  court  ■proceedings. — If  the  estate  of  the  dece- 
dent has  been  settled  in  court,  the  bond  will  be  paid  to,  or  reissued  in  the  name 
of,  the  person  entitled  thereto  as  determined  by  the  court.  The  request  for  pay- 
ment or  reissue  should  be  made  by  the  ijerson  shown  to  be  entitled,  supported 
by  a  duly  certified  copy  of  the  representative's  final  account  as  approved  by 
the  court,  decree  of  distribution,  or  other  pertinent  court  records,  supplemented, 
if  there  are  two  or  more  persons  having  an  apparent  interest  in  the  bond,  by  an 
agreement  executed  by  them  concerning  the  disposition  of  the  bond.  Form  PD 
4000  should  be  used  by  the  person  entitled  if  he  wishes  to  name  a  coowner  or 
beneficiary. 

§  315.73     Estates  not  administered. 

(a)  Special  proinsions  under  State  laws. — If,  imder  State  law,  a  person  has 
been  recognized  or  appointed  to  receive  or  distribute  the  assets  of  a  decedent's 
estate  without  regular  administration,  his  request  for  payment  or  reissue  of  a 
bond  to  the  person  or  persons  entitled  will  be  accepted  provided  he  submits  ap- 
propriate evidence  of  his  authority. 

(b)  Agreement  of  persons  entitled. — When  it  appears  that  no  legal  repre- 
sentative of  a  decedent's  estate  has  been  or  will  be  appointed,  the  bond  will  be 
paid  to,  or  reissued  in  the  name  of,  the  person  or  persons  entitled,  including 
those  entitled  as  donees  of  a  gift  causa  mortis,  pursuant  to  an  agreement  and 
request  by  all  persons  entitled  to  share  in  the  decedent's  iiersonal  estate.  A  form 
of  agreement  for  settlement  without  administration.  Form  PD  1M6-1,  should  be 
used  for  cases  in  which  the  total  face  amount  of  bonds  and  redemption  and 
interest  checks  belonging  to  the  decedent's  estate  is  in  excess  of  $500.  If  the 
total  face  amount  doe.s  not  exceed  $500,  Form  PD  1946  may  be  used.  Should  the 
persons  entitled  to  share  in  the  personal  estate  include  minors  or  incompetents, 
payment  or  reissue  of  the  bonds  will  not  be  permitted  without  administration 
except  to  them  or  in  their  names,  unless  their  interests  are  otherwise  protected. 

SUBPABT   P FIDUCIARIES 

§  215.75     Payment. 

A  savings  bond  registered  in  the  name  of  a  fiduciary  or  otherwise  belonging 
to  a  fiduciary  estate  will  be  paid  to  the  fiduciary  or  fiduciaries  in  accordance 
with  the  provisions  of  Sees.  315.77  and  315.78. 

§  315.76     Reissue. 

(a)  In  the  name  of  person  entitled — (1)  Dist'^ibution.  of  trust  estate  in  kind. — 
A  bond  to  which  a  beneficiary  of  a  trust  estate  has  become  lawfully  entitled  in 
his  own  right  or  in  a  fiduciary  capacity,  in  whole  or  in  part,  under  the  terms  of 
a  trust  instrument,  will  l>e  reissued  in  his  name  to  the  extent  of  liis  interest, 
upon  the  trustee's  request  and  its  certification  that  such  person  is  entitled  and 
has  agreed  to  reissue  in  his  name. 
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(2)  After  termination  of  trust  estate. — If  the  person  who  would  be  lawfully  en- 
titled to  a  bond  ui)on  the  tennination  of  a  trust  does  not  desire  to  hav(»  distribu- 
tion made  io  him  in  kind,  as  provided  in  paragraph  (a)  (1)  of  this  section,  the 
trustee  should  present  the  bond  for  payment  before  the  estate  is  terminated.  If, 
however,  the  estate  is  terminated  without  payment  or  reissue  having:  been 
made,  the  bond  will  tJ"  reafter  be  paid  to  or  reissued  in  the  name  of  the  i>ers<)n 
lawfully  entitletl  niton  his  reejuest  and  satisfactory  proof  of  ownersliip.  supple- 
mented, if  there  are  two  or  more  persons  having  any  apparent  interest  in  the 
bond,  by  an  agreement  executed  by  all  such  persons  concerning  the  disposition 
of  the  bond. 

(3)  Upon  termination  of  guardianship  estate. — If  the  estate  of  a  minor  or 
incompetent  or  of  an  absentee  is  terminated  during  the  ward's  lifetime,  a 
bond  registered  to  show  that  there  is  a  representative  of  the  estate  will  be  re- 
issued in  the  name  of  the  former  ward  upon  the  representative's  request  and 
certification  that  the  former  ward  is  entitled  and  has  agreed  to  rei.ssue  in  his 
name  (Form  I'D  1455  should  be  used),  or  will  be  paid  to  or  reissued  in  the  name 
of  the  former  ward  uiK>n  his  own  request,  supported  in  either  case  by  satisfactory 
evidence  that  his  disability  has  been  removed  or  that  an  absentee  has  returned 
to  claim  his  property.  Certification  by  the  representative  that  a  fonner  minor 
has  attained  his  majority,  that  a  former  incompetent  has  been  legally  restored  to 
comijetency,  that  a  legal  disability  of  a  female  ward  has  been  removed  by  mar- 
riage, if  the  state  law  so  provides,  or  that  an  absentee  has  apjteared  to  claim 
his  property,  will  ordinarily  be  accepted  as  sufficient  (see  §315.77  if  the  repre- 
sentative's name  is  not  shown  in  the  registration).  Upon  the  termination  of 
the  estate  as  the  result  of  the  death  of  the  ward,  a  bond  registered  to  show  that 
there  is  a  representative  of  his  estate  will  be  reissued  in  accordance  with  the 
provisions  of  Subpart  O  of  this  part. 

(4)  Vpon  termination  of  life  estate. — Upon  the  death  of  a  life  tenant,  a  bond 
registered  in  his  name  as  life  tenant  may  be  rei.ssued  in  the  name  of  the  i)erson 
or  persons  entitled  pursuant  to  an  agreement  and  request  of  all  of  the  persons 
having  an  interest  in  the  remainder. 

(b)  I?i  the  name  of  a  succeeding  fiduciary. — If  a  fiduciary  in  who.se  name  a 
bond  is  registered  has  been  succeeded  by  another,  the  bond  will  be  rei.ssued  in 
the  name  of  the  succeeding  fiduciary  upon  appropriate  request  and  satisfactory 
evidence  of  successorship.  Form  PI)  1455  should  be  used. 

(e)  In  the  name  of  financial  institution  as  trustee  of  common  trust  fund. — 
A  bond  held  by  a  bank,  trust  company,  or  other  financial  institution  as  a  trustee, 
guardian  or  similar  repre.sentative,  executor  or  administrator  may  be  rei.ssued 
in  its  name  as  trustee  of  its  common  trust  fund  to  the  extent  that  i>articipation 
therein  by  the  institution  in  such  capacity  is  autborizetl  by  law  or  ai)plicable 
regulations.  A  request  for  rei.ssue  to  the  institution  as  trustee  of  its  common 
trust  fund  should  Ue  executed  on  its  Itehalf  in  the  capacity  in  which  the  bond 
is  held  and  by  the  cofiduciary,  if  any.  Form  PD  1455  should  be  used. 

§  315.77  Requests  for  reissue  or  payment  prior  to  maturity  or  extended  maturity. 
The  following  rules  apply  to  both  requests  for  reissue  and  i>ayment  by  fi- 
duciaries :  A  request  for  reissue  or  payment  prior  to  maturity,  or  final  extended 
maturity,  as  appropriate,  must  be  signed  by  all  acting  fiduciaries  unless  by  ex- 
pres.s  statute,  decree  of  court,  or  the  terms  of  the  instrument  under  which  the 
fiduciaries  are  acting,  one  or  more  of  them  may  properly  exe<'Ute  the  request.  If 
the  fiduciaries  named  in  the  registration  are  still  acting,  no  further  evidence  of 
authority  will  be  required.  Otherwise,  a  request  must  be  supported  by  evidence  as 
specified  below : 

(a)  Fiduciaries  by  title  only. — If  the  bond  is  registered  in  the  titles,  without 
the  names,  of  fiduciaries  not  acting  as  a  board,  satisfactory  evidence'  of  their 
incumbency  mu.st  be  furnished,  except  in  the  case  of  bonds  registered  in  the 
title  of  public  officers  as  trustees. 

(b)  Succeeding  fiduciaries. — If  the  fiduciaries  in  whose  names  the  bond  is 
registered  have  been  succeeded  by  other  fiduciaries,  satisfactory  evidence  of  suc- 
cessorship must  be  furnished. 

(c)  Boards,  committees,  etc. — A  savings  bond  registered  in  the  name  of  a 
board,  committee,  commission,  or  other  body.  emi>owered  to  act  as  a  unit  and  to 
hold  title  to  the  property  of  a  religious,  educational,  charitable,  or  nonprofit  or- 
ganization or  public  corporation  will  be  paid  upon  a  request  for  payment  signed 
in  the  name  of  the  board  or  other  body  by  an  authorized  officer  or  employee 
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thereof.  A  request  so  signed  and  duly  certified  will  ordinarily  be  accepted  with- 
out further  evidence  of  the  signer's  authority.  The  check  in  payment  of  the 
bond  will  be  drawn  in  the  name  of  the  board  or  other  body  as  fiduciary  for  the 
organization  named  in  the  registration  or  shown  by  satisfactory  evidence  to  be 
entitled  as  successor  thereto. 

(d)  Corporate  fiduciaries. — If  a  public  or  private  coriwration  or  a  political 
body,  such  as  a  state  or  county,  is  acting  as  a  fiduciary,  a  request  must  be  signed 
in  the  name  of  the  corporation  or  other  body,  in  the  fiduciary  capacity  in  which 
it  is  acting,  by  an  authorized  officer  thereof.  A  reque.st  so  signetl  and  duly 
certified  will  ordinarily  be  accepted  without  further  evidence  of  the  officer's 
authority. 

(e)  Registration  not  disclosing  trust  or  other  fiduciary  estate. — If  the  regis- 
tration of  the  bond  does  not  show  that  it  belongs  to  a  trust  or  other  fiduciary  es- 
tate or  does  not  identify  the  estate  to  which  it  belongs,  satisfactory  evidence  of 
ownership  must  be  furnished  in  addition  to  any  other  evidence  required  by  this 
section. 

§  315.78     Requests  for  payment  at  or  after  maturity. 

A  request,  signed  by  any  one  or  more  acting  fiduciaries,  for  payment  at  or 
after  the  maturity  date,  or  an  extended  maturity  date  for  bonds  having  ex- 
tended maturity  iieriod.s,  will  be  accepted.  Payment  ordinarily  will  be  made  by 
check  drawn  as  the  bond  is  inscribed. 

SUBPART    Q — PRIVATE   ORGANIZATIONS     (CORPORATIONS,   ASSOCIATIONS,    PARTNERSHIPS, 
ETC.)   AND  GOVERNMENTAL  AGENCIES,  UNITS  AND  OFFICERS 

§  315.80     Payment  to  corporations  «r  unincorporated  associations. 

A  savings  bond  registered  in  the  name  of  a  private  corporation  or  an  unin- 
corporated association  will  be  paid  to  the  corporation  or  unincorporated  associa- 
tion upon  a  request  for  payment  on  its  behalf  by  a  duly  authorized  officer  thereof. 
The  signature  to  the  request  should  be  in  the  form,  for  example,  "The  Jones 
Coal  Company,  a  corporation,  by  John  Jones,  President,"  or  "The  Lotus  Club,  an 
unincorporated  association,  by  William  A.  Smith,  Treasurer."  A  request  for  pay- 
ment so  signed  and  duly  certified  will  ordinarily  be  accepted  without  further  evi- 
dence of  the  oflBcer's  authority. 

§  315.81    Payment  to  partnerships. 

A  savings  bond  registered  in  the  name  of  an  existing  partnership  will  be  paid 
upon  a  request  for  payment  signed  by  a  general  partner.  The  signature  to  the 
request  should  be  in  the  form,  for  example,  "Smith  and  Jones,  a  partnership,  by 
John  Jones,  a  general  partner."  A  request  for  payment  so  signed  and  duly  cer- 
tified will  ordinarily  be  accepted  as  sufficient  evidence  that  the  partnership  is  still 
in  existence  and  that  the  person  signing  the  request  is  duly  authorized. 

§  315.82  Reissue  or  payment  to  successors  of  corporations,  unincorporated  asso- 
ciations, or  partnerships. 
A  savings  bond  registered  in  the  name  of  a  private  corporation,  an  unincorpo- 
rated association,  or  a  partnership  which  has  been  succeeded  by  another  corpo- 
ration, unincorporated  association,  or  partnership  by  operation  of  law  or  other- 
wise, as  the  result  of  merger,  consolidation,  incorporation,  reincorporation,  con- 
version, or  reorganization,  or  which  has  been  lawfully  succeeded  in  any  manner 
whereby  the  business  or  activities  of  the  original  organization  are  continued 
without  substantial  change,  will  be  paid  to  or  reissued  in  the  name  of  the 
succeeding  organization  upon  appropriate  request  on  its  behalf,  supported  by 
satisfactory  evidence  of  successorship.  Form  PD  1540  should  be  used. 

§  315.83     Reis.sue  or  payment  on  dissolution  of  corporation  or  partnership. 

(a)  Corporations. — A  savings  bond  registered  in  the  name  of  a  private  cor- 
poration which  is  in  the  process  of  dissolution  will  be  paid  to  the  authorized 
representative  of  the  corporation  upon  a  duly  executed  request  for  payment, 
supported  by  satisfactory  evidence  of  the  representative's  authority.  Upon  the 
termination  of  dissolution  proceedings,  the  bond  may  be  reissued  in  the  names 
of  those  persons,  other  than  creditors,  entitled  to  the  assets  of  the  corporation, 
to  the  extent  of  their  respective  interests.  Reissue  under  this  subsection  will  be 
made  upon  the  duly  executed  request  of  the  authorized  representative  of  the 
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corporation  and  upon  proof  that  all  statutory  provisions  governing  the  dissolu- 
tion of  the  corporation  have  been  complied  with  and  that  the  persons  in  whose 
names  reissue  is  requested  are  entitled  and  have  agreed  to  the  reissue.  If  the 
dissolution  proceedings  are  under  the  directicm  of  a  court,  a  certified  copy  of 
an  order  of  the  court,  showing  the  authority  of  the  representative  to  make  the 
distribution  requested  must  be  furnished. 

(b)  Partnerships. — A  savings  bond  registered  in  the  name  of  a  partner.-^hip 
which  has  been  dissolved  by  death  or  withdrawal  of  a  partner,  or  in  any  other 
manner,  will  be  paid  upon  a  request  for  payment  by  any  partner  or  partners 
authorized  by  law  to  act  on  behalf  of  the  dissolved  ()artnership,  or  will  be  paid 
to  or  reissued  in  the  names  of  the  persons  entitled  as  the  result  of  such  dissolu- 
tion to  the  extent  of  their  respective  interests,  except  that  reissue  will  not  be 
made  in  the  names  of  creditors.  The  request  must  be  supported  by  satisfactory 
evidence  of  entitlement,  including  proof  that  the  debts  of  the  partnership  have 
been  paid  or  properly  provided  for.  Form  PD  2514  should  be  used. 

§315.84     Payment  to  institutions   (churches,  ho.spitals,  homes,  schools,  etc.). 

A  savings  bond  registered  in  the  name  of  a  church,  ho.spital,  home,  school,  or 
similar  institution  without  reference  in  the  registration  to  the  manner  in  which 
it  is  organized  or  governed  or  to  the  manner  in  wliich  title  to  its  property  is  held 
will  be  paid  upon  a  request  for  payment  signed  on  behalf  of  such  institution  by 
an  authorized  representative.  For  the  purpose  of  this  section,  a  request  for  pay- 
ment signed  by  a  pastor  of  a  church,  superintendent  of  a  hospital,  president 
of  a  college,  or  by  any  official  generally  recognized  as  having  authority  to  conduct 
the  financial  affairs  of  the  particular  institution  will  ordinarily  be  accejtted  with- 
out further  proof  of  his  authority.  The  signature  to  the  request  should  be  in  the 
form,  for  example,  "Shriners'  Ho.spital  for  Crippled  Children,  St.  Louis,  Mi.s.souri, 
by  William  A.  Smith,  superintendent,"  or  "St.  Mary's  Roman  Catholic  Church, 
Albany,  New  York,  by  Rev.  John  Jones,  pastor." 

§  315.85    Reissue  in  name  of  trustee  or  agent  for  reinvestment  purposes. 

A  savings  bond  registered  in  the  name  of  a  religious,  educational,  charitable  or 
nonprofit  organization,  whether  or  not  incorporated,  may  be  reissued  in  the 
name  of  a  bank,  trust  company  or  other  financial  institution,  or  an  individual, 
as  trustee  or  agent  under  an  agreement  with  the  organization  under  which  the 
trustee  or  agent  holds  funds  of  the  organization,  in  whole  or  in  part,  for  the 
purpose  of  investing  and  reinvesting  the  principal  and  paying  the  income  to  the 
organization.  Form  PD  2177  should  be  u.sed  and  should  be  signed  on  behalf  of 
the  organization  by  an  authorized  officer. 

§  315.86     Reissue  upon  termination  of  investment  agency. 

A  savings  bond  registered  in  the  name  of  a  liank.  trust  company,  or  other  finan- 
cial institution,  or  individual,  as  agent  for  investment  purjio.ses  only,  under  an 
agreement  with  religious,  educational,  charitable,  or  nonprofit  organization,  may 
be  reissued  in  the  name  of  the  organization  upon  termination  of  the  agency.  The 
former  agent  should  request  such  reissue  and  should  certify  that  the  organization 
is  entitle<l  by  rea.son  of  the  termination  of  the  agency,  using  Form  PD  1455.  If  such 
request  and  certification  are  not  obtainable,  the  bond  will  be  reissued  in  the 
name  of  the  organization  upon  its  own  request,  supported  by  satisfactory  evidence 
of  the  termination  of  the  agency. 

§  315.87     Payment  to  governmental  agencies  and  units. 

A  savings  bond  registered  in  the  name  of  a  state,  county,  city.  town,  or  village, 
or  in  the  name  of  a  Federal,  State,  or  local  governmental  agency,  such  as  a  board, 
commission,  or  corporation,  will  be  paid  iipon  a  request  signed  in  the  name  of 
the  governmental  agency  f)r  unit  by  a  duly  authorized  officer  thereof.  A  request 
for  payment  so  signed  and  duly  certified  will  ordinarily  be  accepted  without  fur- 
ther proof  of  the  officer's  authority. 

§  315.88     Payment  to  government  officers. 

A  savings  bond  registered  in  the  official  title  of  an  officer  of  a  governmental 
agency  or  unit  will  be  paid  ui)on  a  request  for  payment  signed  by  the  designated 
officer.  The  fact  that  the  request  for  payment  is  so  signed  and  duly  certified 
will  ordinarily  be  accepted  as  proof  that  the  person  signing  is  the  incumbent  of 
the  designated  office. 
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SUBPART   R — MISCELLANEOUS    PROVISIONS 

§  315.90    Waiver  of  regulations. 

The  Secretary  of  tlie  Treasury  reserves  tlie  right,  in  liis  discretion,  to  waive 
or  modify  any  provision  or  provisions  of  these  regulations  in  any  particular  case 
or  class  of  cases  for  the  convenience  of  the  United  States  of  America  or  in  order 
to  relieve  any  person  or  persons  of  unnecessary  hardship,  if  such  action  would 
not  be  inconsistent  witli  law  and  would  not  impair  any  existing  rights,  and  if  he 
is  satisfied  that  sucli  action  would  not  subject  the  United  States  of  America  to 
any  substantial  expense  or  liability. 

§  315.91  Additional  requirements ;  bond  of  indemnity  ;  social  security  numbers. 
The  Secretary  of  the  Treasury  may  require  (a)  such  additional  evidence  as 
he  may  consider  necessary  or  advisable,  (b)  a  bond  of  indemnity,  with  or  with- 
out surety,  in  any  case  in  which  he  may  consider  such  a  bond  necessary  for  the 
protection  of  the  interests  of  the  United  States  of  America,  and  (c)  that  appro- 
priate social  security  numbers  be  furnished  for  reissue  or  payment  of  any  savings 
bond. 

§  315.92     Preservation  of  rights. 

Nothing  contained  in  these  regulations  shall  be  construed  to  limit  or  restrict 
existing  rights  which  holders  of  savings  bonds  heretofore  issued  may  have  ac- 
quired under  the  circulars  offering  the  bonds  for  sale  or  under  the  regulations  in 
force  at  the  time  of  purchase. 

§  315.93     Supplements,  amendments,  or  revisions. 

The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe additional,  supplemental,  amendatory,  or  revised  rules  and  regulations 
governing  United  States  Savings  Bonds. 

David  Mosso, 
Deputy  Fiscal  Assistant  Secretary. 


Exhibit  5. — Department  Circular  No.  530,  September  5,  1973,  Tenth  Revision, 
Amendment  No.  1,  regulations  governing  United  States  savings  bonds 

Department  of  the  Tbbl\sury, 

Washington,  February  6, 1974- 
Sections  315.10,  315.30  and  315.32(a)  of  Department  of  the  Treasury  Circular 
No.  530,  Tenth  Revision,  dated  September  5,  1973  (31  CFR  Part  315),  are  hereby 
revised  and  amended,  effective  as  of  January  1, 1974,  to  read  : 

§  315.10    Amounts  which  may  be  held. 

The  amounts  of  savings  bonds  of  Series  E  and  H,  issued  in  any  one  calendar 
year,  which  may  be  held  by  any  one  person  at  any  one  time,  computed  in  accord- 
ance with  the  provisions  of  §  315.11,  are  limited  as  follows  : 

(a)   Series  E — (1)  General  annuallimitations. 

Issue  dates  Limit 

May  1941  through  December  1947. __    $5,000  (face  amount) 

January  1948  through  December  1951 10,000  (face  amount) 

January  1952  through  April  1957 20,000  (face  amount) 

May  1957  through  December  1965 10,000  (face  amount) 

(A  person  holding  $10,000  (face  amount)  or  more  purchased  between  Jan.  1,  1957, 
and  Apr.  30, 1957,  was  not  entitled  to  additional  holdings  during  the  remainder 
of  1957.) 

January  1966  through  November  1969 20,000  (face  amount) 

December  1969  through  December  1973 5,000  (issue  price) 

(A  person  holding  $5,000  (issue  price)  or  more  purcha.sed  between  Jan.  1,  1969, 
and  Nov.  30, 1969,  was  not  entitled  to  additional  holdings  during  the  remainder 
of  1969.  $6,000  (issue  price)  would  purchase  $6,650  (face  amount).) 
January  1974  and  thereafter 10,000  (face  amount) 


(2)  Special  limitation. — Trustees  of  an  employees'  saving  plan  (as  defined  in 
Department  of  the  Treasury  Circular  No.  653,  current  revision,  31  CFR  Part  316) 
and  trustees  of  an  eligible  savings  and  vacation  plan  may  purchase  .$2,000  (face 
amount)  multiplied  by  the  highest  number  of  employees  participating  in  the 
plan  at  any  time  during  the  calendar  year  in  which  the  bonds  are  issued. 
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(b)  Series  H — (1)  General  annuallimitations. 

Issue  dates  Limit 

June  1952  through  April  1957.... $20,000  (face  amount) 

May  1957  through  Dt-ceiiibor  1961.. - - 10,000  (face  amount) 

(A  prrsoii  holding  $10,000  (f:ic(>  amount)  or  more  purchased  between  Jan.  1,  1957, 
and  Apr.  30, 1957,  was  not  entitled  to  additional  holdings  during  the  remainder 
of  1957.) 

January  1962  through  December  1965 20,000  (face  amount) 

January  1966  through  November  1969. 30,000  (face  amount) 

December  1969  through  December  1973 5,000  (face  amount) 

(A  person  holding  $5,000  (face  amount)  or  more  purchased  between  Jan.  1,  1969, 
and  Nov.  30,  l'M\  was  not  entitled  to  additional  holdings  during  the  remainder 
of  1969.) 
January  1974  and  thereafter 10,000  (face  amount) 


(2)  Special  limitation.— ^200,000  (face  amount)  for  the  calendar  year  1966 
and  each  calendar  year  thereafter  for  hond.s  received  as  gifts  hy  an  organization 
which  at  the  time  of  purchase  was  an  exempt  organization  under  the  terms  of 
26  CFR  1.501(c)  (3)-l. 

§  315.30    General. 

The  only  savings  honds  currently  on  sale  are  Series  K  and  Series  II  honds. 
Series  E  bonds  are  appreciation  bonds  issued  at  a  discount  and  redeemable  be- 
fore or  at  final  maturity  at  increasing  redemption  values.  Series  II  bonds  are  cur- 
rent-income bonds,  issued  at  par  (face  amount)  and  paying  interest  semiannually 
to  extended  maturity.  Series  11  bonds  are  retleemaiile  at  par  at  any  time 
after  six  months  from  issue  date.  Savings  notes,  the  sale  of  which  terminatcnl  at 
the  close  of  business  on  June  30,  1070,  have  also  been  extended  for  ten  years.' 

§  315.32     Series  H  bonds. 

(a)  Interest.  Interest  on  a  Series  H  bond  is  paid  semiannually  by  check,  be- 
ginning six  months  from  issue  date.  Interest  will  cease  at  the  end  of  the 
extended  maturity  i)eri(Kl.  or  if  redeemed  before  the  extendtnl  maturity  date,  at 
the  end  of  the  interest  period  next  preceding  the  date  of  redemption.  However,  if 
the  date  of  redemption  falls  on  an  interest  payment  date,  interest  will  cease  on 
that  date.  For  example,  if  a  bond  on  which  interest  is  payable  on  January  1  and 
July  1  is  redeemed  on  September  1,  interest  will  cease  (m  the  preceding  July  1, 
and  no  adjustment  of  interest  will  l)e  made  for  the  period  from  July  1  to  Sep- 
tember 1.  The  same  rules  ai)ply  in  case  of  partial  redemption  with  respect  to  the 
amount  redeemed. 

John  K.  Carlock, 
Fiscal  .\s.'(istant  Secretary. 


Exhibit  6.— Department  Circular  No.  653,  December  1,  1973,  Ninth  Revision, 
offering  of  United  States  savings  bonds,  Series  E 

Department  of  the  Treasury. 

Wa.<<hington.  March  18,  197 //. 
Department  of  the  Treasury  Circular  No.  653.  Eighth  Revision,  dated  Decem- 
ber 12,  1969,  as  amended  and  supplemented,  including  the  tables  incon)<>rated 
therein  (31  CFR  Part  316),  is  hereby  revised  and  amended  and  issued  as  Depart- 
ment of  the  Treasury  Circular  No.  653,  Ninth  Revision,  effective  as  of  Decem- 
ber 1.  1973. 

Authority:  Sec.  22,  Second  Liberty  Bond  Act,  as  amended,  49  Stat.  21  as 
amended  (31  U.S.C.  757c)  :  (5  U.S.C.  301). 

§  316.1     Offering  of  bonds. 

The  Secretary  of  the  Treasury  hereby  offers  for  sale  to  the  people  of  the  ITnited 
States.  ITnited  States  Savings  Bonds  of  Series  E.  hereinafter  generally  referred 
to  as  "Series  E  bond.s"  or  "bonds."  This  offer,  effective  as  of  December  1,  1973, 
will  continue  until  terminated  by  the  Secretary  of  the  Treasury. 


1  See  Appendices  to  current  revisions  of  Department  of  the  Treasury  Circulars  Nos.  O.'Sr? 
and  90.5  (.SI  CFR  Parts  316  and  .S.S2)  ooncerninp  extensions  and  investment  yields  for 
Series  E  and  H  bonds,  respectively.  See  Department  of  the  Treasury  Circular,  I'ubllc  Debt 
Series  No.  3-67.  Revised,  as  amended  (31  CFR  Part  342),  concerning  extension  and  Invest- 
ment yields  for  savings  notes  (Freedom  Shares). 


236   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

§  316.2     Description  of  bonds. 

(a)  General.  Series  E  bonds  bear  a  facsimile  of  the  signature  of  the  Secre- 
tary of  the  Treasury  and  of  the  Seal  of  the  Department  of  the  Treasury.  They 
are  issued  only  in  registered  form  and  are  nontransferable. 

(b)  Denominations  and  prices.  Series  E  bonds  are  issued  on  a  discount  basis. 
The  denominations  and  purchase  prices  are  : 

Denominations  Purchase  price 

$25     $18.75 

$50     37.50 

$75     56.25 

$100     75.00 

$200     150.00 

$500     375.00 

$1,000      750.00 

$10,000    7,  500.  00 

$100,000^      75.000.00 

1  The  $100,000  denomination  Is  available  only  for  purchase  by  trustees  of  employees' 
savings  and  savings  and  vacation  plans  (see  §  316.5(b) ). 

(c)  Inscription  and  issue.  At  the  time  of  issue  the  issuing  agent  will  (1)  inscribe 
on  the  face  of  each  bond  the  name,  social  security  number  and  address  of  the 
owner,  and  the  name  of  the  beneficiary,^  if  any,  or  the  name,  social  security  num- 
ber and  address  of  the  first-nalned  coowner  and  the  name  of  the  other  co- 
owner,^  (2)  enter  in  the  upper  right-hand  portion  of  the  bond  the  issu?  date,  and 
(3)  imprint  the  agent's  dating  stamn  in  the  lower  right-hand  portion  to  show  the 
date  the  bond  is  actually  inscribed.  A  bond  shall  be  valid  only  if  an  authorized 
issuing  agent  receives  payment  therefor  and  duly  inscribes,  dates  and  stamjis  it. 

(d)  Term.  A  Series  E  bond  shall  be  dated  as  of  the  first  day  of  the  month  in 
which  payment  of  the  purchase  price  is  received  by  an  agent  authorizefl  to  issue 
the  bonds.  This  date  is  the  issue  date  and  the  bond  will  mature  and  be  payable  at 
the  maturity  value,  shown  in  Table  1  hereof,  5  years  from  the  issue  date.  The 
bond  may  not  l)e  called  for  redemption  by  the  Secretary  of  the  Treasury  prior  to 
maturity  or  the  end  of  any  extended  maturity  period  (see  §316  (a)  (1)).  The 
bond  may  ibe  redeemed  at  the  owner's  option  at  any  time  after  2  months  from 
issue  date  at  fixe<l  redemption  values.  However,  the  Department  of  the  Treas- 
ury may  require  reasonable  notice  of  presentation  for  redemption  prior  to  the 
maturity  date  or  any  extended  maturity  date. 

1(e)  Investment  yield  (interest).  The  investment  yield  (interest)  on  a  Series  E 
bond  will  be  approximately  6  percent  per  annum,  compounded  semiannually,  if 
the  bond  is  held  to  matui-ity,  but  the  yield  will  be  less  if  the  bond  is  redeemed 
prior  thereto.  The  interest  will  be  paid  as  a  part  of  the  redemption  value.  For  the 
first  6  months  from  issue  date,  the  bond  will  be  redeemable  only  at  purchase  price. 
Thereafter,  its  redemption  value  will  increase  at  the  beginning  of  each  succes- 
sive half-year  period.  See  Table  1. 

§  316.3     Governing  regulations. 

'Series  E  bonds  are  subject  to  the  regulations  of  the  Department  of  the  Treas- 
ury, now  or  hereafter  prescribed,  governing  Unite<l  States  Savings  Bonds,  con- 
tained in  Department  of  the  Trea.sury  Circular  No.  530,  current  revision  (Part 
315  of  this  chapter).* 

§  316.4     Registration. 

(a)'  General.  Generally,  only  residents  of  the  Unitetl  States,  its  territories  and 
possessions,  the  Commonwealth  of  Puerto  Rico,  the  Canal  Zone,  and  citizens 
of  the  United  States  temporarily  residing  abroad  are  eligible  to  be  named  as  own- 
ers of  Series  E  bonds.  The  bonds  may  be  registered  in  the  names  of  natural  per- 
sons in  their  own  right  as  provided  in  paragraph    (b)   of  this  section,  and  in 


-  The  title  of  a  female  registrant  designated  as  beneficiary  or  second-named  coowner  need 
not  be  furnished  If  her  social  security  number  Is  provided.  If  so  requested,  both  title  and 
number  may  be  inscribed.  If  the  bond  Is  being  purchased  as  a  gift  or  award  and  the  owner's 
social  security  number  is  not  known,  the  purchaser's  social  security  number  or  employer 
identification  number  must  be  furnished.  In  this  event,  the  issuing  agent  will  inscribe  the 
word  "GIFT"  and  the  purchaser's  number  on  the  bond. 

3  Copies  mav  be  obtained  from  anv  Federal  Reserve  Bank  or  Branch,  or  the  Bureau  of  the 
Public  Debt.  Washington.  D.C.  20226,  or  Its  Chicago  OflBce.  536  South  Clark  Street,  Chicago, 
Illinois  60605. 
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the  names  and  titles  or  capacities  of  fiduciaries  and  organizations  as  provided 
in  paragraph  (c)  of  tliis  section.  Full  information  regarding  authorized  forms 
of  registration  and  restrictions  with  respect  thereto  will  be  found  in  the  govern- 
ing regulations. 

(b)  Natural  persons  in  their  oicn  right.  The  bonds  may  be  registered  in  the 
names  of  natural  persons  (whether  adults  or  minors)  in  their  own  right,  in 
single  ownership,  coownership,  and  beneficiary  forms. 

(c)  Others.  The  bonds  may  be  registered  in  single  ownership  form  in  the 
names  of  fiduciaries  and  private  and  public  organizations,  as  follows : 

(1)  Fiduciaries.  In  the  names  of  and  showing  the  titles  or  capacities  of  any 
persons  or  organizations,  public  or  private,  as  fiduciaries  (including  trustees, 
legal  guardians  or  similar  representatives,  and  certain  custodians),  but  not 
where  the  fiduciary  would  hold  the  bonds  merely  or  principally  as  security  for 
the  performance  of  a  dvity,  obligation  or  service. 

(2)  Private  and  public  organizations.  In  the  names  of  private  or  public  organi- 
zations (including  private  corporations,  partnerships,  and  imincorporated  asso- 
ciations, and  States,  counties,  public  corporations,  and  other  public  bodies)  in 
their  own  right,  but  not  in  the  names  of  commercial  banks.* 

§  316.5     Limitation  on  holdings. 

The  amount  of  Series  E  bonds  originally  i.<;sued  during  any  1  calendar  year 
that  may  be  held  by  any  one  person,  at  any  one  time,  computed  in  accordance 
with  the  governing  regulations,  is  limited  as  follows  : 

(a)  General  limitation.  ,$10,000  (face  amount)  for  the  calendar  year  1974  and 
each  calendar  year  thereafter. 

(b)  Special  limitation  for  employees'  savings  plans.  $2,000  (face  amount)  mul- 
tiplied by  the  highest  number  of  participants  in  any  employees'  savings  plan,  as 
defined  in  paragraph  (b)(1)  of  this  section,  at  any  time  during  the  year  in  which 
the  bonds  are  issued." 

(1)  Definition  of  plan  and  conditions  of  eligibiliti/.  (i)  The  employees'  savings 
plan  must  have  been  established  by  the  employer  for  the  exclusive  and  irrevo- 
cable benefit  of  his  employees  or  their  beneficiaries,  afford  employees  the  means 
of  making  regular  savings  from  their  wages  through  payroll  deduction.s,  and 
provide  for  employer  contributions  to  be  added  to  such  savings. 

(ii)  The  entire  assets  thereof  must  be  creditetl  to  the  individual  accounts  of 
participating  employees  and  the  assets  so  credited  may  be  distributed  only  to 
them  or  their  beneficiaries,  except  as  otherwise  provided  herein. 

(iii)  Series  E  bonds  may  be  purchased  only  with  assets  credited  to  the  accounts 
of  participating  employees  and  only  if  the  amount  taken  from  any  account  at 
any  time  for  that  purpose  is  equal  to  the  purchase  jtrice  of  a  bund  or  bonds  in  an 
authorized  denomination  or  denominations,  and  shares  therein  are  cretlited  to 
the  accounts  of  the  individuals  from  which  the  purcha.se  price  thereof  was 
derived,  in  amounts  corresponding  with  their  .shares.  For  example,  if  $37.50 
credited  to  the  account  of  .lohn  .Tones  is  commingle<l  with  fmids  credite<l  to  the 
accounts  of  other  employees  to  make  a  total  of  $7,500,  with  which  a  Series  E 
bond  in  the  denomination  of  $10,000  (face  amount)  is  purchase<l  in  December 
1973  and  registered  in  the  name  and  title  of  the  trustee,  the  plan  must  provide,  in 
effect,  that  John  Jones'  account  shall  be  credited  to  show  that  he  is  the  owner 
of  a  Series  E  bond  in  the  denomination  of  $50  (face  amount)  bearing  issue  date 
of  December  1,  1973. 

(iv)  Each  participating  employee  shall  have  an  irrevocable  right  at  any  time 
to  demand  and  receive  from  the  trustee  all  assets  credited  to  his  account  or  the 
value  thereof,  if  he  so  prefers,  without  regard  to  any  condition  other  than  the  lo.ss 
or  suspension  of  the  privilege  of  participating  further  in  the  plan.  However,  a 
plan  will  not  be  deemed  to  be  inconsistent  herewith  if  it  limits  or  modifies  the 
exercise  of  any  such  right  by  providing  that  the  employer's  contribution  does  not 
vest  absolutely  until  the  employee  shall  have  made  contributions  under  the  plan 
in  each  of  not  more  than  60  calendar  months  succeeding  the  month  for  which 
the  emplover's  contribution  is  made. 

(v)   Upon  the  death  of  an  employee,  his  beneficiary  shall  have  the  absolute 


<  For  this  purpose,  commercial  banks  (as  defined  in  S  .31.5.7.  Department  of  the  Treasur.v 
Circular  No.  3X0,  current  revision)  are  those  nccentlne  demand  deposits. 

5  Ravines  and  vacation  plans  may  be  eligible  for  this  special  limitation.  Questions  con- 
cprnlnp  ellKibilitv  of  such  plans  should  be  addressed  to  the  Chicago  Office  of  the  Bureau  of 
Public  Debt. 
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and  unconditional  rigtit  to  demand  and  receive  from  the  trustee  all  assets 
credited  to  the  account  of  the  employee,  or  the  value  thereof,  if  he  so  prefers. 

(vi)  When  settlement  is  made  with  an  employee  or  his  heneficiary  with  respect 
to  any  bond  registered  in  the  name  and  title  of  the  trustee  in  which  the  em- 
ployee has  a  share  (see  paragraph  (b)  (i)  (ii)  and  (iii)  of  this  section),  the 
bond  must  'be  submitted  for  redemption  or  reissue  to  the  extent  of  such  share. 
If  an  employee  or  his  beneficiary  is  to  receive  distribution  in  kind,  bonds  bearing 
the  same  issue  dates  as  those  credited  to  the  employee's  account  will  be  reissued  in 
the  name  of  the  distributee  to  the  extent  to  which  he  is  entitled,  in  authorized 
denominations,  in  any  authorized  form  of  registration,  upon  the  request  and 
certification  of  the  trustee  in  accordance  with  the  governing  regulations. 

(2)  Definition  of  terms  used  in  this  subsection — related  provisions,  (i)  The 
term  "savings  plan"  includes  any  regulations  issued  under  the  plan  with  regard 
to  Series  E  bonds.  A  trustee  desiring  to  purchase  bonds  in  excess  of  the  general 
limitation  in  any  calendar  year  should  submit  to  the  Federal  Reserve  Bank  of 
the  district,  a  copy  of  (a)  the  plan,  (b)  any  such  regulations,  and  (c)  the  trust 
agreement,  all  certified  to  be  true  copies,  in  order  to  establish  its  eligibility. 

(ii)  The  term  "assets"  means  all  funds,  including  the  employees'  contributions 
and  employer's  contributions  and  assets  purchased  therewith  as  well  as  accre- 
tions thereto,  such  as  dividends  on  stock,  the  increment  in  value  on  bonds 
and  all  other  income ;  but,  notwithstanding  any  other  provision  of  this  sub- 
section, the  right  to  demand  and  receive  "all  assets"  credited  to  the  account 
of  an  employee  shall  not  be  construed  to  require  the  distribution  of  assets  in  kind 
when  it  would  not  be  possible  or  practicable  to  make  such  distribution ;  for 
example.  Series  E  bonds  may  not  be  reissued  in  unauthorized  denominations, 
and  fractional  shares  of  stock  are  not  readily  distributable  in  kind. 

(iii)  'The  term  "beneficiary"  means  the  person  or  persons,  if  any,  designated  by 
the  employee  in  accordance  with  the  terms  of  the  plan  to  receive  the  benefits 
of  the  trust  upon  his  death  or  the  estate  of  the  employee,  and  the  term  "distribu- 
tee" means  the  employee  or  his  beneficiary. 

§  316.6    Purchase  of  bonds. 

Series  E  bonds  may  be  purchased,  as  follows  : 

(a)  Over-the-counter  for  cash — (1)  Bonds  registered  in  names  of  natural  per- 
sons in  their  own  right  only.  At  such  incorporated  banks,  trust  companies,  and 
other  agencies  as  have  been  duly  qualified  as  issuing  agents  and  at  selected 
United  States  post  oflSces. 

(2)  Bonds  registered  in  names  of  trustees  of  employees'  savings  plans.  At  such 
incorporated  bank,  trust  company,  or  other  agency,  duly  qualified  as  an  issuing 
agent,  provided  the  agent  is  trustee  of  an  approved  employees'  savings  plan 
eligible  for  the  special  limitation  in  §  316.5 (b)  and  prior  approval  to  is.sue  the 
bonds  is  obtained  from  the  Federal  Reserve  Bank  of  the  agent's  district. 

(3)  Bonds  registered  in  all  authorised  forms.  At  Federal  Reserve  Banks  and 
Branches  and  at  the  Department  of  the  Treasury,  Washington.  D.C.  20226. 

(b)  On  mail  order.  By  mail  upon  application  to  any  Federal  Resen'e  Bank  or 
Branch  or  to  the  Department  of  the  Treasury,  accompanied  by  a  remittance 
to  cover  the  issue  price.  Any  form  of  exchange,  including  personal  checks,  will  be 
accepted  subject  to  collection.  Checks  or  other  forms  of  exchange  .should  be  drawn 
to  the  order  of  the  Federal  Reserve  Bank  or  the  United  States  Treasury,  as  the 
case  may  be.  Checks  payable  by  endorsement  are  not  acceptable.  Any  depositary 
qualified  pursuant  to  the  provisions  of  Department  of  the  Treasury  Circular  No. 
92,  current  revision  (Part  203  of  this  chapter),  will  be  permitted  to  make  pay- 
ment by  credit  for  ivonds  applied  for  on  behalf  of  its  customers  up  to  any  amount 
for  which  it  shall  be  qualified  in  exce.ss  of  existing  deposits,  when  so  notified  by 
the  Federal  Reserve  Bank  of  its  district. 

(c)  Savings  stamps.  The  sale  of  United  States  Savings  Stamps  was  terminated 
effective  June  30,  1970.  However,  outstanding  stamps  affixed  in  fully  or  partially 
completed  albums  may  be  used  to  purchase  Series  E  bonds  at  banks  or  other 
financial  institutions  authorized  to  issue  such  bonds.  Otherwise,  the  stamps  may 
be  redeemed  for  cash  at  post  offices. 

§  316.7    Delivery  of  bonds. 

Issuing  agents  are  authorized  to  deliver  Series  E  bonds  either  over-the- 
counter  in  person,  or  by  mail  at  the  risk  and  expense  of  the  XTnited  States,  to  the 
address  given  by  the  purchaser,  but  only  within  the  United  States,  its  territories 
and  possessions]  the  Commonwealth  of  Puerto  Rico,  and  the  Canal  Zone.  No  mail 
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deliveries  elsewhere  will  be  made.  If  purchased  by  citizens  of  the  United  States 
temporarily  residing  abroad,  the  bonds  will  be  delivered  at  such  address  in  the 
United  States  as  the  purchaser  directs. 

§  316.8    Extended  terms  and  improved  yields  for  outstanding  bonds. 

(a)  Extended  maturity  periods — ^(1)  General.  The  terms  "extended  maturity 
period,"  "second  extended  maturity  period,"  and  "third  extendetl  maturity 
period,"  when  used  herein,  refer  to  the  intervals  after  the  original  maturity 
dates  during  wliich  owners  may  retain  their  bonds  and  continue  to  earn  interest 
on  the  maturity  values  or  the  extended  maturity  values.'  No  si)ecial  action  is  re- 
quired of  owners  desiring  to  take  advantage  of  any  extensions  heretofore  or  here- 
in granted.^ 

(2)  Bonds  with  issue  dates  May  1,  19Jfl,  through  Ajiril  1, 1952.  Owners  of  Series 
B  bonds  with  issue  dates  of  May  1,  1941,  through  April  1,  1952,  may  retain  their 
bonds  for  a  third  and  final  extended  maturity  period  of  10  years. 

(3)  Bonds  with  issue  dates  May  1,  1952,  through  January  1,  1957.  Owners  of 
Series  E  bonds  with  issue  dates  of  May  1,  1952,  through  January  1,  1957,  may 
retain  their  bonds  for  a  second  extendwl  maturity  period  of  10  years. 

(4)  Bonds  with  issue  dates  of  February  1,  1957,  or  thereafter.  Owners  of  Se- 
ries E  bonds  with  issue  dates  of  February  1,  1957,  or  thereafter,  may  retain  their 
bonds  for  an  extended  maturity  period  of  10  years. 

(b)  Improved  yields^.— (1)  Outstanding  bonds.  The  investment  yield  on  all 
outstanding  Series  E  bonds  is  hereby  increased  as  follows  : 

(i)  Bonds  in  original  maturity  period  on  December  1,  197S.  By  approximately 
1/^  of  1  percent  per  annum,  compounded  semiannually,  for  the  remaining  period 
to  the  maturity  date.  The  increase  will  begin  with  the  first  interest  accrual 
period  starting  on  or  after  December  1,  197;?. 

(ii)  Bonds  in  extended  maturity  periods  on  December  1,  1973.  By  approxi- 
mately %  of  1  percent  per  annum,  compounded  semiannually,  for  the  remaining 
period  to  the  next  maturity  date.  The  increase  will  begin  with  the  first  interest 
accrual  period  starting  on  or  after  December  1,  1978. 

(iii)  Bonds  entering  extended  maturity  periods  on  December  1,  1973,  and 
January  1,  197^.  To  approximately  0  percent  per  annum,  compounded  semian- 
nually, for  the  extended  maturity  period. 

(2)  Authorized  extensions.  The  investment  yield  for  any  authorized  extension 
period,  other  than  as  set  forth  in  paragraph  (b)  (1)  of  this  section,  will  be  at 
the  interest  rate  in  effect  for  Series  E  bonds  being  issued  on  the  maturity  date 
or  next  extended  maturity  date,  as  the  ease  may  be.  Tlie  tables  of  redemption 
value  and  investment  yields  published  herein  will  not  apply  if  at  the  time  an 
extension  begins  such  rate  is  different  from  6  jiercent. 

§  316.9     Taxation. 

(a)  General.  For  the  purpose  of  determining  taxes  and  tax  exemptions,  the 
increment  in  value  represented  by  the  difference  between  the  price  paid  for  Se- 
ries E  bonds  and  the  redemption  value  received  therefor  shall  be  considered  as 
interest.  Such  interest  is  subject  to  all  taxes  imposed  under  the  Internal  Reve- 
nue Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance,  gift,  or  other 
excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation  now 
or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State,  or  any 
of  the  posses.sions  of  the  United  States,  or  by  any  local  taxing  authority. 

(b)  Federal  income  tax  on  bonds.  An  owner  of  Series  E  bonds  who  is  a  cash 
ba.sis  taxpayer  may  use  either  of  two  methods  of  reporting  the  increa.se  in  the 
redemption  value  of  the  bonds  for  Federal  income  tax  purposes  as  follows : 

(1)  Defer  reporting  the  increase  to  the  year  of  final  maturity,  actual  redemp- 
tion, or  other  disposition,  whichever  is  earlier ;  or 

(2)  Elect  to  report  the  increa.ses  each  year  as  they  accrue,  in  whidi  case  the 
election  will  apply  to  all  Series  E  bonds  then  owned  by  him  and  to  those  there- 
after acquired,  as  well  as  to  any  other  similar  obligation  sold  on  a  discount 
basis. 


'  The  redemption  vahie  of  any  bond  at  the  maturity  date,  the  extended  maturity  date 
or  the  second  extended  maturity  date  is  the  base,  in  "each  instance,  upon  which  interest 
will  accrue  durinp  the  period  following. 

''The  tables  incorporated  lierein,  arranged  according  to  issue  dates,  show  current  redemp- 
tion values  and  investment  yields. 

*  See  Appendix  for  summary  of  investment  yields  to  maturity,  extended  maturity  and 
second  extended  maturity  dates  under  regulations  heretofore  and  herein  prescribed. 
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If  the  method  in  paragraph  (b)  (1)  of  this  section  is  used,  the  taxpayer  may 
change  to  the  method  in  paragraph  (b)(2)  of  this  section  without  obtaining 
permission  from  the  Internal  Revenue  Service.  However,  once  the  election  to  use 
the  method  in  paragraph  (b)  (2)  of  this  section  is  made,  tlie  taxpayer  may  not 
change  the  method  of  reporting  unless  he  obtains  permission  to  do  so  from  the 
Internal  Revenue  Service.  For  further  information  on  Federal  taxes  consult  the 
Service  Center  Director,  or  District  Director,  of  the  taxpayer's  district,  or  the 
Internal  Revenue  Service,  Washington,  D.C.  20224. 

§  316.10     Payment  or  redemption. 

(a)  General.  A  Series  E  bond  may  be  redeemed  in  accordance  with  its  terms 
at  the  appropriate  redemption  value  shown  in  the  applicable  table  hereof.  The 
redemption  values  of  bonds  in  the  denomination  of  $100,000^  are  not  shown  in 
the  tables.  However,  the  redemption  value  of  a  bond  in  that  denomination  will 
be  equal  to  the  total  redemption  values  of  ten  $10,000  bonds  bearing  the  same 
issue  dates.  A  bond  in  a  denomination  higher  than  $25  (face  amount)  may  be 
redeemed  in  part  but  only  in  the  amount  of  an  authorized  denomination  or 
multiple  thereof. 

(b)  Federal  Reserve  Banks  and  Branehes  and  Treasurer  of  the  United  States. 
Owners  of  Series  E  bonds  may  obtain  payment  upon  presentation  and  surrender 
of  the  bonds  to  a  Federal  Reserve  Bank  or  Branch  or  to  the  Department  of 
the  Treasury  with  the  requests  for  payment  on  the  bonds  duly  executed  and 
certified  in  accordance  with  the  governing  regulations. 

(c)  Ineorporated  banks,  trust  eompanies  and  other  financial  institutions.  An 
individual  (natural  person)  whose  name  is  inscribed  on  a  Series  E  bond  either 
as  owner  or  coowner  in  his  own  right  may  present  such  bond  to  any  incorporated 
bank  or  trust  company  or  other  financial  institution  which  is  qualified  as  a  pay- 
ing agent  under  Department  of  the  Treasury  Circular  No.  750,  current  revision 
(Part  312  of  thi.s  chapter).  If  such  bond  is  in  order  for  payment  by  the  paying 
agent,  the  owner  or  coowner,  upon  establishing  his  identity  to  the  satisfaction 
of  the  agent  and  upon  signing  the  request  for  payment  and  adding  his  home  or 
business  address,  may  receive  payment  of  its  current  redemption  value. 

§  316.11     Reservation  as  to  issue  of  bonds. 

The  Secretary  of  the  Treasury  reserves  the  right  to  reject  any  application  for 
Series  E  bonds,  in  whole  or  in  part,  and  to  refuse  to  issue  or  permit  to  be  issued 
hereunder  any  such  bonds  in  any  case  or  any  class  or  classes  of  cases  if  he  deems 
.such  action  to  be  in  the  public  interest,  and  his  action  in  any  such  respect  shall 
be  final. 

§  316.12     Preservation  of  rights. 

Nothing  contained  herein  shall  limit  or  restrict  rights  which  owners  of  Series 
E  bonds  heretofore  issued  have  acquired  under  offers  previously  in  force. 

§  316.13     Fi.scal  agents. 

Federal  Reserve  Banks  and  Branches,  as  fiscal  agents  of  the  United  States,  are 
authorized  to  perform  such  services  as  may  be  I'equested  of  them  by  the  Secre- 
tary of  the  Treasury  in  connection  with  the  issue,  delivery,  redemption,  and 
payment  of  Series  E  bonds. 

§  316.14     Reservations  as  to  terms  of  offer. 

The  Secretary  of  the  Treasury  may  at  any  time  or  from  time  to  time  supple- 
ment or  amend  the  terms  of  this  offering  of  bonds,  or  of  any  amendments  or 
supplements  thereto. 

John  K.  Caelook, 
Fiscal  Assistant  Secretary. 
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Exhibit   7.— Department   Circular  No.  905,   December   1,   1973,  Sixth   Revision, 
offering-  of  United  States  savings  bonds,  Series  H 

Department  of  the  Treasury, 
Washington,  D.C.,  March  18,  1974. 
Department  of  the  Treasury  Circular  No.  905,  Fifth  Revision,  dated  Decem- 
ber 12,  1969,  as  amended  and  supplemented,  including  the  tables  incorporated 
therein  (31  CFR  332),  is  hereby  revised  and  amended  and  issued  as  Department 
of  the  Treasury  Circular  No.  905,  Sixth  Revision,  effective  as  of  December  1, 
1973. 

Authority  :  Sec.  22,  Second  Liberty  Bond  Act,  as  amended,  49  Stat.  21,  as 
amended,  (31  U.S.C.  757c),  and  (5  U.S.C.  301). 

§  332.1     Offering  of  bonds. 

The  Secretary  of  the  Treasury  hereby  offers  for  sale  to  the  people  of  the  United 
States,  United  States  Savings  Bonds  of  Series  H,  hereinafter  generally  referred 
to  as  "Series  H  bonds"  or  "bonds."  This  offer,  effective  as  of  December  1,  1973, 
will  continue  until  terminated  by  the  Secretary  of  the  Treasury. 

§  332.2     Description  of  bonds. 

(a)  General.  Series  H  bonds  bear  a  facsimile  of  the  signature  of  the  Secretary 
of  the  Treasury  and  of  the  Seal  of  the  Department  of  the  Treasury.  They  are 
issued  only  in  registered  form  and  are  nontransferable. 

(b)  Denominations  and  prices.  Series  H  bonds  are  issued  at  face  (par)  amount 
and  are  available  in  denominations  of  $500,  $1,000,  $5,000  and  $10,000. 

(c)  Inscription  and  issnc.  At  the  time  of  issue  the  issuing  agent  will  (1)  in- 
scribe on  the  face  of  each  Series  H  bond  the  name,  social  security  number,  and 
address  of  the  owner,  and  the  name  of  the  beneficiary,^  if  any,  or  the  name, 
social  security  number  and  address  of  the  first-named  coowner  and  the  name 
of  the  other  coowner,^  (2)  enter  in  the  upper  right-hand  portion  of  the  bond 
the  issue  date,  and  (3)  imprint  the  agent's  dating  stamp  in  the  lower  right- 
hand  portion  to  show  the  date  the  bond  is  actually  inscribed.  A  Series  H  bond 
shall  be  valid  only  if  an  authorized  issuing  agent  receives  payment  therefor  and 
duly  inscribes,  dates  and  stamps  it. 

(d)  Term.  A  Series  H  bond  will  be  dated  as  of  the  first  day  of  the  month  in 
which  payment  therefor  is  received  by  an  agent  authorized  to  issue  the  bonds. 
This  date  is  the  issue  date  and  the  bond  will  mature  and  be  payable  10  years  from 
the  issue  date.  The  bond  may  not  be  called  for  redemption  prior  to  maturity 
or  the  end  of  any  extended  maturity  period  (see  §  332.S(a)  (3) ).  The  bond  may 
be  redeemed  at  par  after  6  months  from  the  issue  date.  However,  the  Department 
may  require  reasonable  notice  of  presentation  for  redemption  before  the  ma- 
turity date  or  any  authorized  extended  maturity  date. 

(e)  Interest  (investment  yield).  The  interest  on  a  Series  H  bond  will  be  paid 
semiannually  by  check  drawn  to  the  order  of  the  registered  owner  or  coowners, 
beginning  6  months  from  issue  date.  Interest  payments  will  be  on  a  graduated 
scale,  fixed  to  produce  an  investment  yield  of  approximately  6  percent  per  an- 
num, compounded  semiannually,  if  the  bond  is  held  to  maturity  but  the  yield  will 
be  less  if  the  bond  is  redeemed  prior  thereto.  See  Table  1.  Interest  will  cease  at 
maturity,  or  at  the  end  of  the  extended  maturity  period,  or  if  redeemed  before 
the  maturity  or  extended  maturity  date,  at  the  end  of  the  interest  period  next 
preceding  the  date  of  redemption.  However,  if  the  date  of  redemption  falls  on  an 
interest  payment  date,  interest  will  cease  on  that  date. 

§  332.3     Governing  regulations. 

Series  H  bonds  are  subject  to  the  regulations  of  the  Department  of  the  Treas- 
ury, now  or  hereafter  prescribed,  governing  United  States  Savings  Bonds,  con- 
tained in  Department  of  the  Treasury  Circular  No.  530,  current  revision  (31  CFR 
Part  315),^  except  as  otherwise  specifically  provided  herein. 


'  The  title  of  a  female  refristrant  designated  as  beneficiary  or  second-named  coowner 
need  not  be  furnished  if  her  social  security  number  is  provided.  If  so  requested,  both  title 
and  number  may  be  inscribed. 

2  Copies  mav  be  obtained  from  any  Federal  Reserve  Bank  or  Branch  or  the  Bureau  of 
the  Public  Debt,  Washington,  D.C.  20226,  or  its  Chicago  Office,  536  South  Clark  Street, 
Chicago,  Illinois  60605. 
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§  332.4     Registration. 

(a)  General.  Generally,  only  residents  of  the  United  States,  its  territories  and 
possessions,  the  Commonwealth  of  I*uerto  Rico,  the  Canal  Zone  and  citizens  of 
the  United  States  temporarily  residing  abroad  are  eligible  to  be  named  as  owners 
of  Series  H  bonds.  The  bonds  may  be  registered  in  the  names  of  natural  persons 
in  their  own  right  as  provided  in  paragraph  (b)  of  this  section,  and  in  the 
names  and  titles  or  capacities  of  fiduciaries  and  organizations  as  provided  in 
paragraph  (c)  of  this  section.  Full  information  regarding  authorized  forms  of 
registration  and  restrictions  with  respect  thereto  will  be  found  in  tlie  governing 
regulations. 

(b)  Natural  persons  in  their  own  right.  The  Ininds  may  l)e  registered  in  the 
names  of  natural  i>ersons  (whether  adults  or  minors)  in  their  own  right,  in 
single  ownership,  coowner.><hip,  and  beneficiary  forms. 

(c)  Others.  The  bonds  may  be  registered  in  single  ownership  form  in  the 
names  of  fiduciaries  and  private  and  public  organizations,  as  follows  : 

(1)  Fiduciaricti.  In  the  names  of  and  showing  the  titles  or  capacities  of  any 
persons  or  organizations,  public  or  private,  as  fiduciaries  (including  trustee.s, 
legal  guardians  or  similar  representatives,  and  certain  custodians)  but  not  where 
the  fiduciary  would  hold  the  bonds  merely  or  principally  as  security  for  the  per- 
formance of  a  duty,  obligation,  or  service. 

(2)  Prixmte  and  puhlic  orf/nnizatious.  In  the  names  of  private  or  imblic  orga- 
nizations (including  private  corjjoraticms,  partiier.'^hips,  and  unincorporated 
associations,  and  States,  counties,  public  corporations,  and  other  public  bodies),  in 
their  own  right,  but  not  in  t.ie  names  of  commercial  banks.' 

§  332.5     Limitation  on  holdings. 

The  amount  of  Series  H  bonds  originally  issued  during  any  1  calendar  year 
that  may  be  held  by  any  one  person,  at  any  one  time,  computed  in  accordance 
with  the  governing  regulations,  is  limited,  as  follows  : 

(a)  General  limitation.  $10.(XX)  (face  amount)  for  the  calendar  year  1974  and 
each  calendar  year  thereafter. 

(b)  Special  limitation  for  gifts  to  exempt  organizations  under  26  CFR  1.501 
(c)  {3)-l.  $200,000  (face  amount)  for  bonds  received  as  gifts  by  an  organization 
which  at  the  time  of  purchase  is  an  exempt  organization  under  the  terms  of  2G 
CFR  1.501(c)  (3)-l. 

(c)  Exchange  pursuant  to  Department  of  the  Treasury  Circular  Xo.  1036,  as 
amended.  Series  H  bonds  issued  in  an  exchange  pursuant  to  the  provisions  of 
Department  of  the  Treasury  Circular  Xo.  1036  (31  CFR  Part  339).  as  in  effect  at 
the  time  of  the  exchange,  are  exempt  from  the  annual  limitation. 

§  332.6     Purchase  of  bonds. 

(a)  Issuing  agents.  Only  the  Federal  Reserve  Ranks  and  Branches  and  the  De- 
partment of  the  Treasury  are  authorized  to  act  as  official  issuing  agents  for  the 
sale  of  Series  II  bonds.  However,  financial  institutions  may  forward  applicei- 
tions  for  purchase  of  the  bonds.  The  date  an  issuing  agent  receives  the  application 
and  payment  will  govern  the  issue  date  of  the  bond  purcliased. 

(b)  Application  for  purchase  and  remittance.  The  applicant  for  purchase  of 
Series  H  bonds  should  furnish  (1)  instructions  for  registration  of  the  bonds 
to  be  issued,  which  must  be  in  an  authorized  form,  (2)  the  appropriate  social 
.security  or  employer  identification  number,  (3)  the  post  office  address  of  the 
owner  or  first-named  coowner,  and  (4)  the  address(es)  for  delivery  of  the  bonds 
and  for  mailing  checks  in  payment  of  interest,  if  other  than  that  of  the  owner 
or  first-named  coowner.  The  application  should  l)e  forwarded  to  a  Federal  Reserve 
Bank  or  Branch,  or  the  I^epartment  of  the  Treasury.  Washington.  D.C.  20226, 
accompanies!  by  a  remittance  to  cover  the  purcha.«»(^  price.  Any  form  of  exchange, 
including  personal  checks,  will  be  accepted  subject  to  collection.  Checks  or  other 
forms  of  exchange  should  be  drawn  to  the  order  of  the  Federal  Reserve  Bank 
or  the  United  States  Treasury,  as  the  case  may  be.  Checks  payable  by  endorse- 
ment are  not  acceptable.  Any  depositary  qualified  pursuant  to  Department  of  the 
Treasury  Circular  Xo.  92,  current  revision  (31  CFR  Part  203).  will  be  permitted 
to  make  payment  by  credit  for  bonds  applied  for  on  behalf  of  its  customers  up 


3  For  this  purpose,  commerflal  banks  (as  defined  In  $  .^1.5.7.  Department  of  the  Treasnr.v 
Circular  No.  .5.S0,  current  revision)  are  those  accepting  demand  deposits. 


340   19  74  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

to  any  amount  for  which  it  shall  be  qualified  in  excess  of  existing  deposits,  when 
so  notified  by  the  Federal  Reserve  Bank  of  its  district. 

§  332.7     Delivery  of  bonds. 

Authorized  issuing  agents  will  deliver  Series  H  bonds  either  over-the-counter 
in  person,  or  by  mail  at  the  risk  and  expense  of  the  United  States,  to  the  address 
given  by  the  purchaser,  but  only  within  the  United  States,  its  territories  and  pos- 
sessions, the  Commonwealtli  of  Puerto  Rico  and  the  Canal  Zone.  No  mail  de- 
liveries elsewhere  will  be  made.  If  purchased  by  citizens  of  tlie  United  States 
temporarily  residing  abroad,  the  bonds  will  be  delivered  at  sucli  address  in  the 
United  States  as  the  purchaser  directs. 

§  332.8     Extended  terms  and  improved  yields  for  outstanding  bonds. 

(a)  Extended  maturity  periods — (1)  General.  The  terms  "extended  maturity 
period"  and  "second  extended  maturity  period,"  when  iised  herein,  refer  to  the 
intervals  after  tlie  original  maturity  dates  during  which  owners  may  retain 
their  bonds  and  continue  to  earn  interest  thereon.  No  special  action  is  required  of 
owners  desiring  to  take  advantage  of  any  extensions  heretofore  or  lierein  granted.* 

(2)  Bonds  with  is\siie  dates  June  1,  1952,  through  January  1,  1951.  Owners  of 
Series  H  bonds  witli  issue  dates  of  June  1,  1952,  tlirough  January  1,  1957.  may 
retain  their  bonds  for  a  second  extended  maturity  period  of  10  years. 

(3)  Bonds  with  issue  d-ates  February  1,  1957,  or  thereafter.  Owners  of  Series 
H  bonds  with  issue  dates  of  February  1,  1957,  or  thereafter,  may  retain  their 
bonds  for  an  extended  maturity  period  of  10  years. 

(b)  Improved  yields^ — (1)  Outstanding  bonds.  The  investment  yield  on  all 
outstanding  Series  H  bonds  is  hereby  increased  as  follows  : 

(i)  Bonds  in  original  m^aturity  period  on  December  1,  197S.  By  approximately 
y2  of  1  percent  per  annum,  compounded  semiannually,  for  the  remaining  period 
to  the  maturity  date.  The  increase  will  be  included  in  the  interest  checks  issued 
on  or  after  June  1,  1974. 

(ii)  Bonds  in  an  extended  or  second  extended  maturity  period  on  December  1, 
1913.  By  approximately  %  of  1  percent  per  annum,  comix)unded  semiannually, 
for  the  remaining  period  to  the  extended  maturity  date  or  second  extended  matu- 
rity date,  as  the  case  may  be.  The  increase  will  be  included  in  the  interest  checks 
issued  on  or  after  June  1, 1974. 

(iii)  Bonds  entering  an  extended  or  second  extjcnded  maturity  period  on  De- 
cember 1,  1913,  or  January  1,  191Jt.  To  6  percent  per  annum,  compounded  semi- 
annually, for  the  extended  or  second  extended  maturity  period. 

(2)  Other  authorized  extension  periods.  The  investment  yield  for  any  author- 
ized extension  period,  other  than  as  set  forth  in  paragrapli  (b)(1)  of  this  .section, 
will  be  at  the  rate  in  effect  for  Series  H  bonds  being  issued  at  the  time  the 
outstanding  bonds  reach  their  next  maturity  dates.  The  tables  of  checks  and 
investment  yields  published  herein  will  not  apply  if  at  the  time  an  extension 
begins  the  rate  is  different  from  6  percent. 

§  332.9     Taxation. 

The  income  derived  from  Series  H  bonds  is  .subject  to  all  taxes  imposed  under 
the  Internal  Revenue  Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance, 
gift,  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exemi>t  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any 
State,  by  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority. 

§  332.10     Payment  or  redemption. 

A  Series  H  bond  may  be  redeemed  at  par  at  any  time  after  6  months  from 
the  issue  date.  The  bond  must  be  presented  and  surrendered,  with  a  duly  executed 
request  for  payment,  to  (a)  a  Feder'al  Reserve  Bank  or  Branch,  (b)  the  Depart- 
ment of  the  Treasury,  Washington,  D.C.  20226,  or  (c)  the  Bureau  of  the  Public 
Debt,  536  South  Clark  Street,  Chicago,  Illinois  60605.  A  bond  received  by  an  agent 
during  the  calendar  month  preceding  an  interest  payment  date  may  not  be  re- 
deemed until  that  date. 


*  The  tables  incorporatwl  herein,  arranged  according  to  issue  dates,  show  the  current 
schedules  of  Interest  payments  and  investment  yields. 

^  See  Appendix  for  summary  of  investment  yields  to  the  maturity  and  extended  maturity 
dates  under  regulations  heretofore  and  herein  prescribed. 
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§  332.11     Reservation  as  to  issue  of  bonds. 

The  Secretary  of  the  Treasury  reserves  the  right  to  reject  any  application  for 
Series  H  bonds,  in  whole  or  in  part,  and  to  refuse  to  i.ssue  or  permit  to  be  issued 
hereunder  any  such  bonds  in  any  case  or  any  class  or  classes  of  cases  if  he  deems 
such  action  to  l)e  in  the  public  interest,  and  his  action  in  such  resjiect  shall  be 
final. 

§  332.12     Preservation  of  rights. 

Nothing  contained  herein  shall  limit  or  restrict  rights  which  owners  of  Series 
H  bonds  heretofore  issued  have  acquired  under  offers  previou.sly  in  force. 

§  332.13     Fiscal  agents. 

Federal  Reserve  Banks  and  Branches,  as  fi.scal  agents  of  the  rnite<l  States,  are 
authorized  to  perform  such  .services  as  may  be  requested  of  tlieni  by  the  Secretary 
of  the  Treasury  in  connection  with  the  issue,  delivery,  redemption,  and  payment 
of  Series  H  bonds. 

§  332.14     Reservation  as  to  terms  of  offer. 

The  Secretary  of  the  Treasury  may  at  any  time  or  fmm  time  to  time  supple- 
ment or  amend  the  terms  of  this  offering  of  bonds,  or  of  any  amendments  or 
sui>i)lements  thereto. 

John  K.  Carlock, 
Fiscal  AasimMnt  Sccret-ary. 
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Exhibit  8.— Department  Circular,  Public  Debt  Series  No.  1-63,  January  10,  1963, 
Amendment,  regulations  governing  United  States  retirement  plan  bonds 

Department  of  the  Treasury, 

Washington,  January  30,  1974- 

description  of  bonds 

Section  341.1(a)  of  Department  of  the  Treasury  Circular,  Public  Debt  Series 
No.  1-63,  dated  January  10,  1963,  as  amended  (31  CFR  Part  341),  is  hereby 
further  amended  to  read  as  follows  : 

Sec.  341.1.     Description  of  bonds. 

(a)  Investment  yield  (interest).  United  States  Retirement  Plan  Bonds,  herein- 
after sometimes  referred  to  as  Retirement  Plan  Bonds,  will  be  issued  at  par. 
The  investment  yields  (interest)  are  as  follows  : 

(1)  Bonds  with  issue  dates  of  January  1,  1963,  through  May  1,  1966—3% 
percent  per  annum,  compounded  semiannually.  ( See  table  of  redemption  values 
appended  to  the  circular. ) 

(2)  Bonds  with  issue  dates  of  June  1,  1966,  through  December  1,  1969—4.15 
percent  per  annum,  compounded  semiannually.  (See  Table  A,  appended  to  the 
First  Amendment  of  the  circular. ) 

(3)  Bonds  with  the  issue  dates  of  January  1,  1970,  through  January  1,  1974 — 
5  percent  per  annum,  compounded  semiannually.  (See  Table  B,  appended  to  the 
Second  Amendment  of  the  circular. ) 

(4)  Bonds  with  the  issue  date  of  February  1,  1974,  or  thereafter — 6  percent 
per  annum,  compounded  semiannually.  (See  Table  C,  appended  to  this  amend- 
ment.) 

The  interest  will  be  paid  only  upon  redemption  of  the  bonds.  The  accrual  of 
interest  will  continiie  until  the  bonds  have  been  redeemed  or  have  reached 
maturity,  whichever  is  earlier,  in  accordance  with  these  regulations. 

4t  «  *  ^  *  -■!<  * 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 


Exhibit  9.— Department  Circular,  Public  Debt  Series  No.  3-67,  June  12,  1968, 
Revised,  Amendment  No.  2,  offering  of  United  States  savings  notes 

Department  of  the  Treasury, 

Washington,  March  18,  197^. 
interest  rates 

Sections  342.2(c)  (1)  and  342.2a,  and  the  tables  incorporated  in  Department  of 
the  Treasury  Circular,  Public  Debt  Series  No.  3-67,  Revised,  dated  June  12,  1968, 
as  amended  (31  CFR  Part  342),  have  been  further  amended  and  revised  to  read 
as  follows : 

§  342.2     Dtscription  of  notes. 

i>L  *  'd  *  *  *  * 

(c)  Denominations — prices — investment  yield  (intercut).  *  *  * 
(1)  Notes  ivith  issue  dates  June  1.  1968,  or  thereafter.  The  investment  yield  for 
savings  notes  with  issue  dates  of  June  1,  1968,  through  November  1,  1969,  is 
approximately  5  percent  per  annum,  compounded  semiannually,  if  the  notes  are 
held  to  maturity,  but  the  yield  is  le.ss  if  the  notes  are  redeemed  earlier.  Outstand- 
ing notes  with  issue  dates  of  December  1,  1969,  through  June  1,  1970,^  will  earn 
interest  at  the  same  rate,  except  that  for  the  remaining  period  to  the  maturity 
date  the  rate  is  hereby  increased  by  approximately  V2  of  1  percent,  beginning 
with  the  first  interest  accrual  period  starting  on  or  after  December  1,  1973. 

§  342.2a     Extension — interest  rates. 

Savings  notes  were  extended  for  a  10-year  period  after  their  maturity  dates. 
For  that  part  of  the  period  which  occurred  between  November  1,  1971,  and 


1  These  provisions  .ilso  applv  to  notes  which  may  bear  issue  dates  subsequent  to  June 
1970. 
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November  30,  1973,  the  yield  on  the  maturity  values  of  outstanding  notes  accrued 
at  approximately  5Vi  percent  per  annum,  compounded  semiannually.  The  yield 
on  notes  in  the  extension  period  on  December  1,  15)73,  is  hereby  increased  liy 
approximately  %  of  1  percent  per  annum  for  the  remainder  of  such  period 
beginning  \\ith  the  first  interest  accrual  period  starting  on  or  after  December  1, 
1973.  The  yield  for  notes  thereafter  entering  the  extension  period  will  be  the 
rate  in  effect  for  Series  E  savings  bonds  being  issued  at  tlie  time  the  extension 
period  begins.  Tlie  tables  of  redemption  values  and  investment  yields,  publislied 
herein,  will  not  apply  if  at  the  time  the  extension  i)eriod  begins  the  rate  for 
Series  E  savings  bonds  is  different  from  6  percent. 

John  K.  Cablock, 
Fiscal  Assistant  Secretary. 
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Exhibit  10.— Department  Circular,  Public  Debt  Series  No.  11-73,  December  19, 
1973,  regulations  governing  5  percent  Treasury  certificates  of  indebtedness — 
R.E.A.  series 

Depabtment  of  the  Treasury, 

Washington,  December  19,  1973. 

Authority:  31  U.S.C.  754  and  754b;  5  U.S.C.  301. 
§  345.0    Offering  of  certificates. 

The  Secretary  of  the  Treasury,  under  the  authority  of  the  Second  Liberty 
Bond  Act,  as  amended,  offers  to  borrowers  from  the  Rural  Electrification  Admin- 
istration and  Rural  Telephone  Bank,  U.S.  Department  of  Agriculture.  5  Percent 
Treasury  Certificates  of  Indebtedness — R.E.A.  Series.  This  offering  will  continue 
until  terminated  by  the  Secretary  of  the  Treasury. 

§  345.1     Description  of  certificates. 

(a)  General.  The  certificates  of  indebtedness  will  be  issued  in  book-entry  form 
on  the  books  of  the  Department  of  the  Treasury,  Bureau  of  the  Public  Debt, 
Washington,  D.C.  20226.  They  may  not  be  transferred  by  sale,  exchange,  assign- 
ment or  pledge,  or  otherwise. 

(b)  Terms  and  rates  of  interest.  The  certificates,  bearing  interest  at  the  rate 
of  5  percent  per  annum,  will  be  issued  in  multiples  of  $1,000,  and  will  mature  one 
year  from  issue  date.  Interest  on  the  certificates  will  be  computed  on  an  annual 
basis  and,  unless  redeemed  prior  to  maturity,  will  be  payable  six  months  from 
issue  date  and  at  maturity. 

§  345.2     Subscription  for  purchase. 

The  recipient  of  a  5  percent  loan  from  the  Rural  Electrification  Administration 
or  Rural  Telephone  Bank  may  subscribe  for  certificates  under  this  offering,  up  to 
the  amount  of  the  unexpended  portion  of  the  loan,  by  submitting  a  subscription, 
together  with  the  remittance,  to  the  Bureau  of  the  Public  Debt,  Division  of 
Securities  Operations,  Washington,  D.C.  20226.  The  subscription  form  must  show 
the  amount  of  certificates  desired,  and  give  the  title  of  the  designated  official  of 
the  borrower  authorized  to  redeem  them. 

§  345.3     Issue  date  and  payment. 

The  issue  date  of  a  certificate  shall  be  the  date  on  which  the  subscription  form, 
and  funds  in  full  payment  therefor,  are  received  by  the  oflSce  described  in  §  345.2. 
A  confirmation  of  the  issuance,  in  the  form  of  a  written  advice,  which  shall 
specify  the  amount  and  describe  the  certificates  by  title  and  maturity  date,  shall 
be  issued  to  the  subscriber. 

§  345.4     Redemption/reinvestment. 

(a)  At  maturity.  A  certificate  may  not  be  called  for  redemption  by  the  Secre- 
tary of  the  Treasury  prior  to  maturity  except  when  the  amount  of  the  unexpended 
portion  of  the  loan  from  the  Rural  Electrification  Administration  or  Rural 
Telephone  Bank  is  less  than  the  face  amount  of  the  certificate.  Unless  the 
Treasury  has  received  from  the  owner,  at  least  one  week  prior  to  the  maturity 
date  of  a  certificate,  a  written  request  for  payment  at  maturity,  it  shall  auto- 
matically redeem  the  .same  at  maturity,  and  reinvest  in  the  owner's  name  the 
principal  amount  in  a  new  certificate  having  the  same  description  in  all  material 
respects  as  the  one  redeemed.  No  such  automatic  reinvestment  shall  be  made, 
however,  in  excess  of  the  amount  of  the  unexpended  portion  of  the  loan  from  the 
Rural  Electrification  Administration  or  the  Rural  Telephone  Bank. 

(b)  Prior  to  maturity.  A  certificate  may  be  redeemed  prior  to  maturity  at  par 
and  accrued  interest  at  the  owner's  option  on  one  week's  notice  in  writing  after 
one  month  from  the  issue  date.  A  certificate  issued  upon  reinvestment,  as  provided 
in  paragraph  (a)  of  this  section,  shall  not  be  subject  to  the  one-month  liolding 
period.  A  notice  to  redeem  a  certificate  prior  to  its  maturity  date  must  be  given 
by  the  official  authorized  to  redeem  it,  as  shown  in  the  subscription  for  purchase, 
to  the  Bureau  of  the  Public  Debt,  Division  of  Securities  Operations,  Washington, 
D.C.  20226,  by  letter  or  wire. 

§  345.5     General  provisions. 

(a)  Regulations.  Five  Percent  Treasury  Certificates  of  Indebtedness — R.E.A. 
Series  shall  be  subject  to  the  general  regulations  with  respect  to  United  States 
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securities,  which  are  set  forth  in  the  Department  of  the  Treasury  Circuhir  No. 
300,  current  revision  (31  CFR  Part  306).  to  the  extent  applicable,  t'opies  of  the 
circular  may  be  obtained  from  the  Bureau  of  the  Public  Debt,  Department  of 
the  Treasury,  Washington,  D.C.  20226,  or  a  Federal  Reserve  Bank  or  Branch, 
(b)  Reservations.  The  Secretary  of  the  Treasury  reserves  the  right  to  reject 
any  application  for  the  purcha.se  of  certificates  hereunder,  in  wliole  or  in  part, 
and  to  refuse  to  issue  or  permit  to  be  issued  any  such  certificates  in  any  ca.se  or 
any  class  or  classes  of  cases  if  he  deems  such  action  to  be  in  the  public  interest, 
and  his  action  in  any  such  respect  .shall  be  final.  The  Secretary  of  the  Treasury 
may  also  at  any  time,  or  from  time  to  time,  supplement  or  amend  the  terms  of 
these  regulations,  or  of  any  amendments  or  supplements  thereto. 

JoH.v  K.  Carlock. 
Fiscal  Assistant  Secretary 

of  the  Tr(  asiiry. 


86  Stat.  1324. 
31  use  757b 
note. 

Interest  rates. 
40  Stat.  288. 
S7  Stat.  134 
S7  Stat.  135 


Exhibit  11. — An  act  to  continue  the  existing  temporary  increase  in  the  public 
debt  limit  through  November  30,  1973,  and  for  other  purposes 

[Public  Law  93-53,  93d  Congress,  H.R.  8410.  July  1,  1973) 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of 
the  United  States  of  America  in  Congress  assembled.  That  section 
101  of  the  Act  of  October  27,  1972,  providing  for  a  teminirary  in- 
crease in  the  public  debt  limit  for  tbe  fi.stal  year  ending  .Tune  30. 
1973  (Public  Law  92-.j!>9),  is  amenued  by  striking  out  Junt'  ."iO, 
1973"  and  inserting  in  lieu  thereof  "November  30.  1973". 

Sec.  2.  The  last  .sentence  of  the  second  paragniph  of  tlie  first 
section  of  the  Second  Liberty  Bond  Act.  as  amen<le«l  (31  I'.S.C. 
752),  is  amended  to  read  as  follows:  "Bonds  authorized  by  this 
section  uuiy  be  issued  fnmi  time  to  time  to  the  public  and  to  Gov- 
ernment accounts  at  a  rate  or  rates  of  intere.st  exceeding  4^4 
per  centum  iK'r  annum  :  except  that  Inrnds  nuiy  not  lx»  issued  under 
this  section  to  the  public,  or  sold  by  a  tJovenunent  account  to  the 
public,  with  a  rate  of  interest  excewling  4V,  i)er  centum  lycr 
annum  in  an  amount  which  would  cause  the  face  amount  of  bonds 
issued  under  this  section  then  held  by  the  public  with  rates 
of  interest  exceeding  41/4  l>er  centum  per  annum  to  exceed 
$10,000,000,000." 

Sec.  3.  (a)  Section  22  of  the  Second  Liberty  Bond  Act,  as 
amended  (31  U.S.C.  757c),  is  amende<l  by  adding  at  the  end 
thereof  the  following  new  .sults«H'tion  : 

"(j)(l)  Tlie  Secretary  of  the  Treasury  is  authorized  to  pre- 
.scril)e  by  regulations  that  checks  issue<l  to  individuals  (otlier 
than  trusts  and  estates)  as  refunds  made  in  resjject  of  the  taxes 
imiK).sed  by  subtitle  A  of  the  Internal  Revenue  CtKle  of  1!>.">4  may. 
at  the  time  and  in  the  manner  provided  in  such  regulations.  l)e- 
come  I'nited  States  .savings  bonds  of  series  K.  Except  as  iirovided 
in  paragraph  (2).  bonds  issuetl  under  this  sub.se<;tion  shall  lie 
treated  for  all  purposes  of  law  as  .series  K  bonds  is.sued  under  this 
section.  This  subsection  shall  api>ly  only  if  the  claim  for  refund 
was  filed  on  or  before  the  last  day  prescrilied  by  law  for  filing  the 
return  (determined  without  extensions  thereof)  for  the  taxable 
year  in  respt»ct  of  which  the  refund  is  nuide. " 

"(2)  Any  che<'k-bond  i.ssued  under  this  subsection  shall  bejir 
an  issue  date  of  the  first  day  of  the  first  calendar  month  begin- 
ning after  the  close  of  the  taxable  year  for  which  i.ssuetl." 

"(3)  In  the  ca.se  of  any  check-bond  is.sued  under  this  subsection 
to  joint  payees,  the  regulations  prescribe<l  under  this  subsec-tion 
may  provide  that  either  payee  may  redeem  the  bond  upon  his 
requests." 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  witli 
respect  to  refunds  made  after  December  31, 1973. 


Tax  refund 
check-bond. 
49  Stat.  21  ; 
59  Stat.  47. 
68A  Stat.  3  ; 
S3  Stat.  600. 
26  use  1  et 
seq. 


553-554  O  -  74  -  28 
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Exhibit  12. — An  act  to  provide  for  a  temporary  increase  of  $10,700,000,000  in  the 
public  debt  limit  and  to  extend  the  period  to  which  this  temporary  limit  ap- 
plies to  June  30,  1974 

[Public  Law  93-173,  93(1  Congress,  H.R.  11104,  December  3,  1973] 

Ante.  p.  134  :  Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 

87  Stat.  691.  United  States  of  America  in  Congress  assembled,  That  during  the 
period  beginning  on  the  date  of  the  enactment  of  this  Act  and 
ending  on  June  30,  1974.  the  public  debt  limit  set  forth  in  the  first 
sentence  of  section  21  of  the  Second  Liberty  Bond  Act  (31  U.S.C. 
757b)  shall  be  temporarily  increased  by  $75,700,000,000. 

Sec.  2.  Effective  on  the  date  of  the  enactment  of  this  Act,  sec- 
tion 101  of  the  Act  of  October  27,  1972,  providing  for  a  temporary 
increase  in  the  public  debt  limit  for  the  fiscal  year  ending  June  30, 
1973  (Public  Law  92-599),  as  amended  by  the  first  section  of  Pub- 
lic Law  93-53,  is  hereby  repealed. 


Exhibit  13. — An  act  to  provide  for  a  temporary  increase  in  the  public  debt  limit 

[Public  Law  93-173,  93d  Congress,  H.R.  14832,  June  30, 1974] 

Be  it  enacted  hy  the  Senate  and  Eousc  of  Representatives  of 
the  United  States  of  America  in  Congress  assembled.  That  during 
the  period  beginning  on  the  date  of  the  enactment  of  this  Act  and 
ending  on  March  31,  1975,  the  public  debt  limit  set  forth  in  the 
first  sentence  of  section  21  of  the  Second  Liberty  Bond  Act  (31 
U.S.C.  757b)  shall  be  temporarily  increased  by  $95,000,000,000. 

Sec.  2.  Effective  on  the  date  of  the  enactment  of  this  Act,  the 
first  section  of  the  Act  of  December  3,  1973,  providing  for  a  tem- 
porary increase  in  the  public  debt  limit  for  a  period  ending  June 
30, 1974  (Public  Law  93-173),  is  hereby  repealed. 


Domestic  Economic  Policy 

Exhibit  14. — Statement  by  Secretary  Shultz,  August  2,  1973,  before  the  Joint 
Economic  Committee,  giving  a  midyear  review  of  the  economy 

It  is  a  pleasure  to  be  here  today  to  participate  in  your  midyear  review  of  the 
economy.  I  recognize  that  the  members  of  the  Council  of  Economic  Advisers 
participated  in  an  extensive  and  detailed  review  with  you  here  yesterday,  .so  I 
shall  limit  my  opening  remarks  to  a  few  basic  points. 

In  the  first  half  of  the  year,  the  economy  moved  very  rapidly  toward  full 
employment  of  its  manpower  and  productive  facilities.  The  pace  of  domestic  eco- 
nomic expansion  exceeded  expectations  and  there  were  unusually  large  gains 
in  production  and  employment. 

Some  other  developments  were  far  less  welcome.  The  dollar  declined  in  value 
l)Oth  in  terms  of  foreign  currencies  and  in  terms  of  purchasing  power  for  U.S. 
goods  and  services.  It  was  necessary  to  resort  again  to  a  temporary  freeze  on 
domestic  prices.  These  developments  testify  to  the  need  for  policies  that  will 
guide  the  economy  on  to  a  much  less  inflationary  path  of  expansion. 

There  is  no  mystery  as  to  the  correct  direction  for  policies  during  such  a  perio<l 
of  intense  inflationary  pressure.  Fiscal  and  monetary  policies  must  exert  a  re- 
straining influence.  No  wage-price  control  program,  however  well  designed,  can 
achieve  its  objectives  if  total  spending  is  pressing  hard  against  jiroductive  capac- 
ity. In  the  present  situation,  there  can  be  no  ducking  the  need  for  restraint  in 
fiscal  and  monetary  policies  if  more  .serious  inflationary  risks  are  to  be  avoided. 

It  is  clear  that  continued  control  of  Federal  spending  takes  on  a  new  urgenc.v. 
As  I  stressed  in  my  appearance  before  .vour  committee  earlier  this  year,  it  is 
critical  that  the  Congress  and  the  executive  branch  cooperate  closely  in  this  im- 
portant effort. 

This  committee  was  instrumental  in  the  succes.sful  efforts  to  hold  Federal 
spending  below  .$2.50  billion  during  fiscal  year  1973.  Certainly  there  have  been 
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many  differences  between  the  Congress  and  the  administration  over  specific 
Federal  program  cutbacks  and  si>endiug  reductions.  Itut  the  inii)ortiint  i>oint  is 
that  our  spending  goal  was  achieved. 

Together,  we  now  have  an  even  more  challenging  problem.  Inflation  has 
emerged  as  our  number  one  economic  prol)lem.  and  we  must  insure  that  our 
financial  policies  are  ade(iuatel.v  coiuliatiug  rising  prices.  I'liasc  IV  of  the 
economic  stabilization  jirogram  can  lielp  to  nKxlerate  infiation.  The  main  weapon 
against  inflation,  however,  remains  our  financial  policies,  supplementtnl  by  .special 
measures  to  encourage  increa.sed  supitlies  of  goods  and  services. 

I  would  like  to  emphasize  our  judgment  tiuit  fiscal  restraint  is  imperative, 
and  the  operational  necessity  for  exerting  that  restraint  on  expenditures.  We 
have  estimated  that  fi.scal  1074  revenues  will  approximate  the  outlay  level 
proposed  by  the  I'resident  last  January.  With  the  lielp  of  the  Congress,  expendi- 
tures can  be  held  to  that  level,  and  we  can  then  biok  forward  to  a  balanced 
budget.  This  l)udget  will  make  available  an  additional  .S-O  billion  for  Fi'dcral 
spending  over  last  year's  levels,  but  it  will  still  reciuire  a  major  effort  by  both 
the  Congress  and  tlie  administration  to  live  within  that  spending  tt»tal. 

Nonetheless,  such  restraint  must  be  exercised  if  we  are  to  avoid  an  unaccept- 
able rate  of  inflation  or  higher  taxes — or  both. 

The  rate  of  advance  in  real  output  during  the  first  half  of  the  year  was  im- 
pressive. However,  price  performance  during  the  first  half  of  the  year  was 
most  unsatisfactory.  For  example,  the  (JXl*  deflator  rose  at  nearly  a  GV-j-percent 
annual  rate  in  contrast  to  about  a  .'^-jiercent  annual  rate  in  the  last  half  of 
1972.  Consumer  prices  rose  at  an  S-percent  annu.il  rate  in  contrast  to  less  than 
a  4-percent  anniml  rate  in  the  last  half  of  l'.t7L'.  Kates  of  advance  in  certain 
components  of  the  Wholesale  Price  Index,  especially  for  agricultural  products 
and  other  raw  materials,  were  extremely  rapid  in  the  first  half  of  the  year. 

A  number  of  factors  combined  to  trigger  this  burst  of  inflation.  They  include 
the  pressure  of  rising  worldwide  denumd  for  itasic  materials,  crop  failures 
abroad,  bad  weather  at  home,  and  repeated  threats  of  price  freezes  and  roll- 
backs. 

By  late  spring  and  early  summer,  it  became  clear  that  further  policy  actions 
would  be  needed  to  contain  inflation.  As  you  know.  President  Nixon  announced 
on  June  13  the  reimposition  of  a  temporary  i)rice  fr€K>ze  of  up  to  GO  days' 
duration.  Sub.sequently.  on  July  18,  we  announced  the  Pha.se  IV  controls  program 
which  will  take  effect  in  stages. 

Pha.se  IV  is  a  tough  program.  It  is  designed  to  spread  the  inevitable  bulge 
of  i)ostfreeze  price  increases  over  a  period  of  some  months  and  to  minimize 
the  impact  of  inflationary  i)ressures  thereafter.  The  jirogram  is  designed  to 
fit  the  special  circumstances  of  certain  industries,  and  some  industries  will  be 
exempted  from  price  controls  based  on  their  own  favorable  pricing  track 
record. 

A  wide  range  of  imj)ortant  actions  have  been  taken  to  increase  agricultural 
supplies  and  will  be  yielding  their  benefits  later  this  year  and  nex't.  In  all 
the  circumstances,  wage  jiressures  have  been  moderate  and  can  continue  to  be 
if  price  rises  are  restrained.  Given  the  essential  snpjiort  of  restrictive  fiscal 
and  monetary  policies,  the  economy  will  work  its  way  through  to  much  lower 
rates  of  inflation. 

Since  T  appeared  before  you  in  Fei)ruary.  international  payments  trends  have 
moved  toward  equilibrium,  interini  arrangements  for  exchange  market  opera- 
tions have  been  establislx'd.  and  important  steps  taken  toward  international 
economic  reform. 

The  exchange  rate  changes  over  the  past  2  years  have  laid  the  foundation 
for  restoring  international  and.  specifically.  I'.S.  balance  of  pavments  equilib- 
rium. That  foundation  would  be  undermined  if  recent  rates  of  inflation  were 
allowed  to  continue.  T  am  confident  we  can  keep  that  from  haitpening. 

Our  trade  accounts  have  iniT)roved  more  than  might  liave  been  exjiected  in 
a  time  of  rapid  growth  in  this  country.  Our  trade  deficit,  which  was  nearly 
$7  billion  in  1972.  was  only  .$1V.  billion  in  the  first  half  of  197.'?.  The  large 
expansion  of  agricultural  exi)orts  has  been  the  most  imjiortant  factor  inu>rovin!r 
our  trade  balance.  Agricultural  exports  have  nrobablv  reached  a  peak.  But  they 
will  remain  at  a  high  level  while  our  industrial  trade  balance  improves. 

After  some  turmoil  in  the  foreisrn  exchansre  markets  in  February  and  early 
March,  members  of  the  Croup  of  Ten  and  the  European  Community  agreed  on 
interim  monetary  arrangements  until  an  imi)roved  payments  e(|uiliiiriiun  coidd 
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be  achieved  and  monetary  reform  negotiations  completed.  These  interim  arrange- 
ments reflect  recognition  of  the  unusual  strains  and  speculative  forces  during 
this  period  of  basic  adjustment.  Rather  than  a  rigid  defense  of  fixed  parities, 
they  permit  elasticity  in  exchange  rates  in  response  to  market  forces. 

Since  that  time  the  currencies  of  the  European  Community  which  are  jointly 
floating  have  appreciatetl  significantly  in  relation  to  the  dollar.  Indeed,  this 
movement  has  extended  beyond  the  changes  that  v.e  and  others  have  felt 
is  necessary  to  meet  the  requirements  of  longer  term  equilibrium.  At  the  same 
time  the  dollar  has  remained  quite  stable  in  relation  to  the  currencies  of  Canada, 
Japan,  the  developing  countries,  the  United  Kingdom,  and  Italy — countries  which 
account  in  total  for  three-quarters  of  our  trade.  We  and  others  are  prepared 
to  intervene  in  exchange  markets  when  necessary  and  desirable,  to  maintain 
orderly  conditions.  I  am  convinced — and  this  view  is  shared  by  most  of  my 
colleagues  abroad — that  tlie  transitional  arrangements  in  place  are  the  best 
available  response  to  current  circumstances. 

Meanwhile  we  are  tackling  the  problem  of  establishing  a  permanent  system 
with  a  strong  sense  of  urgency.  Two  days  ago  the  C-20  Ministerial  Committee 
on  International  Monetary  Reform  completed  its  third  meeting.  We  had  a  very 
useful  give-and-take  discussion  on  some  of  the  key  issues,  and  I  believe  we 
can  begin  to  see  the  outline  of  workable  solutions  in  important  areas.  Significant 
differences  certainly  remain,  but  it  is  clear  to  me  that  there  is  a  general  will 
to  keep  the  ball  rolling  toward  an  agreed  reform.  I  am  particularly  encouraged 
that  there  appears  to  be  increasing  acceptance  of  certain  elements  we  have  felt 
extremely  important,  including  the  need  for  symmetry  in  adjustment  pressures 
between  deficit  and  surplus  countries  and  the  necessity  of  backbone  in  the 
provisions  to  assure  adjustment  in  the  new  system.  As  had  been  agreed  in 
advance  the  meeting  was  a  working  session  with  no  communique.  I  expect  that 
the  Committee  will  be  able  to  summarize  in  more  concrete  terms  the  progress 
it  has  made  at  the  annual  meeting  of  the  International  Monetary  Fund  in  Nairobi 
at  the  end  of  September  and  that  we  can  proceed  thereafter  to  hammering  out 
a  detailed  agreement. 


Exhibit  15.— Remarks  of  Assistant  Secretary  Fiedler,  September  25,  1973,  before 
the  Conference  Board's  "Business  in  1974"  Conference,  New  York,  N.Y.,  on 
prices,  costs,  and  controls 

The  explosion  of  price  inflation  in  1973  has  rocked  the  American  economic 
boat  in  a  most  profound  way.  Economists  everywhere  entered  the  year  with 
almost  a  sanguine  outlook  about  inflation.  None  foresaw  the  traumatic  ex- 
perience that  has  taken  place  these  past  months. 

And  it  has  l»een  a  traumatic  experience.  Five-dollar  wheat,  a  second  price 
freeze,  a  beef  shortage,  export  controls,  and  gasoline  station  closings  all  attest 
dramatically  to  the  psychic  shock  suffered  by  the  American  public  in  1973. 
The  people  are  so  confused  by  these  events  that  in  July  a  public-opinion  poll 
registered  the  dominant  belief  of  Americans  to  be  tliat  the  economy  is  in  a 
recession.  Another  interesting  result  from  the  national  polls  was  a  July 
sampling  that  showed  a  76-16  margin  in  favor  of  rolling  back  food  prices  and 
then  freezing  them,  followetl  by  an  August  sampling  that  showed,  by  a  54-32 
margin,  a  belief  that  putting  controls  on  beef  prices  creates  a  shortage. 

Nature  of  this  inflation 

Our  inflation  problem  is  very  complex.  There  is  no  single  dominant  reason 
for  the  present  inflation,  nor  is  there  any  simple  solution  to  it. 

There  is,  however,  one  way  in  which  the  1973  experience  has  been  drastically 
different  from  the  inflation  that  we  have  had,  off  and  on,  over  the  past  two 
decades.  To  an  extraordinary  degree,  the  recent  inflation  has  been  a  cotmnodity 
Inflation.  It  has  been  concentrated  in  farm  and  food  products  and  in  industrial 
raw  materials  to  a  degree  that  we  have  not  seen  since  the  early  1950"s. 

To  a  considerable  extent,  then,  the  acceleration  of  inflation  that  tf>ok  place 
in  1973  can  be  explained  very  simply,  by  just  two  factors.  Factor  numl)er  one 
is  the  reducetl  output  of  agricultural  products  around  the  world.  Global  cereal 
production  fell  a  disastrous  4  percent  from  1971  to  1972.  Wet  weatlier  hurt 
the  soyl)ean  harvest  in  the  United  States  at  the  same  time  that  the  Peruvian 
anchovies    disappeared.    Similar   supply    shortfalls   hit  cotton    and   other  farm 
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commodities.  Together,  these  difficulties  created  unprecedented  pressures  on  farm 
and  food  prices. 

Factor  number  two  is  the  strong  economic  boom  tliat  is  talving  i)lace  simul- 
taneou.sly  in  virtually  everj-  industrializtnl  country  in  tlu'  world.  I't-rliaps  never 
before  have  so  many  countries  experienctnl  such  rapid  growth  in  output  at  the 
same  time.  The  inevitable  result  is  a  supplynlemand  iml)alance  in  all  major 
industrial  raw  materials  and  an  unprecedented  i)urst  of  iiri<'e  increases. 

To  .see  how  completely  farm  and  raw-material  commodities  have  dominate<l 
our  recent  inflation,  it  is  necessary  only  to  examine  the  composition  of  the 
Wholesale  Price  Index.  Virtually  every  commodity  with  the  fastest  price  in- 
creases over  the  past  year  is  in  one  of  these  two  categories  (see  table  1). 
I<^irther,  virtually  every  one  is  either  traded  in  intematicmal  markets  or  is 
clo.sely  related  to  a  commo<iity  that  is. 

Another  measure  of  the  concentration  of  our  recent  inflation  in  commodities 
is  the  fact  that  more  than  two-thirds  of  the  ri.se  in  consumer  prices  since  the 
beginning  of  1973  has  been  accounted  for  by  food  and  iK'troleum  i)r(Klucts  alone. 
Leaving  tho.se  two  sectors  aside,  consumer  i)rices  have  increaseil  at  an  aimual 
rate  of  3.6  percent  during  1973.  very  similar  to  tlie  general  exi)erience  in  1972. 

Tablp;   1. — Largest  price  increases  among  commodity  subgroups  in  the   Wholesale 
Price  Index,  percent  change,  August  1972  to  August  1973 

Farm  and  Food  S'onfarm 

Animalfats  and  oils 246    Fats  and  oils,  inedible 125 

Grade  vegetable  oils 173    Wastcpaper 85 

Grains 167    WdoI  products 33 

Hay,  hayseeds,  and  oilseeds l-'iS    J'otroleuni  products,  refined 82 

Live  poultry 1.52    Lumber 28 

Manufactured  animal  feeds. 134    Other  wood  products 21 

Eggs Ill    Cotton  products 20 

Plant  and  animal  fibers 90    Grade  rabber 20 

Livestock 64    Woodpulp 20 

Refined  vegetable  oils ."iS    Nonferrous  metals 18 

Meats,  poultry,  and  fish hO    Gas  fuels 14 

Vegetable  oil  end  products 33    Millwork 14 

Cereal  and  bakery  products 18    Manmade  fiber  products 14 

Fluid  milk.. 18    Leather 12 

Fraits  and  vegetables 17    Goal 12 

Miscellaneous  processed  foods 13    Commercial  furniture 10 

Sugar  and  confectionery 12    Paperboard 10 

Other  farm  products 12    Other  leather  products 10 

Dairy  products 11    Paint  materials 10 

An  additional  piece  of  evidence  to  support  the  thesis  that  the  acceleration  of 
inflation  has  been  in  commodities  and  not  elsewliere  is  the  re<'ent  behavior  of 
wages.  Over  the  past  couple  of  decades,  whenever  pri(v  inflation  reared  its 
ugly  head,  wage  inflation  was  very  much  a  part  of  the  picture.  Hut  this  time, 
not  so;  wage  increases  have  not  accelerated  in  1973.  Over  the  past  12  months, 
the  adjusted  index  of  average  hourly  earnings  has  increased  at  abo\it  a  6^- 
percent  rate,  and  thus  far  in  1973,  wage  and  l)enefit  .settlements  in  major  collec- 
tive-bargaining situations  have  on  average  provide<l  for  increases  of  about  0 
percent  annually.  Both  of  these  statistics  are  within  close  range  of  the  general 
wage  standard  of  the  stabilization  program  atid  close  to  tlie  'iUl'J  i»erformance. 

Economic  policy 

I  do  not  want  to  carry  this  distinction  between  a  commodity  inflation  and  a 
more  general  inflation  too  far.  To  do  so  would  soon  show  the  distinction  to  be 
partly  artificial ;  in  particular,  I  do  not  want  to  imply  that  never  the  twain 
.shall  meet.  But  there  is  a  certain  analytical  validity  to  the  distinction,  both 
in  explaining  what  has  gone  on  and  in  deciding  what  economic  policy  respon.ses 
should  be  taken. 

Recently,  the  most  common  criticism  of  fiscal  and  monetary  policies  is  that 
they  have  been  irresponsibly  undisciplined  and  are  therefr)re  resi)onsible  for  the 
1973  explosion  of  inflation.  That  is  a  troublesome  point  of  view,  I  feel,  !>ecause 
it  is  difficult  to  .see  how  a  tighter  policy  stance  either  in  the  budget  or  by  the 
Federal  Reserve  cotild  have  dealt  effectively  with  crop  failures  or  foreign  oil 
cartels  or  economic  booms  abroad. 

It  is  also  difficult  to  .see  the  reason  for  more  restrictive  policies  when  unem- 
ployment is  at  4.S  percent  and  wage  settlements  are  not  accelerating.  It  is 
rea.sonable  to  argue  that  4.8  percent  uneujployment  is  close  to  or  even  in  the 
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zone  of  full  employment.  It  is,  however,  quite  another  thing  to  say  that  a 
jobless  rate  of  4.8  percent  is  oi  prfuU  employment  and  must  be  raised  to  fight 
inflation. 

Given  the  nature  of  the  current  inflation  and  the  level  and  movement  of 
unemployment,  the  economic  policy  posture  of  the  past  couple  of  years  has 
been  broadly  appropriate.  A  few  of  the  relevant  statistics  are  shown  in  table 
2.  While  some  questions  might  be  raised — at  the  margin  in  my  view — about  the 
timing  and  degree  of  policy  shifts  in  recent  years,  there  is  no  argument  about 
direction.  As  the  economy  strengthened  and  unemployment  declined  in  1972  and 
1973,  fiscal  and  monetary  policies  were  shifted  appropriately  :  stimulus  was 
gradually  withdrawn  and  supplanted  by  restraint. 

Fighting  commodity  inflation 

To  supplement  the  general  policy  moves,  the  administration  undertook  a  series 
of  major  actions  designed  to  increase  supplies  of  food  and  other  commodities 
that  are  in  short  supply.  In  particular,  farm  policy  was  completely  turned 
around.  For  30  years  the  strategy  had  been  to  restrict  production  to  raise  farm 
prices  to  raise  farm  income.  Today  the  policy  is  to  increase  output  to  the 
maximum  extent  i)ossible. 

Criticisms  have  been  leveled  at  the  speed  with  which  this  180-degree  change 
in  farm  policy  was  achieved.  But  to  me  (after  .several  years  of  close  observation 
of  the  responsiveness  of  the  Federal  bureaucracy)  what  is  impressive  is  how 
expeditiously  the  shift  was  made. 

A  list  of  the  more  important  supply  actions  taken  over  the  past  2  years  is 
attached  in  table  3.  When  brought  together  in  one  place,  they  make  a  rather 
imposing  list,  I  think. 

Direct  price  and  wage  controls 

Another  part  of  the  Government's  anti-inflation  policies  is  the  economic 
stabilization  program,  Phase  IV  of  which  is  now  in  place.  Rarely  has  there  been 
a  more  unpopular  progi'am.  The  public  is  unhappy  because  Phase  lA^  fails  to 
suppress  the  numerous  price  increases,  particularly  for  footl,  that  are  working 
their  way  through  the  .system.  Businessmen  and  labor  leaders  are  disgnintletl 
because  controls  limit  their  freedom,  create  inefficiencies  in  production  and 
marketing,  and  generate  a  new  layer  of  Government  paperwork  with  which 
they  must  wrestle.  Economists  are  troul>led  by  the  potential  distortions  and 
disincentives  that  controls  can  produce.  Government  officials  are  vexed  by  the 
difficulties  of  administering  the  controls,  especially  in  the  face  of  a  strong 
economy. 

Table  2. — Measures  of  economic  conditions  and  policy 

1971  1972  1973 

to  date 

Unemployment  rate  (percent): 

Total. - - 

Married  males 

Inflation  (percent): 

Consumer  prices. .  _ _  _  _ 

Private  GNP  deflator _ __- 

Budget  position  ($  billions): 

Federal-- 

Total  government - 

Money  supply  growth  (percent) : 

Narrowly  defined 

Broadly  defined 

Note.— Kates  of  inflation  and  money  supply  growth  are  calculated  from  fourth  quarter  to  fourth  quarter; 
budget  position  represents  the  deficit  or  surplus  for  calender  years  on  a  national  income  accounts  basis;  1973 
data  arc  at  annual  rates. 
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Tables. — Major  anti-inflation  supply  actions 
Food 

Sixty  million  acres  of  "set-aside"  farm  land  have  been  released  for  production. 

All  USDA-owned  stocks  of  grain  have  been  sold. 

All  USDA  loans  on  farm-stored  praln  have  been  called. 

Rice  acreage  allotnieiits  have  been  Increased  20  percent. 

Restrictions  on  meat  Imports  have  been  removed. 

All  direct  export  subsidies  on  food  have  been  removed. 

Import  quotas  on  nonfat  dry  milk  have  been  raised  four  times. 

Cheese  import  rpiotas  have  been  increased  50  percent. 

Exports  of  vegetable  oils  under  Government  programs  have  been  postponed. 

Marketing  orders  and  other  rules  of  USDA  are  being  coordinated  with  the  Cost  of 

Living  Council. 
Authority  has  been  requested  In  the  President's  trade  bill  to  adjust  quotas  and  tariffs 

on  all  Items  In  short  supply. 

Oil  and  gas 

Oil  Import  quotas  have  been  terminated. 

Acreage  leased  on  the  Continental  Shelf  for  drilling  for  oil  and  gas  has  been  tripled. 
The  President  has  asked  for  legislation   to  deregulate   prices  of  natural  gas  at   the 
wellhead. 

Lumber 

Sale  of  logs  from  the  National  Forests  has  been  Increased. 

The  Japanese  have  agreed  to  reduce  imports  of  softwood  logs  from  the  United  States. 

Other  materials 

Stockpiles  of  basic  materials  no  longer  needed  for  national  security  reasons  are  being 

sold. 
Legislation  has  been  requested  to  provide  additional  authority  for  the  sale  of  excess 

stockpiled  materials. 
The  Japanese  have  agreed  to  reduce  Imports  of  steel  scrap  from  the  United  States. 

However  unpopular  they  are,  the  controls  do  have  an  important,  thoupli  lim- 
ited, role  to  play.  They  can  help  prevent  anticipatory  increase.^  in  prices  and 
wages.  There  is  a  jrreat  risk  that  in  the  wake  of  the  commodity  price  explosion 
of  1073  tlie  American  i)eople  \\ill  think  that  serious  inflation  has  l)ecome  ft 
permanent  part  of  the  economic  landscaiM\ 

But  past  experience  tells  us  that  commodity  inflation  is  reversible.  The 
attached  chart  provides  seven  centuries*  of  evidence  of  the  reversibility  of  wheat 
prices.  While  the  .secular  trend  has  been  jHTsistently  upward  at  a  moderate  rate — 
about  half  a  percent  per  year  over  the  full  period,  and  3.3  i)ercent  i>er  year 
over  the  iKist  century — the  real  mes.sage  of  the  chart  is  tlie  .short-term  volatility 
of  wheat  prices.  Again  and  again,  enormous  increases  in  one  year  were  followed 
by  equally  large  declines  the  next  year  as  farmers  responded  to  the  favorable 
price  by  increasing  production. 

This  same  process  is  operating  again  today  ;  production  is  increasing  in  respon.se 
to  high  prices.  At  some  point  the  .supply  of  food  and  industrial  raw  materials  will 
catch  up  with  demand,  and  when  that  happens,  commodity  prices  will  fall. 

Thus,  businessmen  must  not  build  a  constant  upward  trend  into  their  pricing 
policies,  irresi)ective  of  market  conditions  and  irrespei-tive  of  costs,  in  the 
mistaken  view  that  the  price  exi)losion  will  continue  indefinitely.  Similarly, 
businessmen  and  workers,  in  their  joint  determiiuition  of  future  wage  rates,  must 
not  anticipate  a  iiermanently  high  rate  of  inflation.  We  must  not  let  the  com- 
modity inflation  upset  the  very  favorable  wage  performance  of  H>7li  and  11)73. 
To  do  so  would  build  a  price-wage-price  spiral  into  the  economy  for  at  least 
several  years  ahead,  and  would  make  the  prf>l)lein  of  regaining  reasonable 
.stability  a  very  much  more  diflicult  and  painful  undertaking.  The  function  of 
Pha.se  IV,  therefore,  is  to  help  prevent  the  recent  comnunlity  inflation  fprmi 
bec<miing  irreversildy  institutionalize<l  into  the  entire  .structure  of  our  economy. 

But  the  limits  of  controls  must  also  l>e  understood.  There  are  serioas  limits 
on  how  much  of  the  anti-inflation  fight  can  l)e  assigned  to  direct  controls  and 
on  how  long  controls  can  continue  to  make  a  net  iwisitive  contribution  to  that 
fight.  The  costs  of  controls  must  be  reckoned  with,  along  with  the  benefits. 
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Recently  we  have  seen  some  dramatic  evidence  of  these  costs.  The  price 
statistics  for  July  and  August  suggest  that  while  the  freeze  rules  were  widely 
honored  this  was  considerably  less  true  than  during  the  first  freeze  in  1971. 
Some  of  the  distortions  and  disincentives  that  inevitably  accomiwiny  controls 
are  evident  in  the  l)eef  shortages  of  August  and  the  closed  gasoline  ."Stations  this 
week.  While  problems  of  this  type  have  thus  far  not  become  dominant,  we  must 
realize  that  more  and  more  will  develop  as  time  passes.  The  longer  direct  price 
and  wage  controls  are  with  us,  the  more  diflBculties  and  unhappiness  they  will 
produce. 

Looking  ahead 

Xo  economic  forecaster  is  very  sure  about  inflation  prospects  for  1974.  The 
forecasting  fraternity  has  always  had  great  respect  for  the  diflSculties  of  making 
projections  on  prices,  but  the  universally  bad  forecasting  experience  at  the 
outset  of  1973  has  made  everybody  more  cautious  than  ever. 

The  key  questions  about  the  price  outlook  are  easy  to  identify.  First,  will 
demands  for  food  and  industrial  materials  continue  to  outrun  .supplies,  or  will 
production  catch  up  during  1974?  Second,  will  the  commodity  inflation  of  1973 
touch  off  an  acceleration  of  wage  gains? 

The  pessimists  among  us  tend  to  answer  both  of  these  questions  unfavorably. 
They  see  gains  in  employee  compensation  rising  to,  say,  S  percent,  which  after 
deduction  of  the  3-percent  productivity  trend  translates  into  an  underlying 
5-percent  rate  of  inflation.  To  this  they  add  something  more  for  continued  com- 
modity inflation,  and  thus  end  up  with  a  6-  or  7-percent  rise  in  prices  for  the 
year. 

The  optimists,  on  the  other  hand,  suggest  that  lal)or  market  conditions  are  not 
generally  tight  enough  to  support  an  acceleration  of  wage  gains.  If  this  is 
coupled  with  a  belief  that  the  rapid  commodity  inflation  is  l>ehind  us.  it  would 
produce  a  forecast  of  about  4  percent  inflation  for  1974.  An  extreme  optimist 
might  conclude,  as  The  London  Economist  did  li  weeks  ago.  that  commodity 
price.s,  esi)ecially  for  industrial  materials,  will  l>e  coming  down  substantially 
within  a  few  months — a  conclusion  that  would  lead  to  something  less  than  a 
4-percent  inflation  forecast  for  1974.  But  an  economist  with  an  outlook  that 
happy  is  almost  as  hard  to  find  as  a  pa.ssenger  pigeon. 

It  takes  a  brave  or  a  foolish  person  to  forecast  inflation.  I  prefer  not  to  qualify 
on  either  count.  In  terms  of  the  two  scenarios  outlined  al)Ove,  however,  my  own 
views  are  much  more  in  line  with  the  optimists. 


Exhibit  16. — Excerpts  from  remarks  by  Assistant  Secretary  Fiedler,  Novem- 
ber 27,  1973,  before  the  1973  annual  meeting  of  the  American  Life  Insurance 
Association,  Washington,  D.C.,  on  the  energy  shortage 

The  energy  crisis  has  cast  a  forebodingly  dark  cloud  over  the  economic  outlook 
for  1974.  Many  i>eople  have  concluded  that  this  dark  cloud  harbors  a  deadly 
tornado  that  will  send  the  economy  into  a  tailspin. 

A  more  reasonable  conclu.siou.  it  .seems  to  me,  is  that  the  dark  cloud  contains 
some  rain  and  even  some  bolts  of  lightning  but  nothing  that  would  be  destructive 
of  the  basic  prosi)erity  that  Americans  are  enjoying. 

How  much  difliculty  the  energy  shortage  \\ill  cause  for  the  economy  in  the 
months  ahead,  I  do  not  know.  Furthermore,  I  do  not  know  anybody  who  does 
know — which  means  that  almost  everylxxly  is  highly  uncertain  about  the  pros- 
pective economic  situation.  Inevitably,  this  wide.spread  uncertainty  pnKluces 
two  things  :  a  lot  of  hogwash  and  a  lot  of  unsupi>orted  despair. 

While  I  cannot  assess  for  you  precisely  how  much  economic  difliculty  the 
energy  crisis  will  produce,  it  is  worthwhile  to  review  some  of  the  essential 
element-s  of  the  present  .situation.  While  .some  of  the.se  i)oints  are  fairly  j^imple 
and  straightforward,  it  is  clear  that  they  are  not  widely  understood. 

The  most  basic  fact  is  that  the  United  States,  at  least  through  the  winter  of 
1974  and  quite  possibly  longer,  xWU  exi)erience  a  substantial  shortage  of  energy 
becau.se  of  the  Arab  oil  l)()ycott.  During  the  first  quarter  of  1974,  the  shortfall 
adds  up  to  about  17  percent  of  total  petroleum  demand,  or  about  8  percent  of 
the  total  demand  for  energy. 

We  can,  however,  make  up  a  good  bit  of  that  shortage  through  simple  con- 
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servation  measures  such  as  reduced  automobile  speeds,  reduced  thermostat 
settings,  and  fewer  airline  flights.  I  am  impressed  with  the  potential  that  exists 
throughout  our  society  for  energy  conservation.  I  disclaim  any  expertise  in  this 
area,  but  the  multitude  of  energy-saving  possibilities  that  have  come  to  light 
in  the  past  month  is  striking.  A  noteworthy  example  is  the  amount  of  energy 
savings  achieved  by  residents  of  the  Northwest  in  resix)use  to  the  shortage  of 
hydroelectric  power  since  early  this  summer. 

Also,  we  can  offset  some  of  the  shortage  through  substitution :  by  taking  oil 
from  the  reserve  supplies  at  Elk  Hills,  Calif.,  by  reopening  the  Santa  Barbara 
Channel  to  drilling,  by  higher  production  in  certain  other  domestic  oilfields,  and 
by  using  coal  in  place  of  oil  and  natural  gas  in  some  applications. 

Nevertheless,  the  energy  shortage  is  larger  than  we  can  overcome  by  simple 
and  relatively  painless  methods  of  voluntary  conservation  and  by  substitution. 
The  President  and  the  Congress  working  together  have  already  set  in  motion 
a  number  of  major  steps  to  deal  with  the  situation.  Other  decisive  actions  to 
allocate  the  available  supplies  of  energy  will  be  forthcoming. 

In  the  last  analysis,  the  need  to  allocate  the  limited  supply  can  be  met  in  only 
three  ways:  through  the  price  system,  through  taxes  on  energy  use,  and/or 
through  direct  rationing.  Each  of  these  methods  has  serious  disadvantages.  Large 
price  increases  are  politically  unacceptable  in  themselves,  as  are  the  windfall 
profits  that  they  generate.  Large  increases  in  energy-use  taxes  are  as  ivoliti- 
cally  unacceptable  as  large  increases  in  prices.  Also,  if  tax  increases  take  the 
profit  out  of  the  energy  scarcity,  they  simultaneously  remove  the  incentive  for 
developing  additional  sources  of  energy.  Finally,  direct  rationing  by  coupons, 
while  it  may  be  politically  acceptable  by  giving  the  appearance  of  equal  treat- 
ment to  all  (a  terribly  deceptive  myth,  since  we  are  all  very  unequal  in  our  need 
for  energy),  is  in  fact  the  most  undesirable  solution.  Aside  from  the  nightmai'ish 
bureaucratic  superstructure  and  the  black  marketeering  that  would  develop, 
direct  rationing  precludes  the  incentives  for  new  production  and  tlie  reduction 
in  demand  that  higher  price-Si  would  create. 

Thus,  each  of  the  basic  methods  of  allocating  energy  is  unacceptable  for  im- 
portant reasons.  Yet  there  is  no  alternative  to  using  some  method  of  allocation. 
There  is  a  shortage.  We  cannot  burn  what  we  do  not  have. 

Perhaps,  when  the  decisions  are  made,  we  will  have  to  use  all  three  of  these 
methods.  In  my  view,  direct  rationing  should  be  the  last  resort.  Nevertheless,  if 
we  do  turn  to  direct  rationing,  I  think  we  sliould  not  use  it  alone.  We  should  not 
forfeit  the  contribution  that  the  price  system  and  use  taxes  can  make  in  helping 
us  adjust  to  the  sudden  shortage  of  energy. 

This  Is  especially  true  in  view  of  the  longrun  need  to  adjust  to  permanently 
higher  energy  prices.  Even  if  the  absolute  shortage  should  prove  to  be  short-lived, 
energy  prices  are  almost  sure  to  be  much  higher  for  the  indefinite  future.  We 
will  have  to  adjust  our  way  of  life  to  this  new  fact,  and  sooner  or  later  the  rela- 
tive price  of  energy  will  have  to  be  part  of  that  adjustment. 

Another  major  question  in  allocating  the  energy  shortage  is  what  sectors  of  the 
economy  should  absorb  the  reduction  in  supply.  As  we  see  it,  the  best  choice  is  for 
most  of  the  reduction  to  come  out  of  the  household  sector  through  a  reduction 
in  low-priority  heating,  lighting,  and  automobile  use,  rather  than  to  take  it  out 
of  the  business  sector. 

Loud  objections  have  already  been  raised  to  this  course  of  action.  Such  a  policy, 
we  hear,  would  take  the  shortage  out  of  the  "liides"  of  the  people.  The  people  are 
not  respon.sible  for  the  shortage,  and  should  not  be  made  to  bear  the  burden  of  it. 
Instead,  the  burden  should  fall  on  business. 

To  me  this  is  a  pointless  way  of  looking  at  the  problem.  What  is  represented  by 
the  term  "business"  is  simply  a  way  of  organizing  the  economic  activity  of  people. 
If  the  shortage  is  allocated  primarily  to  the  business  sector,  then  the  shortage 
falls  on  the  people  in  the  form  of  fewer  jobs,  fewer  goods  and  services  available 
for  purchase,  and  reduced  wages.  If,  on  the  other  hand,  the  household  sector  ab- 
sorbs most  of  the  shortage,  then  it  falls  fin  the  people  in  the  form  of  lower  ther- 
mostat settings,  less  recreational  driving,  and  the  like.  Thus  the  energy  shortage 
has  to  be  absorbed  by  the  American  people  in  one  way  or  another,  and  there  will 
be  fewer  difiiculties  for  people  if  we  reduce  unnecessary  energy  use  in  house- 
holds, as  opposed  to  creating  unemployment  and  reducing  consumption  and  income. 

This  does  not  mean  cold  houses  and  immobilized  automobiles:  the  shortage 
is  not  that  great.  Nor  does  it  exempt  the  business  sector  from  the  consequences 
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of  the  shortage;  they  too  will  have  to  conserve  on  heating  and  other  energy  uses. 
But  on  balance,  the  American  people  will  be  better  served  if  the  energy  shortage 
is  absorbed  primarily  by  lower  thermostats  and  less  use  of  the  i)rivate  automobile. 
In  that  way,  the  overall  impact  on  our  economy  and  on  the  people  will  be 
minimized. 

In  summary,  I  think  it  is  clear  that  the  energy  shortage  will  have  a  notice- 
able impact  on  the  economy.  The  dark  cloud  that  I  mentionetl  earlier  does  con- 
tain more  difficulties  for  us  than  just  a  brief  rain  shower.  The  energy  shortage 
is  of  substantial  dimen.sions  and  dejiling  with  it  will  require  substantial 
adjustments. 

But  it  is  equally  clear,  I  think,  that  the  energj-  shortage  will  not  produce  a 
major  recession.  We  have  the  ability  and  the  flexibility  to  coi)e  with  this  prob- 
lem succes.sfully.  If  we  absorb  the  bulk  of  the  shortage  througli  conservation 
measures  in  all  part.s  of  .swiety  and  esi)e<-ially  tiu-ough  reductions  in  unnece.'<s;irj- 
heating,  lighting,  and  automobile  use,  then  the  impact  on  pnKluction  and  employ- 
ment will  be  limited  in  size  and  .^ope. 


Exhibit  17. — Statement  of  Assistant  Secretary  Fiedler,  February  1.  1974,  before 
the  Senate  Committee  on  Interior  and  Insular  Affairs,  concerning  price  con- 
trols on  crude  oil 

The  price  of  crude  oil  is  an  imi>ortant  i.ssue  for  the  American  people  in  1!>74. 
The  ongoing  rise  in  oil  prices,  whicli  stems  dire<-t!y  from  the  embargo  iini>os4'd  in 
the  Middle  East  late  last  year,  is  having  a  significant  effect  on  our  society  and 
our  economy.  Tlie  oil  price  ri.se  adds  directly  to  the  already  virulent  inflationary 
pressures  we  face.  The  shortage  and  the  price  rise  are  botii  factors  that  are  now 
depressing  economic  activity.  They  mark  the  beginning  (»f  a  iM'rvasive,  long-term 
change  in  the  lifestyle  of  nearly  every  American.  And  they  entail  a  small  but 
noticeable  drop  in  our  st-andard  of  living. 

This  last  iM)int  is  worth  i>ursuing  for  a  moment,  I)ec3iu.se  it  is  not  widely  under- 
stood. There  is  considerable  confusion  about  cau.-^'  and  efTect.  When  prices  ri.se 
because  of  a  shortage  of  something  as  important  to  our  consumption  patterns  as 
oil  has  been — a  commodity  for  which  no  immcdintc  substitute  is  available — then 
our  total  consumption,  i.e.,  our  standard  (►f  living,  declines.  There  is  no  e.*«iiping 
that  shortrun  result ;  the  existence  of  a  shortage  insures  it.  T'nder  these  circiini- 
stances,  whatever  happens  to  prices — whether  they  rise  as  they  would  nonnally 
do  in  a  free  market  or  whether  that  rise  is  suppressed  by  control.s — the  shortage 
remains.  And  it  is  the  reduced  supply,  not  the  price  increase,  that  cau.ses  the  de- 
cline in  the  standard  of  living.  This  hapix>ned  with  food  in  KKT.'i  and  is  hapi>ening 
now  with  oil. 

But  the  fact  that  the  shortage  is  i>riniary  and  the  pric<'  rise  secondary'  does  not 
mean  that  what  hapi>ens  to  i>rices  is  uninipi>rtant.  Quite  the  contrary  :  wliat  we 
have  here  is  the  classic  economic  role  of  prices  as  the  signal  flags  that  communi- 
cate the  need  for  fundamental  changes.  The  rise  in  crude  oil  jfrices  tells  jiro- 
ducers  of  the  need  to  develop  new  sources  of  supply  and  tells  consumers  that  their 
use  of  oil  must  be  curl>ed. 

These  signals  are  of  vital  imiK>rtance.  Perva.sive  changes  in  the  consumption 
patterns  of  the  American  i)eople  must  take  i>lace  over  the  next  few  years.  As  Bill 
Simon  likes  to  put  it,  "We  have  been  energy  wastrels  and  we  must  change  our 
ways." 

I  know  of  n()  effective  mechanism  for  accomi'lishing  this  longrun  adjustment 
except  by  i>ermitting  oil  prices  to  rise  substantially  alcove  their  preembargo  levels. 
This  proposition  is  fre<iuently,  though  by  no  means  universally,  recognized.  It  is 
carefully  recognized  in  the  bill  we  are  considering  today.  S.  2>i.s."t.  which  would 
require  the  President  to  .set  ceiling  prices  on  crude  oil  and  prrnlucts  that  would 
avoid  price  increases  •'.  .  .  in  exce.'vs  of  tho.s<^  that  would  have  the  function  and 
effect  of  increasing  long-run  supply,  diminishing  long-run  demand,  and  allocat- 
ing said  products  to  their  most  valuable  u.^>s."  It  is  also  recognized  in  the  pres- 
ent price  controls — for  example,  in  the  ruling  that  exempted  "new"  domestic 
crude  oil  from  regulation. 

But  while  there  is  .some  agreement  on  the  need  for  oil  prices  to  move  over  time  to 
fheir  longrun  equilibrium  levels,  there  is  not  likely  to  l>e  agreement  on  what  that 
level  is,  on  how  long  the  "long  run"  is,  or  on  whether  it  is  useful  for  the  price  of 
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oil  to  rise  above  its  longrun  equilibrium  level  in  the  meantime.  On  the  first  two  of 
those  questions,  the  Department  of  the  Treasury  has  made  estimates — $7  per 
barrel  for  the  longrun  price  with  the  long  run  arriving  in  3  years — as  a  part  of 
its  proiK»sal  for  an  emergency  windfall  profits  tax.  Although  precise  estimates 
were  required  for  the  tax  proposal,  there  can  be  no  confidence  in  the  exactness 
that  is  implie<l  by  those  numbers.  One  only  has  to  recall  the  long  history  of 
premature  forecasts  of  the  arrival  of  comi^etitive  atomic  power  to  appreciate  the 
uncertainty  that  surrounds  estimates  of  longrun  equilibrium  prices. 

The  question  of  near-term  prices  is,  i^erhaps,  even  more  difficult.  The  basic  issue 
here  is  whether  or  not  prices  of  crude  oil  should  be  rolled  back  from  present  levels. 
In  general,  I  think  that  question  should  be  iuiswered  in  the  negative. 

There  is  a  major  question  about  the  effectiveness  of  price  controls  on  com- 
modities for  which  a  large  share  of  our  supply  is  imported.  If  a  price  ceiling 
is  placed  on  foreign  oil  at  a  level  below  what  the  seller  can  obtain  outside  the 
United  States,  no  foreign  oil  will  be  available  to  us.  If,  however,  domestic  pricts 
are  controlled  while  import  prices  are  not  (which  is  in  part  the  current  situation) , 
and  if  foreign  sellers  charge  all  that  the  market  can  bear,  U.S.  importers  will  be 
willing  to  pay  as  high  a  price  for  foreign  oil  as  is  necessary  to  meet  consumer 
demand  in  this  country  at  the  average  price  for  domestic  and  foreign  crude.  This 
means  that  placing  a  lid  on  domestic  oil  prices  will  have  the  effect  of  raising  the 
price  paid  for  foreign  oil.  In  fact,  the  more  we  supi)ress  the  price  of  domestic 
oil,  the  more  that  will  raise  the  price  of  foreign  oil,  without  significantly  changing 
the  average  price.  Thus,  controlling  the  price  of  domestic  oil  does  not — as  soon 
as  this  process  works  its  way  through  the  system — reduce  the  average  price  of 
oil  products  paid  by  consumers.  Before  long,  the  American  consumer  ends  up 
paying  as  high  a  price  for  petroleum  products  as  he  would  have  paid  if  no  price 
controls  existed.  By  the  same  token,  the  windfall  profits  that  accrue  to  owners 
of  crude  oil  will  not  l)e  eliminated.  The  only  effect  of  the  price  controls  under 
these  circumstances  is  to  shift  the  windfalls  from  owners  of  domestic  oil  to 
owners  of  foreign  oil. 

Beyond  that  fundamental  question,  I  think  a  major  rollback  of  prices  on  all 
crude  oil  would  have  several  important  and  undesirable  consequences.  First,  there 
is  a  need  to  allocate  efficiently  the  smaller  supplies  of  petroleum  that  are  avail- 
able. Energy  consumption  is  being  reduced  in  a  variety  of  ways :  through  volun- 
tary conservation,  through  mandatory  allocation,  and  through  higher  prices. 
The  rise  in  oil  prices  in  recent  months  is.  I  think,  as  important  for  this  purpose 
as  was  the  rise  last  summer  in  soybean  prices  and  the  ri.se  in  lumber  prices  during 
1972  and  early  1973.  In  both  of  those  cases,  the  ri.se  in  prices  helped  to  allocate 
the  reduced  supply.  In  both  cases,  prices  today  are  well  below  their  earlier  levels. 

We  should  also  recognize  (hat  the  voluntary  and  mandatory  allocation  meth- 
ods we  are  using  are  not  witliout  cost.  For  exami)le,  when  trucks  are  slowed  to 
55  miles  per  hour,  the  efficiency  of  our  transportation  system  is  reduced,  which 
means  tliat  we  will  have  to  pay  more  for  all  goods  transported  by  truck.  Waiting 
in  line  at  service  stations  is  not  only  a  "iKiin  in  the  neck"  but  is  also  inefiicient. 
Allocation  through  higher  prices  avoids  the.se  co.sts. 

Second,  a  rollback  of  crude  oil  prices  would  reduce  current  domestic  produc- 
tion. In  view  of  the  imlialance  between  supply  and  demand  and  the  widespread 
expectation  that  prices  are  going  still  higher  here  at  home,  and  in  view  of  the 
prices  currently  )»eing  paid  al)road  for  crnde  oil.  a  price  rolll^ack  would  dis.suade 
producers  from  expanding  supply  from  presently  availal)le  sources  and.  in  many 
cases,  would  bring  about  a  reduction  in  curi*ent  production,  i.e..  in  anticipation 
of  selling  the  crude  at  significantly  higher  prices  at  a  later  time. 

Third,  a  major  rolUiack  would  discourage  the  longrun  investment  commit- 
ments for  exploration  and  development  of  new  domestic  energy  sources  that  must 
be  made  now  to  move  toward  self-sufficiency  by  1980.  This  point  is  recognized  in 
S.  2885  by  the  provision  for  excepting  new  .supply  subject  to  a  detailed  projec- 
tion of  the  investment  expected  to  result  from  .such  an  exception. 

Fourth,  there  is  a  further  cost  to  price  controls  in  the  form  of  various  eco- 
nomic distortions  that  inevitably  develop  when  prices  are  suppressed.  If  we  have 
learned  one  thing  during  the  30  months  of  the  economic  stabilization  program, 
it  is  that  price  and  wage  controls  can  cause  serious  economic  difficulties.  Buyers 
and  sellers,  both,  can  always  find  ways  to  circumvent  the  regulations  in  ways 
that  often  involve  substantial  waste  and  inefficiency  for  the  industry  and  the 
economy. 

How  these  economic  distortions  might  develop  in  the  petroleum  industry  is 
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difficult  to  anticipate.  I  have  already  montioned  the  probability  (liat  current 
production  of  crude  oil  would  be  held  back.  In  addition,  iH'rhaii.><  "new  products" 
(minor  modifications  to  existing  products)  cotUd  be  invented,  as  was  done  in  the 
lumber  industry  in  11)72.  Perhaps  something  akin  to  "custom  slauKhterinu"  could 
be  devised,  as  was  done  by  the  supermarket  chains  workinj;  in  conjunction  with 
the  packinghou.ses  when  the  meat  price  ceilings  were  in  eiTcct  last  .spring  and 
-summer.  Perhaps  sellers  would  require  "tie-in"  .sales  in  which  buyers  who  want 
products  that  are  in  .short  supply  must  also  rake  a  specified  (piantity  of  a  product 
they  ma.v  not  want;  this  practice  has  been  reported  in  the  steel  and  i>etrochemi- 
cal  indu.stries.  Perhaps  the  oil  companies  would  stop  making  certain  low-profit 
product  lines  in  order  to  concentrate  production  on — and  in  a  .sen.se  forc<'  their 
customers  to  purcha.se — products  that  carry  a  larger  markup,  as  the  steel,  iKijier. 
and  apparel  industries,  among  others,  have  reportedly  done.  Finally,  although 
this  has  not  become  a  significant  problem  during  the  stabilization  program,  there 
is  no  doubt  that  some  black-market  transactions  would  take  place  at  above- 
ceiUng  prices. 

These  distortions  have  never  become  so  widespread  as  to  pervade  the  entire 
husine.ss  structure  or  to  threaten  the  basic  efficiency  of  our  economic  system. 
Where  they  have  become  important  is  in  industries  experiencing  an  exce.ss  of  de- 
mand over  supply,  .iu.st  as  the  petroleum  industry  is  now  experiencing  except 
more  intensely.  The.se  problems  developed  under  the  .siime  kind  of  cnst- 
pa.ssthrough  limitations  on  price  increases  tliat  are  emlindied  in  S.  l»^K">.  Further- 
more, if  economic  distortions  were  to  l)econu'  endemic  in  the  oil  industry — and 
I  want  to  emphasize  that  there  are  no  jire.stMit  signs  that  this  is  li;ii»pening — - 
public  ccmfidence  in  tlie  ability  of  tlie  (Jovernmeiit  to  manage  the  energy  crisi.s 
in  a  reasonably  ecpiitable  manner  would  l)e  eroded  and  tlie  volmitary  con.serva- 
tion  efforts  tliat  have  accomplished  so  much  to  date  could  be  seriously 
jeopardized. 

In  summary,  therefore,  I  l>elieve  lirst  tiiat  there  is  a  .serious  tpicstion  about 
the  efficacy  of  price  controls  on  a  commodity  that  is  imported  as  lieavily  as  oil  is. 
Second,  I  l)elieve  there  are  .serious  difficulties  involved  in  rolling  kuk  oil  i>rices 
from  present  levels  to  below  an  estimate  of  what  long-term  e(|uililirium  jirices 
might  be.  The  neces.sary  economic  adjustmeiUs  tliat  nmst  t.ikc  jihu-e  in  l>oth  the 
near  term  and  the  long  run  would  l»e  inhibited  and  .i  variety  of  disbn-ations 
would  be  likely  to  develoj)  in  the  industry. 

There  is  no  doubt,  liowever,  that  present  i)rice  levels  will  create  windfall 
profits  for  a  number  of  companies.  This  jiroblem  should  be  dejilt  with  forth- 
rightly.  The  best  way  to  do  .so,  I  feel,  is  through  a  tax  on  crude  oil  prices,  as 
proposed  in  our  emergency  windfall  jjrofits  tax. 


Exhibit  18. — Remarks  of  Assistant  Secretary  Fiedler.  March  27.  1974,  before 
the  Graduate  School  of  Industrial  Administration,  Carnegie-Mellon  Univer- 
sity, Pittsburgh,  Pa,,  on  "Price  Changes,  Inflation  and  Controls" 

Inflation  continues  to  be  the  .serious  problem  it  has  l)een  for  tin'  i»ast  N  year.s. 
In  fact,  unless  the  energy-induced  economic  setliack  we  are  umh'rgoing  at  present 
turns  out  to  be  considerably  more  protnu-ted  aii<l  more  widespread  than  now 
seems  likely,  inflation  lias  no  serious  rival  as  tlie  Nation's  Xo.  1  economic  prol)- 
lem.  Furthermore,  an  end  to  tlie  prolilem  is  not  near  at  hand.  Altliongli  later  this 
year  the  inflation  rate  sliould  subside  c()iisideral)ly  from  its  breathtaking  pace  of 
1973  and  early  1974.  it  seems  clear  that  the  general  price  level  will  continue  to 
climb  at  an  un.satisfactory  rate  for  some  time  aht^id. 

Despite  the  s-ericmsness  of  the  inflation  problem,  it  is  not  well  understood.  I  am 
particularly  conscious,  for  example,  of  the  widesjiread  confusion  lietween  infla- 
tion, which  reflects  the  general  level  of  prices,  and  price  dianges  for  individual 
commcKlities.  Most  people  will  jioint  to  tlie  price  incresises  for  fuel  oil  or  rice  or 
.scrap  .steel,  each  of  which  has  doubled  in  tho  past  year,  and  call  it  inflatifni.  Rut 
that  is  no  more  valid  than  pointing  to  .soyl)eans  or  cowhides  or  pocket  cjilculators, 
all  of  which  can  be  bought  today  for  less  than  last  year,  and  calling  it  deflation. 

Thus  it  is  important  to  remember  that  inflation  is  what  happens  to  all  prices, 
on  the  average.  When  we  forget  that  point,  we  forget  the  fundamental  nature  of 
inflation — and  then  we  start  to  think  .about  corrective  policies  that  tend  to  treat 
the  symptoms  of  the  problem  rather  than  its  basic  cau.se.  Similarly,  to  measure 
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inflation  we  should  use  an  index  of  tlie  general  level  of  prices :  the  Consumer 
Price  Index  or  the  "GXP  deflator"  or,  ideally,  a  still  more  comprehensive  index 
that  would  include  prices  of  assets  as  well  as  prices  of  goods  and  services  cur- 
rently produced. 

A  large  part  of  the  confusion  between  changes  in  the  general  price  level  and 
individual  price  changes  reflects  a  lack  of  understanding  of  the  crucial  role  that 
prices  play  in  regulating  production  and  consumption.  Only  rarely  in  the  public 
discussion  of  economic  questions  is  there  a  recognition  of  the  fact  that  a  relation- 
ship exists  between  price  and  quantity— indeed,  two  relationships,  that  between 
price  and  the  quantity  supplied  by  producers  and  that  between  price  and  the 
quantity  demanded  by  consumers. 

The  most  recent  instance  of  this  confusion  was  in  the  debate  over  rolling  back 
prices  of  crude  oil  and  its  products.  In  that  brouhaha,  there  was  explicit  recog- 
nition (though  it  was  far  from  complete)  of  the  need  for  prices  to  rise  to  provide 
long-term  production  incentives.  But  there  was  almost  no  recognition  of  the  role 
that  price  increases  have  in  the  process  of  allocating  the  reduced  supply,  i.e., 
the  impact  of  petroleum  price  increases  on  the  demand  by  consumers.  Similarly, 
very  few  people  appeared  to  be  aware  of  the  limitations  of  price  controls, 
especially  the  economic  distortions  they  r)roduce  in  the  presence  of  excess  demand 
pressures.  Indeed,  hardly  anyone  in  the  debate  gave  adequate  weight  to  the  costs 
of  nonprice  rationing — either  the  resources  that  would  have  to  be  employed  to 
operate  a  coupon  rationing  system,  or  the  ineflSciencies  of  long  lines  at  gas 
stations,  closing  the  stations  on  Sundays,  55  mph  speed  limits,  et  cetera. 

Shortages  and  the  standard  of  living 

Another  point  of  confusion  here  is  over  the  cause  and  effect  in  the  relationshlj) 
between  inflation  and  the  standard  of  living.  Changes  in  the  standard  of  living 
are  normally  measured  by  changes  in  real  income  per  capita,  which  in  turn  are 
often  calculated  by  taking  the  percentage  change  in  nominal  average  incomes 
(sometimes  wages)  and  dividing  out  the  percentage  change  in  prices.  AVhen  prices 
go  up  faster  than  nominal  incomes,  the  standard  of  living  is  seen  to  have  declined. 

This  happened  in  the  United  States,  according  to  some  measures,  over  the 
course  of  1973,  and  it  is  an  event  of  sufficient  rarity  in  our  recent  experience  that 
it  created  considerable  consternation.  In  the  search  for  scapegoats  and  remedies 
that  followed,  two  kinds  of  prescriptions  were  commonly  put  forth  to  prevent 
or  offset  the  impact  on  the  standard  of  living  :  (1)  suppress  the  price  increases  by 
means  of  direct  controls  and  (2)  raise  wages  faster. 

It  is  plain,  I  think,  that  neither  of  those  prescriptions  could  have  prevented  the 
poor  1973  record  on  the  growth  of  per  capita  real  income.  What  caused  the  sag 
in  the  standard  of  living  was  the  reduced  supplies  of  food  and  fuel.  When  a 
shortage  develops  of  something  as  important  to  our  consumption  patterns  as  food 
and  oil — commodities  for  which  no  immediate  substitute  is  available — then  our 
total  consumption,  i.e.,  our  standard  of  living,  declines.  There  is  no  escaping  that 
shortrun  result ;  the  existence  of  the  shortages  insures  it.  The  rise  in  prices  of 
those  commodities  is  a  mca.s-iirc  of  the  reductions  in  supply,  but  it  is  the  shoriagcs. 
and  not  the  price  increases,  that  cause  the  standard  of  living  to  decline.  If  we 
were  to  suppress  the  price  increases  by  controls,  that  would  not  solve  the  problem  ; 
the  shortages  would  still  be  there.  And  the  same  thing  is  true  of  the  proposal  to 
raise  wages  more  rapidly ;  the  shortages  would  still  be  there  and  all  we  would 
have  achieved  would  be  more  inflation. 

Long  run  versus  short  run 

Wliile  there  is  a  major  distinction  to  be  drawn  between  individual  price 
changes  and  general  inflation,  it  is  nevertheless  true  that  price  increases  for 
individual  commodities  or  groups  of  commodities  can  have  an  independent 
impact  for  a  time  on  the  overall  rate  of  inflation.  In  the  long  run,  inflation  is 
dominantly  a  monetary  phenomenon.  Over  the  course  of,  say.  a  decade,  the 
strategic  variable  determining  the  rate  of  inflation  is  the  supply  of  money, 
or  better  perhaps,  the  relationship  between  the  increase  in  the  quantity  of 
money  and  the  increase  in  the  quantity  of  output. 

Another  way  to  consider  the  concept  of  inflation  as  a  monetary  phenomenon 
is  to  think  of  a  rise  in  the  general  price  level  in  its  reverse  form,  i.e..  as  a  decline 
in  the  value  of  money.  Tliey  are  two  sides  of  the  same  coin.  And  the  way  that 
the  value  of  money  declines  is  through  a  rise  in  its  quantity  relative  to  the 
volume  of  output. 

In  the  long  run.  we  have  inflation  when,  and  only  when,  the  dollar  depreciates 
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in  value  because  the  quantity  of  money  is  increased  too  fast.  And  wl\o  controls 
the  money  sui)i)ly  V  The  (Jovennnent,  of  course,  through  its  hudget  and  monetary 
policies,  in  the  end,  it  is  Government  fiscal  and  monetary  policies  that  are  the 
basic  cau.se  of  inflation  and  that  can  be  the  basic  cure  for  inflation. 

As  I  have  reinnitedly  stressed,  the  monetary  nature  of  inflation  is  a  lougrun 
phenomenon.  However,  in  the  short  run  (as  long  as  a  couple  of  years,  as  I  see 
it — and  it  is  here,  incidentally,  where  T  may  part  company  with  some  of  my 
monetarist  friends)  tliere  are  many  other  tyi>es  of  developments  that  have  a 
very  substantial  and  independent  effect  on  the  rate  of  inflaticm. 

This  is  wliat  happened  in  the  T'nited  States  last  year,  and  not  just  once,  but 
four  times.  First,  world  cereal  production  fell  'AYj  percent  in  liHL',  compared  to 
an  average  increase  of  3%  percent  in  earlier  year.s — a  shortfall  of  devastating 
proportions  in  this  most  necessary  of  all  tlie  necessities  of  life.  The  full  price 
impact  did  not  hit  us  until  ir>73,  however,  l)ecause  we  held  most  of  the  world's 
reserve  inventories  of  grains.  Second,  prices  of  industrial  raw  materials  sky- 
rocketed in  1973,  because  virtually  every  industrialized  nation  experienced 
rapid  economic  expansion  and  world  economic  growth  was  thus  faster  tlian  at 
any  time  since  the  mid-1950's.  Tliird.  the  price  pressures  on  both  food  and 
industrial  materials  hit  us  with  special  force  in  1973  becau.se  of  the  devaluation 
of  the  dollar.  The  T'nited  States  suddenly  l>ecame  a  much  more^  attractive  soun-e 
of  supply  in  world  markets  becau.se  of  the  change  in  exchange  rates.  The  foot! 
and  material  price  pressures  were,  tiierefore.  felt  liere  with  great  intensity. 
Fourth,  late  in  the  year,  some  of  the  Persian  Gulf  nations  use<l  tlieir  monopoly 
power  to  triple  the  price  of  crude  oil. 

Together,  these  four  special  factors  produced  an  enormous  surge  of  cnm- 
modity  inflation  in  the  United  States,  a  surge  that  came  on  top  of  a  more 
general,  but  not  so  rampant,  "underlying"  (or  monetary)  rate  of  inflation. 
During  tlie  course  of  1973,  consumer  i)rices  went  up  aliout  9  percent.  Tliis  was 
split,  more  or  less  evenly,  between  the  commodity  and  the  underlying  inflation. 
This  split  can  be  measured  in  a  couple  of  ways.  For  example,  the  Consumer 
Price  Index  can  be  disaggregated  to  sei»arate  ()Ut  the  food  and  energy  components 
from  other  prices.  Alternatively,  tlie  calculation  can  lie  made  by  looking  at  wage 
increa.ses — the  other  side  of  tiie  inflationary  coin — and  sulitracting  out  tlie 
3-percent  longrun  growth  trend  for  productivity.  Both  of  these  calculations  show 
an  underlying  inflation  of  about  4-5  percent  for  1973. 

Near-term  prospects 

The  commodity  price  explosion  is  continuing  into  early  1974.  Looking  ahead, 
however,  I  .see  no  sound  basis  for  projecting  prices  of  foods  and  fuel  and  raw 
materials  to  continue  their  rapid  climb  indefinitely.  Tliere  is  a  long  liistory  of 
wide  swings  in  commodity  i)rices,  i.e..  major  movements  in  both  directions.  But 
even  without  assuming  a  drop  in  commodity  prices,  just  the  end  of  the  upsurge 
would  have  the  effe<'t  of  cutting  our  rate  of  inflation  approximately  in  half. 

Wifli  food  and  oil  production  rising,  and  with  world  economic  growth  .*<lowing 
sharply  in  1974,  we  are  looking  for  this  kind  of  a  change  in  tlie  inflation  picture. 
When?  Well,  there  are  a  few  scattered  signs  in  the  commodity  markets  already— 
e.g..  wheat  lias  fallen  almost  25  percent  in  tlie  past  5  weeks,  and  tiie  Dow  .Tones 
Commodity  Index  is  down  aliout  10  jiercent  since  late  PVbruary.  But  those  signs 
are  not  at  all  conclusive  yet.  and  tliere  is  too  niucli  volatility  in  tlic^^e  markets 
to  be  sure  that  the  corner  lias  been  turned.  However,  a  deceleration  should  come 
sometime  during  1974. 

There  is.  however,  one  serious  threat  to  this  scenario :  the  threat  of  a  wage 
explosion.  If  wage  .settlements  were  .suddenly  to  accelerate,  to  surge  upward 
by  4  or  5  percentage  points  in  a  vain  attempt  to  catch  up  with  the  commodity 
inflation,  and  if  Government  policies  were  to  accommodate  this  wage  explo.sion. 
then  the  subsidence  of  inflation  we  are  postulating  would  not  take  place.  We 
would,  in  effect,  liuild  the  commodity  inflation  into  the  underlving  rate  of 
inflation. 

At  present  there  are  no  signs  that  a  wage  explosion  is  developing.  There  has 
been  an  uiicreep  in  wage  settlements  from  last  year  to  this  year,  but  it  has 
been  modest  in  .size.  With  unemployment  above  5  percent,  it  is  doubtful  that  the 
labor  market  is  tight  enough  to  support  an  upsurge  in  the  pattern  of  wage  settle- 
ments. 

Consequently,  there  seems  to  be  a  fairly  good  chance  to  get  the  rate  of  infla- 
tion down  to  a  less  breathtaking  rate  than  the  two-digit  increases  we've  been 
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experiencing  lately.  But  while  any  and  all  improvement  is  most  welcome,  the 
thought  of  a  continuing  inflation  of  5  percent  or  so  is  hardly  a  happy  thought. 
It  raises  the  question  of  what  else  can  be  done,  other  than  following  responsible 
fiscal  and  monetary  policies  and  waiting  impatiently  for  the  commodity  inflation 
to  run  its  course. 

Supply  management 

One  thing  that  can  and  is  being  done  is  "supply  management."  Economists 
often  refer  to  fiscal  and  monetary  policies  as  "demand  management" ;  supply 
management  is  the  same  kind  of  thing  on  the  other  side  of  the  economic  equation. 
Supply  management  does  not  carry  the  same  kind  of  weight  that  demand  man- 
agement does,  but  it  is  a  useful  set  of  policies  and  can  make  a  meaningful  con- 
tribution in  pursuit  of  our  economic  goals. 

The  most  dramatic  example  of  what  has  been  achieved  in  supply  manage- 
ment is  the  complete  turnaround  in  Government  farm  policies.  As  recently  as  2 
years  ago,  the  basic  thrust  of  our  farm  policies  was  to  restrict  farm  output  for  the 
purpose  of  maintaining  farm  prices  and  thereby  farm  income.  Today,  virtually 
all  the  stops  are  out  on  crop  production.  Planting  restrictions  on  all  the  major 
crops  have  been  completely  removed.  And  the  results  reflect  the  change  in  policy. 
We  had  a  big  increase  in  crop  production  in  1973,  and  given  normal  weather, 
we'll  have  an  even  larger  increase  this  year. 

Supply  management  policies  were  also  used  in  other  sectors  of  the  economy 
where  price  pressures  were  strong.  For  example,  the  Forest  Service  increased 
the  timber  cut  from  public  lands,  and  surplus  metals  and  other  commodities 
were  sold  from  Government  stockpiles.  A  long  and  rather  interesting  list  of  the 
supply-increasing  actions  taken  during  1973  is  contained  in  the  Annual  Report 
of  the  Council  of  Economic  Advisers  (p.  95) . 

Direct  price  and  wage  controls 

Another  anti-inflation  policy  that  has  been  used — and  for  which  a  certain 
amount  of  enchantment  still  exists  in  the  United  States — is  direct  price  and 
wage  controls.  Throughout  history,  the  idea  that  direct  controls  could  hold 
prices  stable  has  had  repeated  trials.  Let  me  refer  you  to  just  two  of  them :  the 
Roman  Emperor  Diocletian's  Edictum  de  pretiis  in  A.D.  301,  and  the  various 
attempts  to  control  prices  that  the  American  colonies  made  during  the  Revolu- 
tionary War  period.  I  have  attached  an  excerpt  from  Will  Durant's  "Caesar 
and  Christ,"  which  summarizes  the  early  Roman  effort  quite  succinctly. 

In  301  Diocletian  and  his  colleagues  issued  an  Edictum  de  pretiis,  dictating  maximum 
legal  prices  or  wages  for  all  important  articles  or  services  in  the  Empire.  Its  preamble 
attacks  monopolists  who,  in  an  "economy  of  scarcity,"  hart  kept  goods  from  the  market  to 
raise  prices  :   .   .   .   . 

The  Edict  was  until  our  time  the  most  famous  example  of  an  attempt  to  replace  economic 
laws  by  governmental  decrees.  Its  failure  was  rapid  and  complete.  Tradesmen  concealed 
their  commodities,  scarcities  became  more  acute  than  before,  Diocletian  himself  was 
accused  of  conniving  at  a  rise  in  prices,  riots  occurred,  and  the  Edict  had  to  be  relaxed 
to  restore  production  and  distribution.  It  was  finally  revoked  by  Constantlne. 

The  weakness  of  this  managed  economy  lay  In  Its  administrative  cost.  The  required 
bureaucracy  was  so  extensive  that  Laetantlus,  doubtless  with  political  license,  estimated 
it  at  half  the  population.  The  bureaucrats  found  their  task  too  great  for  human  Integrity, 
their  surveillance  too  sporadic  for  the  evasive  ingenuity  of  men.  To  support  the  bureaucracy, 
the  court,  the  army,  the  building  program,  and  the  dole,  taxation  rose  to  unprecedented 
peaks  of  ubiquitous  continuity. 

— From  Caesar  and  Christ,  bv  Will  Durant,  New  York,  Simon  and  Shuster,  1944.  pp. 
642-64,3. 

For  an  account  of  the  controls  applied  during  the  American  Revolution.  I  rec- 
ommend to  you  an  article  by  Jonathan  Grossman  in  the  September  1073  Monthly 
Labor  Review,  which  is  quite  interesting  and  even  entertaining. 

The  modern  American  experience  with  controls  has  been  in  place  now  for  over 
21/2  years.  As  I  see  it,  tliere  is  little  evidence  to  suggest  that  we  liave  had  any 
more  success  in  stabilizing  prices  than  all  of  the  earlier  tries  in  history. 

In  making  an  assessment  of  the  economic  staitilization  i)rogram,  there  are  tliree 
or  four  basic  questions  that  should  be  answered:  Were  the  controls  effective? 
Did  they  do  any  harm  to  the  economy?  What  was  the  compliance  record  of  the 
controls?  Were  they  fair? 

In  my  view,  the  controls  had  only  a  small  impact  on  the  average  changes  in 
prices  and  wages  since  August  1971.  Unquestionably,  there  was  some  impact  on 
both  prices  and  wages  during  the  first  year  or  so  of  the  stabilization  program. 
T  would  say,  without  trying  to  be  too  precise,  that  the  country  went  from  about 
a  5-percent  inflation  rate  in  the  year  and  a  lialf  before  controls  to  a  roughly  3%- 
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percent  inflation  rate  in  1972.  Wliat  part  of  that  decline  can  be  attril>ute(l  to  con- 
trols is  conjectural,  because  the  controls  interacted  with  other  economic  conditions 
in  a  way  that  does  not  allow  their  separate  effects  to  be  disentangled.  However.  I 
would  certainly  not  assign  to  the  controls  a  dominant  part  of  that  decline. 

In  effect,  the  controls  program  was  a  successful  use  of  siiock  therapy.  In 
August  of  1971,  conditions  were  right  for  some  kind  of  economic  policy  action 
beyond  what  was  already  in  place.  The  country  was  ready  for  it.  In  addition, 
economic  conditions  were  right  for  a  decline  of  inflation  on  both  the  price  and 
wage  sides.  First,  the  excess  demand  of  1968  had  been  eliminated  and,  in  fact, 
some  economic  slack  had  existed  for  a  period  of  time.  Second,  the  economic  di.s- 
loeations  and  imbalances  that  had  developed  during  the  previous  o  years  of 
inflation — especially  on  the  wage  side,  where  the  relative  economic  positions  of 
different  groups  had  gotten  far  out  of  line  earlier — were  mostly  restored.  All  it 
took  was  something  to  .set  the  economic  forces  in  motion.  That  something  was 
the  controls  program,  which  acted  as  a  catalyst  and  touched  off  the  deceleration 
of  inflation. 

To  my  mind,  then,  it  was  the  imposition  of  controls,  more  than  the  particular 
design  of  the  program  or  the  particular  policies  that  were  applied  within  the 
program,  that  accounted  for  the  contribution  that  the  stabilization  program  made 
to  the  diminution  of  inflation.  It  was  tlie  fact  of  controls,  more  tiian  tiieir  form, 
that  did  the  job. 

Beyond  that  first  result,  say  beyond  the  first  year,  I  do  not  see  that  the  stabili- 
zation program  has,  on  balance,  had  any  significant  favorable  impact  on  the  rate 
of  inflation.  Yes,  prices  have  been  suppre.ssed  in  .»Jome  industries,  and  here  and 
there  wages  too,  but  generally  this  represented  a  delaying  action,  and  not  really 
enough  of  a  delay  to  have  more  than  a  marginal  and  transitory  impact  on  the 
overall  rate  of  inflation. 

There  are,  however,  two  notable  exceptions  to  my  general  assessment  that  the 
controls  made  only  a  modest  contrii)Ution  to  the  inflation  tight  in  1!>72  and  rather 
little  since  then.  Those  exceptions  are  construction  and  health.  The  Construction 
Industry  Stabilization  Committee,  which  predates  the  stabilization  program, 
played  the  crucial  role  in  reducing  wage  settlements  from  around  IS  percent  in 
1970  to  about  ri  percent  recently.  In  the  health  industry,  there  is  also  reason  to 
believe  that  the  controls  played  an  instrumental  role  in  the  marked  slowdown 
of  the  cost  trend  in  medical  services. 

Where  prices  of  various  products  were  suppressed,  the  controls  did  produce 
some  economic  distortions.  The  most  famous — or  infamous — example  (itecause 
it  was  documented  on  television  news)  is  the  destruction  of  l>alty  chickens  at  the 
beginning  of  the  second  price  freeze  in  .Tune  197."^.  when  iionltry  prices  were  frozen 
at  a  level  that  did  not  provide  for  a  profit  in  raising  chickens,  due  to  the  high 
cost  of  feed. 

There  were  also  a  number  of  situations  in  which  the  controls  program  produced 
a  two-tier  price  system  in  which  domestic  prices  were  held  well  below  the  world 
price.  This  created  an  incentive  for  Imsinessmen  to  sell  tiieir  jinKlucts  abroad, 
despite  the  need  for  tlio.se  produf"ts  here.  F«'rtilizer.  copjier  scrap,  and  i>etro- 
chemicals  were  the  most  prominent  examples,  but  tliere  were  many  others.  On 
occasion,  as  a  way  of  getting  around  the  regulations,  those  products  would  be 
exported  and  immediately  roiniported.  and  sometimes  those  exports  and  reim- 
ports took  place  only  on  paper  witli  the  goods  never  leaving  tlie  coiuitry. 

Also,  on  occasion,  "new  product.s" — really  only  minor  modifications  to  existing 
products — were  invented  to  get  around  the  controls,  as  was  done  in  the  lumber 
industry  in  1972.  When  the  meat  price  ceilings  were  in  effect,  last  spring  and 
summer,  the  supermarket  chains,  working  in  conjunction  with  the  packinghouses, 
devised  the  procedure  of  "custom  slaughtering."  in  which  the  normal  busine.ss 
practice  in  that  indu.stry  was  changed  by  having  the  supermarkets  buy  the  beef 
cattle  directly  and  contract  with  the  packinghouse  to  do  the  slaughtering  on  a 
fee  basis.  Al.so,  some  sellers  required  "tie-in"  sales,  in  wliicli  buyers  who  wante<l 
products  that  were  in  short  supply  were  also  re(|uired  to  take  a  specified  (piantity 
of  a  product  they  did  not  want :  this  practice  was  reported  in  the  steel  and  petro- 
chemical industries  la.st  year. 

In  some  industries,  companies  stopped  making  certain  low -profit  product  lines 
in  order  to  concentrate  prmluction  on— and  in  a  sen.se  force  their  customers  to 
purchase — products  that  carry  a  larger  markup.  Finally,  although  this  did  not 
become  a  significant  problem  during  the  stabilization  program,  there  is  no  doubt 
that  some  black-market  transactions  took  place  above  ceiling  prices.  The  basic 
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lesson  is  that  buyers  and  sellers  can  always  find  ways  to  circumvent  the  regula- 
tions, often  to  the  detriment  of  the  efficiency  of  the  industry. 

Although  these  distortions  were  fairly  widespread,  I  do  not  see  evidence  to 
suggest  that  they  were  serious  from  an  economy-wide  point  of  view.  While  every 
businessman  has  his  own  favorite  story  of  the  problems  that  the  controls  caused, 
there  probably  is  no  basis  for  believing  that  the  basic  efficiency  of  the  economy 
suffered  because  of  it.  The  Cost  of  Living  Council  was  generally  alert  to  these 
problems  and  took  action  to  relieve  them  before  they  became  serious.  Further- 
more, it  is  difficult  to  look  at  the  ongoing  boom  in  plant  and  equipment  spending 
and  conclude  that  the  controls  program  inhibited  the  investment  plans  of  business- 
men. So,  overall,  while  the  distortions  were  widespread,  they  do  not  appear  to  have 
been  deeply  harmful  to  the  economy. 

As  a  footnote,  it  should  be  added  that  with  few  possible  exceptions  the  controls 
program  was  not  the  cause  of  the  many  shortages  in  the  economy  over  the  past 
year  and  a  half.  Those  shortages  were  basically  the  result  of  the  boom  in  business 
activity,  both  here  and  abroad.  The  controls  program  exacerbated  those  shortages 
in  a  number  of  cases,  but  it  was  not  the  initial  cause  of  them. 

A  couple  of  the  basic  lessons  that  price  theory  teaches  us  about  direct  controls 
on  prices  have  been  confirmed  by  our  recent  experience.  One  lesson  is  that  the 
longer  controls  last,  the  more  economic  distortions  they  cause.  The  other  lesson 
is  that  the  problems  become  more  numerous  and  more  difficult  as  we  close  in  on 
full-capacity  operations.  A  telling  piece  of  evidence  is  the  fact  that  the  major 
distortions  that  occurred  in  1972  were  reported  from  the  lumber  industry,  which 
was  operating  at  full  capacity  before  the  rest  of  the  economy  got  close  to  full 
utilization  of  its  resources. 

On  the  question  of  compliance  with  the  rules  and  regulations  of  the  stabilization 
program,  my  strong  impression  from  general  observation  is  that  compliance  with 
the  controls  program  has  been  rather  good  throughout.  I  suspect  that  the  number 
of  violations  has  increased  over  time  as  the  regulations  became  more  complex, 
but  I  doubt  that  this  deterioration  was  sufficient  to  alter  my  basic  conclusion. 

It  is  crucial  in  a  program  like  this  to  have  the  voluntary  compliance  of  the 
private  sector.  Partly  because  all  sectors  of  the  economy  looked  favorably  on  the 
program  at  its  inception,  I  think  we  have  had  this  compliance.  Without  it,  it 
would  not  be  possible  to  manage  a  program  of  price  and  wage  controls.  Legally, 
I  suspect  it  is  impossible  to  write  regulations  that  would  be  sufficiently  tight  and 
sufficiently  comprehensive  to  avoid  major  loopholes.  There  was  always  a  feeling 
at  the  Price  Commission,  for  example,  that  any  corporation  willing  to  invest  the 
time  and  effort  would  be  able  to  find  a  way  around  their  regulations.  From  the 
administrative  standpoint,  it  would  not  be  possible  to  hire  an  army  of  enforcers 
large  enough  to  keep  under  control  a  private  sector  that  did  not  want  to  be 
controlled.  The  key  to  compliance,  then,  is  a  program  that  is  widely  accepted 
throughout  the  society,  which  will  therefore  accord  to  it  a  high  measure  of 
voluntary  compliance. 

For  this  purpose,  too,  it  is  important  that  the  controls  be  perceived  as  fair 
and  equitable.  That  issue  has  been  raised  frequently  during  the  past  2%  years, 
almost  always  on  the  question  of  whether  the  controls  are  fair  between  labor  and 
business.  Charges  were  repeatedly  made  by  both  sides  that  the  regulations  and 
the  administration  of  the  program  were  giving  an  unfair  advantage  to  the  other 
side. 

This  question  is  almost  unanswerable.  There  are  no  simple  criteria  to  deter- 
mine what  a  fair  distribution  of  the  total  economic  pie  should  he  between  labor 
and  capital.  The  controls  program  was  designed  to  be  neutral  on  this  question ; 
that  is,  it  was  designed  to  provide  the  same  kind  of  result  that  would  have  taken 
place  in  the  absence  of  controls. 

As  best  I  can  judge,  the  program  worked  out  in  about  the  expected  fashion. 
There  is  normally  a  large  cyclical  swing  in  the  relative  shares  of  labor  and 
capital,  with  the  labor  share  rising  during  recessions  and  falling  during  expan- 
sions. The  change  that  has  taken  place  over  the  past  2%  years,  which  has  been 
a  period  of  strong  economic  expansion,  has  been  a  rise  in  capital  share  that 
would  seem  to  be  in  line  with  what  would  have  taken  place  in  the  absence  of 
controls. 

There  are,  however,  many  other  ways  in  which  a  controls  program  can  be 
inequitable.  Since  the  rules  called  for  different  administrative  treatment  for  large 
versus  small  companies,  there  was  a  major  opportunity  for  inequity  between 
them.  The  same  is  true  for  workers  who  are  organized,  versus  those  who  are  not. 
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On  the  one  hand,  although  generally  they  were  both  suliject  to  the  same  basic 
rules,  the  large  companies  and  the  large  labor  groups  were  subject  to  more 
stringent  administrative  control.  Notably,  they  were  subject  to  delays  in  the 
efifective  dates  that  their  price  and  wage  increases  became  eCFective.  Thus,  there 
is  some  validity  to  the  charge  that  the  program  discriminated  against  large  units. 
On  the  other  hand,  the  large  units  probably  have  an  advantage — an  economy  of 
scale — when  it  comes  to  interi>rfting  all  the  details  of  the  regulations  to  their 
own  advantage.  Many  luiances  of  the  regulations  probably  became  known  only  to 
the  large  firms  and  the  large  bargaining  units. 

Even  more  important,  there  is  a  great  possil)ility  in  any  controls  program  for 
interpersonal  and  intercompany  inequities.  Inevitably,  the  same  rules  will  lie 
interpreted  differently  by  different  persons  within  the  controls  program,  or  even 
by  the  same  person  at  different  times.  Tlie  possibilities  for  some  unfairness  to 
enter  are  endless ;  I  have  no  doubt  that  some  did.  How  extensive  these  inequities 
were,  however,  I  have  no  way  of  guessing. 

In  sum,  I  think  it  is  clear  that  I  have  a  rather  jaundiced  view  about  the 
efficacy  of  direct  price  and  wage  controls.  Like  most  things,  they  are  neither 
as  beneficial  as  their  proponents  suggest,  nor  as  evil  as  their  enemies  would  hixw 
you  believe.  But  in  the  end,  because  they  don't  really  contriimte  in  a  significant 
way  to  the  fight  against  inflation,  I  do  not  think  they  should  be  u.sed  as  a  general 
anti-inflation  tool. 

My  attitude  about  the  controls  is  summed  up  in  a  poem  that  was  brought  to  my 
attention  by  Jack  Grayson  :  "Tlie  Engineer"  by  A.  A.  Milne.  For  y<mr  amusement. 
I  have  attached  it  to  this  statement. 

"The  Engineer" 

Let  It  rabi  ! 
Who  cares? 
I've  a  train 
upstairs, 
with  a  brake 
which  I  make 
from  a  strlnp 
sorta  thine, 
which  works 
in  jerks, 
'cause  It  drops 
in  the  sprinp, 
which  .stops 
with  the  string, 
and  tho  wheels 
all  stick 
so  quick 
that  It  feels 
like  a  thing 
that  you  make 
with  a  brake, 
not  string  .... 

So  that's  what  I  make, 
when  the  day  Is  all  wet. 
It's  a  good  sort  of  brake 
but  It  hasn't  worked  yet. 
— A.  A.  Mir.NK. 

Summing  up 

In  the  end,  then,  we  are  left  with  the  budget  and  monetary  policy,  and  not  a 
whole  lot  more.  Supply  management  can  help  a  bit  in  coping  with  commodity 
shortages,  but  only  a  bit,  and  for  the  most  i>art  we  simply  need  the  patience  to 
await  development  of  a  viable  balance  between  demand  and  supply.  Most  of  the 
time  that  involves  a  longer  Avait  than  the  Nation  seems  willing  to  abide.  Simi- 
larly, direct  price  and  wage  controls,  while  they  may  be  useful  in  limited  areas 
under  special  circumstances,  provide  no  realistic  hope  of  contributing  to  the  anti- 
inflation  fight  for  the  economy  as  a  whole. 

The  burden  of  controlling  inflation  thus  remains  with  fiscal  and  monetary 
policies.  At  the  same  time,  the  burden  of  maximizing  and  stabilizing  production 
and  employment  also  rests  on  the  l)udget  and  on  monetary  policy.  And  in  the 
short  run  there  is  an  excruciatingly  difficult  trade-off  between  the  two  policy 
objectives. 

Over  the  past  decade,  we  have  taken  the  greater  risks  on  the  side  of  inflation. 
Consequently,  we  have  and  are  paying  the  price  of  that  risk-taking  in  the  form  of 
an  ongoing  rate  of  inflation  that  is  now  built  into  our  economy  at  around  H 
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percent  per  year.  In  reaching  that  position,  I  doubt  that  we  made  a  good  bargain 
with  ourselves. 

But  what  of  the  next  bargain,  that  which  we  will  make  with  ourselves  for  the 
next  half-decade  or  decade?  The  correct  policy  is  easy  to  identify:  We  simply 
maintain  the  right  balance  between  the  employment  risks  and  the  inflation  risks. 

I  hardly  need  to  mention  that  achieving  that  policy  is  not  as  simple  a  matter  as 
identifying  it.  The  social  and  political  pressures  to  give  the  full-employment  goal 
precedence  over  the  inflation  goal  seem  almost  as  strong  as  ever.  We  seem  to 
have  a  penchant  for  more  monetary  expansion  and  more  Federal  spending  (or 
less  taxing)  than  I  would  regard  as  justified  on  economic  policy  grounds. 

For  these  reasons,  and  because  our  present  inflation  has  become  so  deeply 
embedded,  rooting  it  out  of  our  economic  system  will  require  a  very  long  and 
arduous  effort.  But  the  pursuit  of  price  stability  is  a  goal  of  great  importance. 
It  is  a  goal  that  is  worth  staying  the  long  course  to  achieve. 


Exhibit  19. — Statement  by  General  Counsel  Schmults,  May  14,  1974,  before  the 
Subcommittee  on  Business,  Commerce,  and  Taxation  of  the  House  Committee 
on  the  District  of  Columbia,  on  H.R.  7414,  to  establish  a  District  of  Columbia 
Development  Bank 

Mr.  Chairman,  I  am  pleased  to  be  here  today  to  express  the  administration's 
strong  support  of  legislation  to  establish  a  District  of  Columbia  Development 
Bank. 

H.R.  7414  incorporates  legislation  proposed  by  the  administration  in  the  92d 
Congress.  The  proposal  submitted  to  the  93d  Congress  by  the  Secretary  of  the 
Treasury  on  September  6,  1973,  differs  from  H.R.  7414  only  in  that  language  limit- 
ing the  bank's  assistance  solely  to  projects  located  within  the  District  of 
Columbia  h"as  been  strengthened. 

The  purpose  of  this  legislation  is  to  establish  a  new  financial  institution — ^the 
D.C.  Development  Bank — as  a  vehicle  to  mobilize  private  resources  to  deal  with 
problems  of  economic  development  in  the  District  of  Columbia. 

The  bill  would  create  a  private  corporation  to  be  known  as  the  District  of 
Columbia  Development  Bank.  The  bank  would  have  a  board  of  directors  con- 
sisting of  11  persons :  the  Commissioner  of  the  District  of  Columbia,  the  Chair- 
man of  the  District  of  Columbia  Council,  three  officers  or  employees  of  the 
United  States  or  the  District  government  designated  by  the  President,  and  six 
directors  elected  by  the  shareholders  of  the  bank.  One  of  the  elected  members 
would  be  selected  by  the  board  to  serve  as  its  chairman.  The  board  would  ap- 
point a  president  of  the  bank  to  serve  as  the  bank's  chief  executive  officer. 

The  bank  would  assist  economic  development  projects  embracing  housing, 
commerce,  and  industry  by  mobilizing  the  capital  and  expertise  of  the  private 
sector,  serving  as  a  catalyst  and  lender  of  last  resort. 

The  bank  would  be  authorized  to  provide  technical  assistance  and  training  in 
the  preparation  and  implementation  of  comprehensive  development  programs, 
including  formulation  of  specific  project  proposals. 

The  bank  would  be  authorized  to  purchase  debt  obligations  and  equity  in- 
struments, and  to  guarantee  debt  obligations.  Loans  and  equity  investments  would 
be  made  in  accordance  with  sound  and  prudent  development  banking  principles, 
and  would  be  made  with  the  objective  of  assuring  a  reasonable  return  on  the 
invested  funds,  consistent  with  the  achievement  of  economic  development  goals. 

In  carrying  out  its  functions  the  bank  could  assist  projects  which  are  innova- 
tive, which  involve  special  risk  situations,  which  are  of  unusually  large  scale, 
or  which  would  be  feasible  only  if  financed  collectively  or  fully  committed  in 
advance.  All  projects  receiving  bank  assistance  would  be  designed  to  enhance 
existing  or  future  development  plans  of  the  District  and  to  increase  the  em- 
ployment and  economic  opportunities  of  District  residents. 

The  bank  would  use  its  capital  and  borrowed  funds  as  startup  or  seed  money 
for  development  projects,  and  the  bank  would  seek  to  induce  other  lenders  and 
investors  to  provide  the  bulk  of  the  financing  necessary  for  such  projects. 

The  bank's  function,  thus,  would  be  to  assume  the  lead  role  in  putting  the 
project  "package"  together,  through  assistance  in  obtaining  any  necessary  Fed- 
eral and  District  approvals,  infrastructure  grants,  or  other  public  investment. 
Then  the  bank  would  help  arrange  for  private  financing  and  equity,  and,  if 
necessary,  provide  bank  loan  funds  and  equity  participation. 
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The  bank  would  not  be  in  competition  with  private  bankers,  developers,  busi- 
nessmen, government  agencies,  or  community  groups.  Rather,  it  would  be  a 
logical  and  necessary  complement  to  their  efforts  in  obtaining  the  necessary 
approvals  and  financing  for  projects  of  difficult  implementation. 

The  bank  would  be  expected  to  obtain  it.s  capital  entirely  from  private  sources 
through  the  sale  of  common  stock  and  issuance  of  debt  obligations.  At  least 
one-half  of  the  amount  of  common  stfX'k  subscriptions  would  be  paid  into  the 
bank  at  the  time  of  subscriptions  with  the  remainder  to  be  paid  within  2  years 
after  subscription.  The  bank  would  be  authorized  to  borrow  up  to  15  times  the 
bank's  capital  and  surplus. 

In  addition,  the  bank  would  be  authorized  to  issue  obligations  to  the  Treasury 
after  the  bank  has  at  least  $2  million  in  paid-in  capital.  This  source  would  be 
used  only  as  standby  support  for  the  bank's  borrowings  in  the  public  market. 
The  Treasury's  purchases  could  not  exceed  the  lesser  of  twice  the  amount  of  the 
bank's  capital,  or  $10  million.  The  interest  rate  on  these  issues  to  the  Treasury 
would  be  based  on  the  rates  paid  by  the  bank  on  its  other  obligations,  but  not 
less  than  the  average  yield  on  outstanding  Treasury  obligations  of  comparable 
maturity. 

The  bank  would  be  allowed  to  pay  its  stockholders  dividends  in  years  that  it 
has  net  earnings  and  has  no  outstanding  borrowings  from  the  Treasury.  The 
bank's  earnings  and  diNidends  and  interest  on  the  bank's  obligations  would  be 
fully  subject  to  local  and  Federal  taxes. 

Frequently  in  the  past  proposed  solutions  for  the  problems  of  community 
economic  development  were  simply  propo.sals  to  approi)riate  increasing  amounts 
of  Federal  fimds.  Too  little  thought  and  attention  was  given  to  the  availability 
of  private  financial  re.sources  or  to  the  capacity  of  the  intended  recipients  of  the 
proposed  Federal  financial  assistance  to  match  such  a.ssistance  with  community 
development  needs.  The  proposed  D.C.  Development  Bank  would  seek  to  fill 
the  gap  between  needs  and  available  resources,  to  catalyze  hx-al  efforts,  and  to 
guide  local  project  sponsors  through  the  steps  necessary  for  successful  project 
completion. 

The  role  of  the  Federal  Government  in  the  bank  would  be  limited.  No  appro- 
priations of  Federal  funds  would  be  authorized.  Yet,  the  Federal  charter  pro- 
vided by  the  enactment  of  the  bill  would  be  indicative  of  general  Federal  sup- 
port, and  the  modest  standby  authority  for  the  bank  to  borrow  from  Treasury 
would  help  to  provide  the  assurances  necessary  for  the  bank  to  issue  its  own 
obligations  in  the  market.  The  provision  for  possible  designation  of  Federal 
officers  or  employees  to  the  board  of  directors  of  the  bank  would  provide  a  formal 
means  for  the  bank  to  maintain  direct  contact  with  the  Federal  Government. 

In  conclusion,  Mr.  Chairman,  the  D.C.  Development  Bank  is  sound  and  con- 
structive legislation  from  the  standpoint  of  both  the  Feileral  Government  and  the 
District  of  Columbia.  This  legislation  will  fill  a  serious  gap  in  our  present  delivery 
system  and  will  further  our  common  efforts  to  promote  the  economic  develop- 
ment of  the  District  of  Columbia. 


Exhibit  20. — Response  of  Secretary  Simon,  June  11.  1974,  at  the  House  Banking 
and  Currency  Subcommittee  hearing  when  asked  about  U.S.  policy  with 
respect  to  domestic  gold  ownership 

Today  U.S.  producers  of  gold  are  free  to  sell  it  at  world  market  prices. 
U.S.  citizens  are  free  to  buy  gold  for  industrial,  artistic,  and  numismatic  col- 
lection purposes.  For  this  last  purpose,  coin  collecting,  it  is  now  possible  to  buy 
gold  in  the  United  States  in  coin  form  at  less  than  10  percent  above  its  bullion 
value  in  the  world  market. 

At  the  appropriate  time  I  believe  that  the  existing  restrictions  on  U.S.  citi- 
zens' investing  in  gold  in  bullion  form  should  be  removed.  Restrictions  on  the 
freedom  of  U.S.  citizens  are  repugnant  to  me  and  should  be  retained  only  with 
clear  justification.  The  principal  original  justification  for  the  restrictions  in 
the  thirties  obviously  is  not  our  current  problem.  And  permission  for  U.S.  citi- 
zens to  invest  in  gold  could  actually  have  an  appreciable  anti-inflationary  impact 
in  the  United  States  if  the  change  were  introduced  at  a  time  when  it  did  not 
contribute  to  market  uncertainty  and  if  the  United  States  sold  gold  from  Gov- 
ernment-held stocks  to  meet  some  or  all  of  the  new  investment  demand. 

I  do  not  believe,  on  the  other  hand,  that  it  would  be  wise  for  the  Congress 
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to  legislate  removal  of  the  existing  gold  restrictions  on  a  certain  date.  Such 
legislated  inflexibility  could  hamper  the  U.S.  representatives  in  negotiations 
which  are  underway  right  now.  Such  legislation  could  force  removal  of  the 
restrictions  at  a  time  when  the  action  might  happen  to  exacerbate  a  disturbed 
situation  either  in  U.S.  markets  or  in  international  markets  in  which  we 
have  a  vital  interest. 

The  President  already  has  the  authority  [Public  Law  9.3-110,  September  21. 
1973]  to  remove  the  gold  restrictions  when  the  step  can  be  taken  without  serious 
disturbance.  My  own  desire  is  that  I  will  be  able  to  recommend  that  he  do  so — 
and  that  he  will — before  the  end  of  this  year  unless  there  are  new  damaging 
developments  in  economic  affairs  that  indicate  that  the  step  should  not  be 
taken.  I  urge  you  to  have  sufficient  faith  to  leave  to  us  the  choice  of  a  date 
when  the  change  can  be  made  without  potential  damage  to  our  economy. 


Exhibit  21. — Remarks  of  Assistant  Secretary  Fiedler,  June  11,  1974,  before  the 
11th  Annual  Forecasting  Conference,  cosponsored  by  the  Chicago  Chapter 
of  the  American  Statistical  Association,  the  College  of  Business  Administra- 
tion, University  of  Illinois,  and  the  Chicago  Association  of  Commerce  and  In- 
dustry, Chicago,  111.,  entitled  "On  Practicing  That  Old-Time  Religion" 

Economic  policy  has  a  theme  song  I  The  song  is  "That  Old-Time  Religion."  It's 
not  new  and  it's  not  especially  melodious  but.  considering  what  an  arcane 
subject  economic  i)oLicy  is.  the  lyrics  are  surprisingly  descriptive. 

In  the  fight  against  inflation,  the  administration  has  emphasized  farm  and 
energy  policies  that  maximize  food  and  fuel  production.  It  has  called  for  greater 
fiscal  discipline  in  the  form  of  a  move  toward  a  balanced  budget.  It  has  ap- 
plauded the  monetary  restraint  of  the  Federal  Reserve.  And  it  has  cited  the 
need  for  more  saving  and  investment.  Certainly  all  of  these  reflect  the  image 
of  "that  old-time  religion."'  The  administration  has  also  forsworn  gimmicks 
such  as  wage  and  price  controls  that  attack  the  symptoms  of  inflation  but  not 
its  fundamental  causes,  and  this  too  is  consistent  with  "that  old-time  religion." 
Thus,  the  theme  song  seems  quite  appropriate  to  current  economic  policy. 

However,  as  with  any  simple  theme  or  slogan — no  matter  how  useful  they 
may  be  in  terms  of  instant  public  recognition — there  is  the  danger  of  over- 
simplification. For  example,  "that  old-time  religion"  might  be  misinterpreted 
to  mean  that  the  administration  will  pursue  the  orthodoxy  of  a  balanced  budget 
with  an  unswerving  theological  devotion  that  ignores  the  level  and  direction  of 
unemployment. 

That  is.  of  course,  not  the  case.  Our  purpose  is.  rather,  to  bring  to  economic 
policy  a  better  balance  between  the  often  conflicting  goals  of  full  employment  and 
price  stability.  Through  the  postwar  period,  policy  has  almost  always  been 
tilted  toward  maximizing  employment,  while  paying  much  less  attention  to 
the  inflationary  consequences.  "That  old-time  religion"  will  not  abandon  the 
employment  goal,  but  will  raise  the  anti-inflation  priority  to  the  same  level 
as  full  employment. 

What  is  full  employment? 

But  to  state  that  both  goals  should  have  high  priority  does  not  solve  the 
central  economic  issue  of  how  the  trade-off  between  them  should  be  reached. 
Some  years  ago.  many  students  of  economic  policy  thought  that  4  percent  unem- 
ployment would  provide  a  fair  compromise,  i.e.,  reasonably  full  employment  and 
reasonable  price  stability. 

More  recently,  serious  questions  have  been  raised  about  the  4-percent  unem- 
ployment goal.  A  variety  of  changes  have  taken  place  in  the  economy,  most  of 
which  appear  to  have  raised  the  unemployment  rate  that  would  be  associated 
with  an  acceptable  unemployment-inflation   trade-off. 

Perhaps  the  most  important  of  these  changes  is  the  shift  in  the  composition 
of  the  labor  force,  which  now  includes  many  more  persons — teenagers  and 
working  wives,  especially — whose  attachment  to  the  work  force  is  less  perma- 
nent and  who  move  in  and  out  of  jobs  more  frequently  than  other  workers. 
This  compositional  shift  has  raised  the  average  level  of  unemployment  asso- 
ciated with  a  given  balance  of  economic  demand  and  capacity. 

Other  changes  in  the  economy,  such  as  the  improved  protection  that  workers 
now  have  against  the  hardships  of  unemployment,  have  moved  in  the  same 
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direction.  However,  there  are  also  changes  that  work  the  opposite  way  ;  for 
example,  the  occupational  and  industrial  composition  of  the  economy  have 
both  moved  in  the  direction  of  lower  unemployment. 

Where  all  this  comes  out  is  not  easy  t^  say.  Some  analysts  have  used  calcu- 
lations based  on  the  shift  in  the  age-sex  distribution  of  the  labor  force  to  sug- 
gest that  the  "acceptable"  unemployment  rate  is  now  ab<:>ut  three-quarters  of 
a  percentage  point  higher  than  in  the  middle  1950's  ;  if  4  percent  was  appropriate 
then,  4%  percent  is  appropriate  now.  My  own  view  is  that  such  calculations 
are  dubious,  essentially  because  they  account  for  changes  in  only  two  of  the 
many  dimensions  of  our  economy.  The  most  we  can  .say,  I  l>t*lieve.  is  that  stimu- 
lative fiscal  and  monetary  policies  should  not  endeavor  to  reduce  the  unemploy- 
ment rate  as  far  as  was  once  thought  appropriate. 

The  different  facets  of  full  employment 

There  is,  however,  a  still  more  fundamental  issue  that  should  be  raised  about 
the  trade-off  between  unemployment  and  inflation.  That  issue  is  whether  we  are 
even  asking  the  right  question.  In  part,  it  seems  to  me  the  answer  is  that  we 
are  not. 

Basically,  we  think  about  economic  policy  as  follows :  When  the  economy 
is  weak  and  inflation  is  subdued,  fiscal  and  monetary  stimulus  should  l>e  used 
to  increase  demand  until  the  economy  reaches  the  limits  of  its  capacity  to 
produce  at  reasonably  stable  prices.  Our  basic  error  in  this  is  that  we  almost 
always  think  of  the  limits  of  economic  capacity  in  terms  of  the  unemployment 
rate. 

But  surely  this  is  too  narrow  a  view  of  the  cyclical  limits  of  economic  expan- 
sion. One  only  has  to  review  our  postwar  history  to  see  that  our  economic 
booms  did  not  come  to  an  end  solely  l»ecause  we  reached  the  limits  of  expansion 
in  the  labor  markets,  but  for  a  variety  of  different  rea.sous.  The  1973  expansion, 
for  example,  was  choked  off  by  a  severe  shortage  of  processing  capacity  for  basic 
materials.  In  1966.  on  the  other  hand,  it  was  a  severe  congestion  in  the  financial 
markets  that  brought  the  expansion  to  a  temporary  halt ;  we  reached  what 
might  be  called  "financial  full  employment." 

In  196S-69.  when  the  unemployment  rate  declined  to  l>elow  3S  percent,  it 
seems  clear  that  the  economy  reached  its  cyclical  limits  primarily  in  terms  of 
full  employment  in  the  labor  markets.  For  the  1955-57  boom,  the  evidence  is 
mixed  :  the  labor  market  was  obviously  under  pressure  during  that  period,  but 
so  was  our  capital  stock,  probably  more  in  the  advanced-processing  industries 
than  in  basic  materials. 

I  do  not  mean  to  suggest  that  there  is  no  correlation  between  these  severaj 
facets  of  capacity  utilization:  quite  clearly  there  is.  When  we  move  toward  full 
employment  in  terms  of  the  labor  market  we  also  move  toward  full  utilization 
of  our  capital  stock,  and  of  our  financial  markets.  But  the  evidence  is  strong. 
I  think,  that  there  is  much  less  than  perfect  harmony  among  these  measures. 
At  one  time,  one  will  be  the  critical  variable  in  defining  the  limits  of  cyclical 
expansion  toward  which  economic  policy  should  l>e  focused.  At  another  time, 
it  is  a  different  facet  of  capacity  that  vr\\\  set  the  limits. 

This  whole  matter  is  further  complicated  by  two  additional  factors.  First, 
how  far  the  economy  can  expand  toward  its  productive  limits  depends  in  part 
on  the  nature  of  the  expansion,  especially  on  how  fast  and  how  well  balanced 
it  is.  The  1973  expansion,  for  example,  probably  took  place  at  a  creater  speed 
than  would  have  been  ideal.  Second,  the  cyclical  limits  on  expansion  are  deter- 
mined in  part  by  what  is  happening  to  the  economies  of  other  nations.  In  1973. 
all  of  the  industrialized  countries  experienced  boom  conditions  simultaneously — 
in  partictilar.  the  shortage  of  pr«>ces.<ing  capacity  for  basip  ni.iterials  was  critical 
throughout  the  world — and  this  fact  placed  additional  limits  on  the  ability  of 
the  American  economy  to  expand. 

I  do  not  know  any  simple  or  accurate  or  satisfactory  way  to  measure  where 
the  limits  of  capacity  are  under  each  of  these  different  facets  of  capacity 
utilization.  I  can  only  suggest  that  we  should  take  an  eclectic  and  cautious 
approach  to  .setting  economic  policy.  Furthermore.  I  feel  strongly  that  it  is  a 
serious  mistake  to  focus  so  narrowly  on  the  unemployment  factor  alone,  as  we 
so  often  do  when  thinking  about  this  trade-off. 

Certainly  it  is  misleading  to  measure,  as  we  do  now.  the  potential  output  of 
our  economv  ("Potential  GXP" — see  pasres  61  and  95  of  Business  Conditions 
Digest  1  only  in  terms  of  employment  and  labor  productivity.  That  sort  of 
measurement  suggests  that  we  are  satisfied  with  a  "production  function"  for 
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our  economy  based  solely  on  labor  input.  The  postwar  experience,  however, 
tells  us  how  important  it  is  to  take  explicit  account  of  a  variety  of  other  inputs, 
including  our  capital  stock,  materials,  and  perhaps  even  financial  resources. 

What  course  for  economic  policy? 

The  present  economic  situation  provides  a  particularly  telling  illustration  of 
how  an  exclusive  focus  on  unemployment  can  be  highly  misleading  in  formulating 
policy.  The  recent  weakness  in  economic  activity  has  raised  the  unemployment 
rate  from  around  4%  percent  last  summer  to  about  SVi  percent  now.  This  has 
suggested  to  some  that  fiscal  and  monetary  policy  should  be  eased  to  stimulate 
the  economy.  Indeed,  the  Senate  is  now  debating  a  bill  to  cut  taxes  by  some 
$5-7  billion  for  just  that  purpose. 

The  rise  in  unemployment,  however,  is  not  a  valid  signal  that  economic 
demand  is  now  falling  short  of  our  capacity  to  produce.  What  happened  is  that 
the  energy  crisis,  which  was  the  prime  source  of  the  economic  weakness,  brought 
about  a  simultaneous  decline  in  both  demand  and  capacity.  The  concern  about 
energy  availability  and  the  rise  in  prices  sharply  reduced  consumer  demand 
for  large  cars,  recreational  vehicles,  tourism,  utility  services,  and  the  like.  Simul- 
taneously, the  same  forces  neutralized  some  of  the  available  capacity  to  produce 
these  goods  and  services — at  least  temporarily.  For  example,  some  of  our  capacity 
to  produce  large  cars  is  of  no  value,  as  long  as  consumers  are  not  in  the  mood 
to  buy  them. 

Meanwhile,  in  the  rest  of  the  economy — outside  of  those  areas  directly  impacted 
by  the  energy  crisis,  and  except  also  for  housing — activity  has  continued  at  vir- 
tually flatout.  full  capacity.  Most  basic  materials  have  remained  in  short  supply 
and  unfilled  order  backlogs  have  continued  to  grow.  Both  are  clear  indications 
that  excess  demand  is  still  the  predominant  problem  of  businessmen — not  a  lack 
of  sales  or  new  orders.  Similarly,  inflationary  pressures  have  continued  to  be 
very  heavy. 

Accordingly,  a  tax  cut  is  not  the  right  medicine  for  the  present  situation. 
Putting  more  money  into  the  hands  of  consumers  would  do  little  to  increase 
production  or  employment.  All  it  would  do  is  add  to  the  already  strong  pressures 
on  prices. 

For  the  moment,  then,  there  is  not  much  that  can  be  done  through  general 
fiscal  and  monetary  policies  to  reduce  unemployment.  The  half-point  rise  in  the 
unemployment  rate — with  perhaps  a  bit  more  to  come — is  an  unwelcome  but 
unavoidable  result  of  the  energy  crisis. 

As  we  look  ahead  to  the  later  months  of  1974  and  to  1975,  the  most  reasonable 
expectations  are  that  the  economy  and  employment  will  experience  renewed 
growth.  We  are  hopeful  that  this  growth  will  be  vigorous  enough  to  cut  gradually 
into  the  unemployment  rate.  We  are  hopeful  also  that  this  growth  ■will  be  suffi- 
ciently well  balanced  so  that  the  oncoming  increases  in  productive  capacity  will 
accommodate  the  expansion,  while  also  permitting  a  gradual  subsidence  of  in- 
flationary pressures. 

But  this  is  a  complex,  unwieldy  and  amorphous  process,  fraught  with  risk. 
Difficulties  abound.  As  mentioned  earlier,  there  are  no  fully  satisfactory  measures 
for  the  different  facets  of  capacity  utilization  to  indicate  where  the  limits  of 
cyclical  expansion  are  likely  to  be  met.  Neither  is  there  any  useful  w-av  to  know 
iust  how,  in  line  with  the  precepts  of  "that  old-time  religion."  the  proper 
balance  is  to  be  struck  between  the  employment  and  inflation  goals.  Policymakers 
deserve  our  sympathy. 

On  the  other  hand,  nobody  ever  promised  them  a  rose  garden  ! 


Exhibit  22. — Article  by  Assistant  Secretary  Fiedler,  printed  in  The  Washington 
Post,  June  18,  1974,  entitled  "Holding  the  Line  on  Economic  Policy" 

The  central  issue  of  economic  policv  today  is  whether  taxes  should  be  cut 
to  encourage  consumer  spending  and  thereby  stimulate  the  economy.  The  idea 
appears  to  have  started  with  the  enerev-induced  setback  in  economic  activity 
and  rise  in  unemployment  that  took  place  around  the  turn  of  the  year. 

But  the  key  fact  about  the  weakness  in  the  economv  is  that  it  has  been  focused 
so  narrowly.  The  automobile  industrv  has  been  affected,  as  have  utilities  and 
tourism  and  other  fuel-related  activities.  Homebuilding  has  also  been  slower 
and.  in  response,  the  President  has  taken  action  to  provide  more  funds  for  the 
mortgage  markets. 
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Outside  of  those  areas,  however,  signs  of  weakness  have  been  scarce.  The 
major  problems  faced  by  businessmen  these  days  are  not  a  lack  of  sales  or 
new  orders,  but  rather  materials  shortages  and  delivery  delays. 

Some  proponents  of  a  tax  cut  have  argued  that  the  full-capacity/shortage 
situation  is  behind  us  and  that  demand  is  now  falling  below  our  capacity  to 
produce.  They  point  to  the  Federal  Reserve  Board's  index  of  capacity  utiliza- 
tion for  production  of  major  materials,  which  dwlined  by  a  couple  of  percentage 
points  from  the  fourth  quarter  to  the  first  (luarter. 

It  is  important,  however,  to  analyze  the  composition  of  that  index.  Si^ecifically, 
it  includes  petroleum  refining  and  raw  steel,  both  of  which  declined  for  si)ecial 
reasons.  For  the  other  major  materials,  the  indications  are  that  all  production 
facilities  continue  to  operate  at  virtually  full  capacity.  So  the  drop  in  the 
utilization  index  cannot  be  taken  as  a  sign  that  demand  weakness  has  replaced 
materials  shortages  as  the  basic  condition  of  the  economy. 

There  are  several  additional  pieces  of  evidence  to  support  this  view.  One  is 
the  unfilled  order  backlogs  of  durable  goods  manufacturers,  which  continue 
to  rise. 

Another  piece  of  evidence  is  the  behavior  of  industrial  purchasing  agents, 
who  are  still  making  commitments  farther  ahead  than  they  have  done  at  any 
time  in  the  past  20  years. 

In  this  situation,  if  taxes  were  cut,  the  extra  spending  that  would  be  generated 
would  not  do  much  to  boost  production  and  employment.  Instead,  it  would 
only  mean  more  dollars  chasing  goods  that  are  already  in  limited  supply — which 
would  simply  mean  more  inflation. 

And  it  is  the  problem  of  inflation  that  poses  the  other  crucial  question  about 
the  tax-cut  proposal.  I  would  argue  that  we  are  likely  to  see  .some  decline  in 
the  inflation  rate  during  the  cour.'^e  of  1974  with  or  without  a  tax  cut,  as  the 
worst  of  the  food,  fuel,  and  decontrol  price  pressures  gets  l>ehind  us. 

But  this  should  not  suggest  that  a  reduction  in  taxes  poses  no  inflationary 
threat.  Even  under  favorable  assumptions,  prices  are  likely  to  be  rising  at  some- 
thing like  a  6-percent  rate  at  yearend.  That  is  an  unacceptably  high  rate  of 
inflation  and,  if  taxes  are  cut  now,  even  that  degree  of  improvement  would  be 
.serioiLsly  jeopardized. 

Although  unemployment  may  ri.se  somewhat  further  in  the  months  immediately 
ahead — for  which  the  unemployment  compen.sation  system  should  be  strengrthened 
as  the  President  has  recommended — the  economy  should  resume  its  normal 
condition  of  growth  in  the  second  half  of  the  year. 

Accordingly,  the  risk  of  serious  and  prolonged  unemployment  is  small  but 
the  risk  of  accelerating  the  underlying  rate  of  inflation  is  substantial. 

It  is  difficult  to  argue  that  in  and  of  itself  a  cut  of  $~>  billion — in  the  context 
of  a  .$305  billion  budget  and  a  $1,400  billion  economy — would  add  substantially  to 
inflation. 

But  the  $5  billion  should  not  be  viewe<l  in  and  of  itself.  It  should  also  be 
considered  in  terms  of  the  signals  it  would  give  off.  If  taxes  were  cut,  Govern- 
ment departments  and  Congress  would  no  longer  feel  as  constrained  as  before 
to  hold  expenditures  within  limits. 

Mo.st  important,  the  private  sector  of  the  economy,  which  now  generally  believes 
that  the  $11  billion  budget  deficit  is  already  t<x)  inflationary-,  would  get  the  clear 
signal  that  the  Federal  Government  is  liasically  unconcerned  about  prices. 

In  the  past,  the  Government's  economic  policy  decisions  in  both  the  legislative 
and  executive  branches  have  almost  always  added  too  much  budgetary  stimulus 
to  the  economy,  while  ignoring  the  inflationary  consequences. 

To  come  down  on  that  side  of  the  equation  again,  i.e.,  to  cut  taxes  now,  would 
be  a  bad  mistake. 


Exhibit  23. — Statement  by  Secretary  Simon,  June  26.  1974,  before  the  Subcom- 
mittee on  Economic  Growth  of  the  Joint  Economic  Committee,  con'-crning 
long-term  economic  growth 

I  am  pleased  to  be  here  today  to  discuss  long-term  economic  growth  in  the 
United  States.  Issues  and  policies  that  focus  on  the  long  term  are  rarely  given 
sufficient  attention  in  the  Government — preoccupied  as  we  so  often  are  with 
the  2-  or  4-  or  6-year  election  cycle — so  I  am  especially  glad  to  have  this  oppor- 
tunity to  share  with  you  some  of  my  views  on  the  development  of  our  economy 
over  the  next  decade  or  so. 


424        1974    REPORT    OF   THE    SECRETARY    OF   THE'   TREiASURY 

I  do  not  believe  it  would  be  useful  to  present  to  you  a  detailed  set  of  numbers 
on  our  expectations  for  the  distant  future.  We  do  not  believe  that  projections 
of  long-term  growth  can  be  made  with  pinpoint  precision.  And  to  attempt  to  do 
so  in  detail  by  industry  would  only  be  an  exercise  in  futility  because  growth 
occurs  through  innovations  that  give  us  the  new  products  and  new  methods 
that  make  for  better  use  of  economic  resources.  The  specific  direction  of  these 
rapid  and  pervasive  changes  that  take  place  continually  in  the  technology  and 
structure  of  our  basically  private-decision  economy  can  never  be  predicted  in 
detail.  As  to  the  broad  path  of  future  growth,  however,  we  think  the  economic 
projections  for  1985  prepared  recently  by  the  Bureau  of  Labor  Statistics — and 
which  have  been  presented  to  you  earlier  in  these  hearings — seem  reasonable. 

The  critical  factor  in  these  projections  is  the  assumption  about  future  pro- 
ductivity growth.  The  processes  by  which  we  use  our  economic  resources  more  and 
more  efficiently  are  complex.  It  is  clear,  however,  that  investment  is  a  factor 
of  major  importance.  It  is  no  accident  that  economies,  such  as  Japan  or 
Germany,  that  devote  a  large  proportion  of  their  output  to  capital  formation 
have  also  experienced  rapid  gains  in  output  per  man-hour.  By  contrast,  the 
United  States  has  put  a  rather  small  share  of  its  output  into  new  plant  and 
equipment — among  industrialized  nations  the  smallest  share — and  has  had  a 
much  slower  rate  of  productivity  advance.  The  close  relationship  between  in- 
vestment and  productivity  growth  is  clearly  illustrated  in  the  table  below. 

International  comparisons  of  investment  and  productivity,  1960  through  1973 


Average  private 

Average  annual 

investment  as 

growth  in 

percent  of  GNP 

productivity 

(excluding 

(output  per 

defense 

man-liour) 

expenditures) 

Percent 

Percent 

18.0 

3.3 

22.4 

4.3 

33.4 

10.7 

24.9 

5.9 

26.2 

5.8 

21.4 

6.2 

18.9 

4.2 

24.2 

6.3 

20.5 

4.8 

United  States     _ 

Canada _ 

Japan 

France     

Germany 

Italy     -.-- - 

United  Kingdom _. 

OECD  less  United  States* 

AllOECD*       

*rigures  in  the  first  column  for  the  OECD  country  groups  represent  private  investment  as  a  percent 
of  GNP  including  defense  expenditures  and  cover  the  1960-1971  period  only.  Broader  and  more  current 
data  are  not  available  for  some  OECD  countries  other  than  those  listed  above.  Similarly,  productivity 
data  for  some  OECD  countries  other  than  those  Usled  above  are  available  only  through  1972. 

Sources:  OECD  and  national  sources;  Bureau  of  Labor  Statistics. 

Not  all  investment  is  in  machines  and  mortar.  We  also  invest  in  a  more  pro- 
ductive work  force  through  the  accumulation  of  more  "human  capital" — ^more 
education  and  better  health.  Indeed,  the  economic  value  of  this  intangible  capital 
formation  may  approach  the  value  of  our  stock  of  capital  more  conventionally 
defined. 

At  present,  both  these  forms  of  investment  are  on  the  rise.  Plant  and  equip- 
ment spending  has  been  increasing  since  1971,  though  not  with  as  much  vigor 
in  real  terms  as  the  economy  needs.  Similarly,  each  year's  new  entrants  into  the 
labor  force  have  more  education  and  are  generally  better  equipped  than  their 
predecessors  for  the  technological  challenges  of  the  future.  On  the  assumption 
that  these  trends  can  be  extended  and  strengthened,  I  believe  it  is  reasonable 
to  anticipate  that  productivity  will  continue  to  grow  at  a  rate  comparable  to  the 
historical  pattern — ^which  may  not  be  enough,  however,  given  the  pervasive 
demands  of  our  society  for  additional  economic  output. 

The  massive  challenge  of  the  future 

In  recent  years,  however,  there  have  been  several  developments  in  our  economy 
that  call  for  an  increase  in  capital  formation  at  a  considerably  higher  rate  than 
previously.  What  I  have  in  mind  are  the  enormous  capital  requirements  to  im- 
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prove  our  housing  stock,  to  provide  new  systems  of  urban  transportation,  to  re- 
build some  of  our  basic  industries,  to  clean  up  the  environment,  and  esi)ecially  to 
achieve  the  goals  of  Project  Independence.  These  programs  will  require  an  im- 
mense volume  of  new  investment  capital,  far  above  and  beyond  the  normal  re- 
quirements to  replace  aging  schools,  industrial  plants,  and  all  of  the  other  con- 
ventional needs. 

The  President  has  directed  the  Council  of  Economic  Advisers  to  undertake  a 
study  of  future  requirements  for  capital.  Without  trying  to  anticipate  the  out- 
come of  that  study,  I  would  like  to  discuss  briefly  my  own  view,  which  is  that 
the  economy  will  need  to  allocate  a  larger  proportion  of  its  output  to  capital  for- 
mation than  the  historical  average. 

If  this  capital  formation  is  to  occur,  it  must  be  financed.  And  on  the  saving 
side  of  this  issue,  there  are  two  crucial  problems.  One  is  inflation,  to  which  I 
shall  return  in  a  moment.  The  other  is  profits,  which  perform  a  crucial  func- 
tion in  this  economic  system  of  ours  and  which  are  a  major  source  of  invested 
capital.  Thus  profits  provide  both  the  incentive  and  the  wherewithal  for  new 
investment. 

Unfortunately,  however,  profits  are  frequently  not  seen  for  what  they  are, 
either  in  size  or  in  function.  Many  Americans  look  upon  profits  as  an  unneces- 
sary evil,  and  most  Americans  see  profits  as  being  of  much  greater  size  than  they 
are.  Sun-eys  show  that  the  typical  American  thinks  profits  account  for  about 
28  percent  of  the  sales  dollar.  If  that  were  so,  our  capital  needs  could  be  taken 
care  of  quite  easily.  The  fact  is,  however,  that  profits  take  less  than  5  cents  out 
of  each  dollar  of  sales.  In  some  key  industries,  like  food  retailing,  profit 
margins  are  as  low  as  1  percent  of  sales.  Thus  profits  alone  do  not  be^in  to 
cover  all  of  the  capital  requirements  of  industry,  although  they  are  the  source  of 
a  substantial  i>art  of  it.  And  profits  will  have  to  grow  substantially  to  make 
their  contribution  to  the  investment  neetls  of  future  years. 

The  important  link  betAveen  profits  and  capital  formation  is  clearly  illustrated 
by  the  critical  problems  of  electric  utilities.  Because  the  rate-making  authori- 
ties have  been  slow  to  react  to  skyrocketing  fuel,  capital  and  construction  costs, 
the  after-tax  earnings  and  cash  flow  of  the  industry  have  been  squeezed  at  a 
time  when  its  capital  requirements  are  growing  rapidly.  From  1964  to  1973,  the 
industry's  cash  flow  increased  from  "$3.3  billion  to  $5.9  billion,  while  capital  out- 
lays climbed  from  .$5.5  billion  to  $18.7  billion.  As  these  figures  .strongly  suggest, 
the  low  rates  of  profitability  allowed  by  the  rate-making  authorities  are  threaten- 
ing to  destroy  the  industry's  ability  to  raise  the  enormous  volume  of  capital 
it  needs  to  do  its  job.  The  electric  utilities  recjnire  higher  earnings  to  assure  that 
adequate  electric  power  is  available  for  all  of  us  in  the  future. 

In  1973.  after-tax  profits  of  all  cori>orations  increased  some  $15  billion,  or  27 
percent.  On  the  surface,  that  would  api^ear  to  be  a  sparkling  performance. 
However,  a  significant  part  of  that  increase  in  profits  represente<l  gains  in  in- 
ventory valuation  attributable  only  to  inflation.  That  important  element  of 
profits  did  not  represent  an  increased  flow  of  cash  available  for  new  investment. 
In  fact,  undistributed  corporate  profits — after  taking  account  of  the  inventory 
valuation  factor — increased  only  .$3  billion  last  year.  Furthermore,  at  $25.4  bil- 
lion for  1973.  they  were  still  below  the  1966  level  of  $27.4  billion.  Moreover,  if 
the  inflation  of  the  intervening  i>eriod  is  taken  into  account,  the  1973  total  is 
only  two-thirds  of  the  1966  level. 

My  concern  about  profits,  then,  has  two  aspects.  One  is  the  critical  impor- 
tance, in  terms  of  the  ability  of  this  country  to  meet  its  future  investment  needs, 
that  profits  grow  at  a  much'  more  healthy  pace  over  the  coming  years  than  they 
have  in  the  i>ast  7  years.  My  other  worrj-  here  is  that  the  negative  attitudes  about 
profits  held  by  many  Americans  might  become  a  part  of  public  policy.  We  must 
avoid  legislation  and  regulation  that  is  punitive  of  profits  honestly  earned.  The 
result  could  only  be  that  capital  formation  would  be  inhibited,  and  the  real  pur- 
chasing iwwer  of  wage  earners  Avould  rise  more  slowly. 

The  second  part  of  my  concern  about  the  ability  of  the  economy  to  meet  the 
savings  and  investment  demands  of  the  future  is  the  enormity  of  the  capital 
requirements  we  face.  Estimates  of  the  needs  of  the  energy  industry  alone 
for  new  capital  over  the  next  decade  range  from  three-quarters  to  1  trillion  dol- 
lars. Pollution  control  might  require  another  $100  billion.  The  cost  of  rebuilding 
basic  industries  .such  as  steel,  paper,  cement,  fertilizer,  zinc,  and  others,  where 
investment  has  languished  over  the  past  decade,  could  add  up  to  another  $50 
billion  or  more.  Urban  transportation,  housing,  and  other  major  programs  could 
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take  scores  of  billions  of  additional  capital.  And  all  of  these  needs  come  on 
top  of  conventional  requirements.  There  can  be  no  doubt  that  in  total  our  future 
capital  needs  represent  an  enormous  challenge. 

Meeting  the  challenge 

To  meet  this  challenge,  we  have  two  major  alternatives.  The  first  is  that  our 
increased  investment  requirements  for  energy  and  other  new  programs  could 
take  place  at  the  expense  of  conventional  capital  formation.  We  could,  in  other 
words,  divert  some  of  our  present  investment  to  these  new  requirements.  This 
would  have  serious  consequences.  Some  of  our  cherished  present  goals,  such  as 
rebuilding  the  housing  stock,  would  then  suffer.  And  generally  this  would  also 
result  in  a  slower  rate  of  overall  economic  growth,  at  least  as  conventionally 
measured. 

The  second  alternative  is  to  increase  the  share  of  total  economic  output  going 
into  investment.  That  is,  we  could  displace  some  of  our  present  consumption  or 
Government  expenditure  in  favor  of  the  added  investment.  Although  it  is  always 
uncomfortable  to  suggest  that  growth  in  consumer  spending  and  worthwhile  Gov- 
ernment programs  must  be  held  in  check,  we  feel  very  strongly  that  this  is  the 
preferred  alternative. 

Our  major  task,  then,  is  how  we  can  achieve  this  shift  from  consumer  and 
Government  expenditures  into  investment.  How  can  we  assure  that  our  pre- 
dominantly private-decision  economy  will  have  the  necessary  incentives  to 
increase  the  volume  of  saving  and  investment? 

By  far  the  most  important  thing  that  Government  can  do  to  encourage  saving 
and  investment  is  to  bring  inflation  luider  control.  This  is  one  of  the  major 
reasons  why  I  have  stated  so  many  times  that  inflation  is  our  number  one  eco- 
nomic problem. 

Inflation  is  the  bitter  enemy  of  the  saving-investment  process.  What  reason  is 
there  for  any  worker  to  put  aside  part  of  his  paycheck  every  week  if  his  return 
on  that  saving  is  no  higher — or  even  less — than  the  rate  of  inflation?  And  infla- 
tion distorts  investment  incentives  with  funds  going  into  speculative  ventures 
rather  than  basic  capital  formation. 

If,  however,  we  can  demonstrate  convincingly  to  the  private  sector  that  the 
Government  means  business  about  inflation,  that  we  are  pursuing  the  policies  that 
will  permit  a  gradual  subsidence  of  the  pace  at  which  prices  and  wages  are  rising, 
then  the  incentives  will  be  restored  for  orderly  and  vigorous  saving  and  invest- 
ment. Under  those  circumstances,  we  will  be  able  to  effect  the  substantial  shift 
from  consumption  and  Government  spending  to  investment  that  will  be  needed  to 
provide  for  the  massive  capital  requirements  of  the  coming  decade. 

There  is  another  important  Government  policy  that  we  should  consider,  one 
that  would  make  more  savings  available  for  private  investment,  and  at  the  same 
time  reduce  inflation,  and  that  is  to  alter  our  budget  policy.  Our  general  goal  is 
to  achieve  a  balanced  budget  when  the  economy  is  prosperous.  If,  however,  we 
shift  that  goal  to  a  significant  surplus — and  assuming  also  that  we  don't  offset 
that  move  by  expanding  the  volume  of  loan  guarantees  or  other  off-budget 
gimmicks — it  would  do  two  important  things.  It  would  enlarge  the  flow  of  sav- 
ings available  to  the  private  sector,  because  the  Government  would  reduce  its 
claims  on  the  capital  markets.  It  would  no  longer  preempt  a  large  share  of  the 
funds  needed  by  homebuilders  and  other  users  of  financial  capital  who  are 
now  elbowed  out  of  the  market  by  the  Government's  superior  credit  rating.  At 
the  same  time,  a  budget  surplus  would  provide  the  necessary  fiscal  restraint  that 
is  so  critical  to  control  of  inflation. 

Another  idea  that  deserves  study  is  the  proposal  to  provide  new  investment 
incentives  for  industry  through  the  tax  system.  As  you  know,  this  approach  al- 
ways raises  difl5cult  questions,  especially  if  the  proposal  is  limited  to  specific 
industries.  I  do  not  have  any  recommendations  for  you  at  this  time,  but  I  did 
want  to  inform  you  that  we  are  currently  taking  a  careful  look  at  the  idea. 

Summing  up 

I  am  convinced  that  the  American  economic  system  is  capable  of  making  this 
major  shift  in  output  from  consumption  and  government  to  investment.  I 
think  it  can  be  done  and  that  it  is  important  that  we  do  so.  We  should  reverse 
our  long-held  policies  that  penalize  saving  and  encourage  consumption.  Our  tax 
system  should  be  reexamined  to  this  end.  Federal  Reserve  Regulation  Q,  which 
limits  interest  paid  on  savings  accounts,  should  be  revised  at  the  earliest  oppor- 
tunity. Control  of  inflation  is  of  crucial  importance.  Another  basic  requirement 
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is  that  we  permit  the  normal  incentives  of  the  price  system  to  operate  freely.  We 
must  not  impose  artificial  Government  constraints,  as  for  exami)Ie  we  have  done 
for  so  many  years,  and  are  still  doing,  in  regulating  the  price  of  natural  gas. 

It  is  instructive  to  recall  what  took  place  after  August  1971,  when  we  removed 
the  artificial  constraint  of  fixed  exchange  rates  that  had  i)r(tduced  an  over- 
valued dollar  for  so  many  years.  In  the  free  market,  the  dollar  moved  to  new, 
more  competitive  levels  and  our  trade  balance,  whicli  had  been  in  a  u<i.><t'dive  for 
many  years,  returned  to  surplus.  Siniihirly,  when  we  changed  agricultural  policy 
180  degrees  to  permit  maxinumi  production,  American  farmers  responded  to  the 
incentives  of  the  marketplace  by  planting  large  amounts  of  additional  acreage, 
which  are  now  producing  record  harvests,  the  prospect  of  which  has  brought 
grain  prices  down.  These  are  just  two  examples  of  wliat  the  marketplace,  given 
reasonable  freedom  and  time,  can  achieve  in  overcoming  .serious  economic  prob- 
lems. Let  us  make  sure  that  we  remember  this  lesson  in  meeting  the  challenges 
of  the  future. 

Exhibit  24. — Other  Treasury  testimony  published  in  hearings  before  congres- 
sional committees 
Secretary  Shultz 

Statement  on  the  Federal  budget,  before  the  House  Committee  on  Appropria- 
tions, February  20,  1974. 

Statement  on  the  Federal  budget,  before  the  Senate  Committee  on  Appropria- 
tions, February  27,  1974. 

Statement  on  the  Treasurj-  budget,  before  the  House  Subcommittee  on  Appro- 
priations, April  11, 1974. 

Deputy  Secretary  Simon 

Statement  on  current  monetary  and  financial  conditions,  before  the  House 
Committee  on  Banking  and  Currency,  September  17,  1973. 

Statement  of  the  Treasurj's  recommendations  for  change  in  the  financial 
system,  before  the  Subcommittee  on  Financial  Institutions  of  the  Senate  Commit- 
tee on  Banking,  Housing  and  Urban  Affairs,  November  6,  1973. 

Secretary  Simon 

Statement  on  the  Treasury  budget,  before  the  Senate  Subcommittee  on  Appro- 
priations, May  30,  1974. 

Under  Secretary  for  Monetary  Affairs  Volcker 

Statement  .setting  forth  Treasurj-  views  on  H.R.  11221.  which  would  increase 
the  present  $20,000  ceiling  on  Federal  deposit  insurance  and  provide  full  insur- 
ance of  public  deposits,  before  the  Subcommittee  on  Financial  Institutions  of 
the  Senate  Committee  on  Banking,  Housing  and  Urban  Affairs,  March  19,  1974. 


Federal  Debt  Management 

Exhibit  25.— Statement  of  Fi.scal  Assistant  Secretary  Cariock,  October  2,  1973, 
before  the  House  Banking  and  Currency  Committee,  on  H.R.  10265,  extending 
the  authority  of  the  Federal  Reserve  banks  to  purchase  U.S.  obligations 
directly  from  the  Treasury 

I  am  happy  to  have  the  opportunity  to  appear  in  support  of  section  2  of  H.R. 
10265.  That  section  Would  extend  until  June  30,  1974,  the  existing  authority  of  the 
Federal  Reser\'e  banks  to  purcha.se  directly  from  the  Treasurj-  public  debt  obli- 
gations up  to  a  limit  of  $5  billion  outstanding  at  any  one  time.  In  the  absence 
of  action,  this  direct-purcha.se  authority  will  expire  at  the  end  of  this  month. 

The  purpose  of  the  direct-purchase  authority  is  to  assist  in  the  eflBcient  man- 
agement of  the  public  finances.  On  the  basis  of  the  record,  I  do  not  believe  the 
legislation  to  extend  the  authority  for  a  temporary  period  is  controversial.  The 
authority  was  first  granted  in  its  present  form  in  1942  for  a  temporary  period, 
and  it  has  been  renewed  for  temporary  periods  on  17  separate  occasions. 

Since  1942  the  authority  has  been  used  prudently,  on  only  a  limited  number 
of  occasions.  Its  value  does  not  rest,  how-ever,  on  its  frequent  or  extensive  u.se. 
It  rests,  rather,  on  the  fac^  that  simply  by  being  available  a  backstop  is  provided 
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for  all  our  Treasury  cash  and  debt  operations,  permitting  more  economical  man- 
agement of  our  cash  position  and  assuring  our  ability  to  provide  needed  funds 
almost  instantaneously  in  the  event  of  any  kind  of  emergency. 

Several  points  may  be  summarized  to  indicate  why  we  feel  that  maintenance 
of  this  authority  is  essential.  First,  it  provides  us  with  the  margin  of  safety, 
permitting  us  to  let  our  cash  balance  fall  to  otherwise  unaceeptably  low  levels 
preceding  periods  of  seasonally  heavy  revenues.  This,  in  turn,  results  in  balances 
that  are  not  as  high  as  they  otherwise  would  be  during  the  periods  of  flush 
revenues  that  follow,  allowing  the  public  debt  to  be  kept  to  a  minimum  and 
thus  saving  interest  costs  to  the  Government. 

Our  recent  exi)erience  illustrates  the  benefit  of  being  able  to  operate  in  this 
way.  In  August,  you  will  recall  the  money  and  capital  markets  were  extremely 
sensitive  to  demands  upon  them.  It  was  therefore  necessary  to  keep  Treasury 
borrowing  in  those  markets  to  a  rock-bottom  minimum.  We  were  able  to  do  this 
because,  if  cash  requirements  exceeded  our  projections,  we  would  have  the  direct- 
purchase  authority  to  rely  on.  As  it  turned  out,  our  cash  requirements  did 
slightly  exceed  our  projections,  and  we  used  the  direct-purchase  authority  on  one 
day,  August  15,  in  the  amount  of  $351  million,  and  for  9  days  between  September 
7  and  17  in  a  maximum  amount  of  $485  million.  If  we  had  not  had  the  authority, 
we  would  have  had  to  borrow  considerably  more  than  this  amount  in  the  market — 
probably  as  much  as  $1.5  billion — in  order  to  have  a  prudent  margin,  and  we 
would  be  carrying  that  amount  now  in  our  cash  balances  which  are  already 
seasonally  high  because  of  the  September  cash  collections. 

In  the  second  place,  there  is  always  the  possibility  that  erratic  swings  in  money 
market  conditions  or  international  flows  of  funds  may  produce  changes  of  a 
character  that  rather  suddenly  reduce  our  borrowings  from  other  sources.  While 
we  have  never  to  my  knowledge  had  to  use  the  authority  for  this  reason,  the 
availability  of  direct  access  to  Federal  Reserve  credit  in  such  circumstances  would 
permit  us  the  flexibility  required  to  draw  on  our  cash  and  to  arrange  alternative 
financing  plans. 

Finally,  the  direct-purchase  authority  is  available  to  provide  an  immediate 
source  of  funds  for  temporary  financing  should  this  be  required  by  a  national 
emergency  on  a  broader  scale.  While  it  has  never  happened,  and  we  hope  it 
never  will,  a  situation  could  be  possible  in  which  our  financial  markets  would 
be  disrupted  at  a  time  when  large  amounts  of  cash  had  to  be  raised  to  maintain 
governmental  functions  and  meet  the  emergency.  Consequently,  the  direct-pur- 
chase authority  has  for  many  years  been  a  key  element  in  all  of  Treasury's 
financial  planning  for  a  national  emergency  or  a  nuclear  attack.  This  is  a  major 
reason  why  the  authority  should  be  continued  for  at  least  $5  billion,  even  though 
little  more  than  a  fifth  of  that  amount  has  ever  actually  been  used  in  the  past. 

I  want  to  emphasize,  consistently  with  these  three  points,  that  the  direct- 
purchase  authority  is  viewed  by  the  Treasury  as  a  temporary  accommodation  to 
be  used  only  under  unusual  circumstances.  The  Treasury  fully  agrees  with  the 
general  principle  that  its  new  securities  should  meet  the  test  of  the  market.  Nor 
should  the  direct-purchase  authority  be  considered  a  means  by  which  the  Treas- 
ury may  independently  attempt  to  influence  credit  conditions  by  circumventing 
the  authority  of  the  Federal  Reserve  to  engage  in  open  market  operations  in 
Government  securities.  In  that  connection,  it  is  important  to  emphasize  that  any 
direct  recourse  by  the  Treasury  to  Federal  Reserve  credit  under  this  authority 
is  subject  to  the  discretion  and  control  of  the  Federal  Reserve  itself. 

This  borrowing  authority  has  never  been  abused.  The  accompanying  table, 
providing  details  on  the  instances  of  actual  use,  shows  that  it  has  been  used  in- 
frequently and  only  for  limited  periods.  The  borrowings  are  promptly  shown  on 
the  daily  Treasury  statement  and  the  weekly  Federal  Reserve  statement,  assur- 
ing the  widespread  publicity  that  is  the  best  possible  deterrent  to  abuse.  The 
Federal  Reserve  also  includes  the  information  in  its  annual  report  to  the  Con- 
gress. And,  of  course,  this  borrovring,  like  any  other  Treasury  borrowing,  is  sub- 
ject to  the  debt  limit. 

As  an  essential  backstop  Lo  our  cash  management  and  an  insurance  policy 
against  financial  emergency,  this  authority  should  be  kept  available  in  case  of 
need. 
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Direct  borrowing  from  Federal  Reserve  banks,  19^2  to  date 


Calendar  year 


Days  used 


Maximum 
amount  at 
any  time 
(millions) 


Number  of 

separate  times 

used 


Maximum 

number  of  days 

used  at  any 

one  time 


1942. 
1943. 
1944. 
1945. 
1946. 

1947. 
1948. 
1949. 
1950. 
1951. 

1952. 
1953. 
1954. 
1955. 
1956. 

1957. 
1958. 
1959- 
1960. 
1961. 

J962. 
1963- 
}964. 
1965. 
1966- 

1967- 
1968- 
1969. 
1970- 
1971. 

1972. 
1973* 


19  $422  4  6 

48  1,320  4  28 

None 

9  484  2  7 

None - 

None 

None  

2  220  1  2 

2  180  2  1 

4  320  2  2 

30  811  4  9 

29  1,172  2  20 

15  424  2  IS 

None 

None 

None 

2  207  1  2 

None 

None  

None 

None 

None 

None  

None - 

3  169  1  3 

7  153  3 

8  596  3  6 
21                       1.102                             2                             12 

None 

9  610  1  9 

1  38  1  1 

10  4S5  3  6 


•Through  Sept.  30, 1973. 


Exhibit  26.— Statement  of  Secretary  Shultz,  October  18,  1973.  before  the  House 
Ways  and  Means  Committee,  on  extension  of  the  debt  limit 

The  temporary  debt  limit  of  $465  billion  will  expire  on  November  30  of  this 
year.  Without  congressional  action,  therefore,  the  debt  limit  reverts  to  its  i)er- 
manent  level  of  $400  billion  on  December  1.  As  we  ix)inted  out  in  our  last  ai> 
pearance  before  this  committee,  and  as  table  I  attached  indicates,  the  actual 
debt  is  expected  to  exceed  the  present  temporary  limit  late  in  November,  assum- 
ing a  normal  cash  balance.  Consequently,  action  to  provide  a  new  debt  ceiling  is 
required  before  the  final  week  of  November  if  we  are  to  avoid  temiK)rary  retire- 
ment of  debt  and  abnormal  pres.sures  on  our  cash  balance  at  that  time.  A  new 
temporary  ceiling  will,  in  any  event,  be  necessary  by  November  30  if  we  are  to 
maintain  our  expenditure  and  financing  operations. 

In  June,  when  looking  forward  to  fiscal  1974  as  a  whole,  we  proposed  that  the 
debt  limit  be  raised  to  ,$4S5  billion.  That  request  was  based  on  projections  of  a 
unified  budget  deficit  in  fiscal  1973  of  $17.8  billion  and  a  unifie<l  deficit  of  $2.7 
billion  for  fi.scal  1974.  We  now  know  that  the  actual  deficit  for  fi.scal  1973  was 
$14.3  billion.  We  also  know  that,  with  our  revenues  increasing  both  as  a  result 
of  real  growth  and  inflation,  we  have  a  reasonable  chance  for  a  balanced  unified 
budget  for  fiscal  1974  at  a  level  of  expenditure  of  about  $270  billion.  (Tables  II 
and  III  describe  the  changes  in  receipts  and  outlays  since  our  January  and  June 
estimates.)  Based  on  this  later  data,  and  the  assumption  of  a  balanced  budget, 
a  debt  limit  of  $480  billion  should  be  adequate  for  fiscal  1974. 

In  requesting  that  ceiling,  I  want  to  emphasize  that  a  balanced  budget  is  by 
no  means  assured.  To  achieve  that  goal,  we  will  need  to  maintain  both  strong 
economic  growth  and  the  tightest  kind  of  control  on  expenditures. 
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At  this  point,  8  months  before  the  end  of  a  fiscal  year,  any  expenditure  and 
revenue  forecasts  must  imply  a  range  of  possibilities  about  the  projection.  I  am 
particularly  concerned  that,  without  the  most  vigilant  effort,  expenditures  could 
exceed  the  projection.  Already,  as  the  Director  of  the  Office  of  Management  and 
Budget  will  explain  in  greater  detail  (and  as  shown  on  table  IV),  certain  con- 
gressional appropriations  in  excess  of  the  President's  budget  and  higher  interest 
costs  for  the  debt  have  forced  us  to  estimate  expenditures  for  fiscal  1974  more 
than  $1  billion  larger  than  our  June  projections. 

I  believe  it  is  as  evident  to  you  as  it  is  to  me  that  strong  pressures  are  evident 
for  still  greater  spending.  They  should  be  resisted — but  they  can  successfully  be 
resisted  only  by  the  strongest  cooperative  efforts  of  the  Congress  and  the  admin- 
istration. My  sense  of  the  Congress  is  that  that  objective  is  widely  shared.  In 
requesting  a  debt  limit  of  $480  billion,  I  am  counting  on  that  effort  and  that 
cooperation  in  holding  expenditures  to  the  projected  level  and  making  the  possi- 
bility of  a  balanced  budget  an  operative  reality. 

As  you  know,  changes  in  the  public  debt  are  related  more  directly  to  the 
Federal  funds  than  the  unified  budget.  Table  V  shows  the  relationship  between 
these  budgetary  concepts.  As  indicated,  the  Federal  funds  budget — which  in- 
cludes receipts  and  expenditures  handled  by  the  Government  as  "owner" — is 
projected  to  be  in  deficit  by  some  $15.1  billion,  despite  the  fact  that  tax  and 
other  receipts  from  the  public  are  projected  to  exceed  payments  to  the  public 
by  about  $6  billion.  The  Federal  funds  budget  is  in  deficit  because  some  $21 
billion  will  be  paid  from  the  Federal  funds  budget  in  interest  and  other  pay- 
ments to  the  trust  funds.  As  a  result  of  these  intragovernmental  payments,  the 
trust  funds  vdll,  in  turn,  have  a  large  surplus,  offsetting  the  Federal  funds 
deficit.  Since  this  trust  fund  surplus  is  invested  in  Government  securities,  the 
public  debt  will  rise,  despite  the  balance  in  the  unified  budget. 

Table  I  translates  this  outlook  into  projected  levels  of  the  debt  month-by- 
month,  assuming  a  $6  billion  cash  balance  and  a  $3  billion  margin  for  con- 
tingencies. The  peak  monthend  figure  is  $478  billion.  I  would  note  that  the  month- 
end  indebtedness  is  .sometimes  exceeded  within  a  month,  making  the  $480 
billion  request  appropriate. 

Such  a  debt  limit  will,  in  fact,  provide  a  tight  ceiling.  Obviously,  the  dollar 
flows  in  a  $270  billion  budget  are  considerably  larger  than  ever  before — double 
the  total  only  9  years  ago.  An  error  of  only  1  percent  in  estimates  on  either 
revenues  or  expenditures  would  amount  to  $2.7  billion.  As  indicated  in  table 
VII,  the  assumption  of  a  con,stant  $6  billion  cash  balance  and  the  traditional  $3 
billion  margin  for  contingencies  provides  a  margin  for  flexibility,  in  relative 
terms,  little  more  than  half  of  that  provided  in  the  early  1960's. 

I  would  remind  you,  too,  our  forecasts  depend  to  large  measure  on  what 
the  Congress  actually  votes  to  spend,  as  well  as  on  the  performance  of  the 
economy.  The  Congress  has  not  yet  completed  final  action  on  several  appropria- 
tion bills,  including  the  two  largest — Defense  and  HEW.  There  are  a  number 
of  other  bills  which  must  yet  be  considered  and  could  have  a  major  impact 
on  1974  spending. 

Finally,  in  managing  the  debt,  we  are  inevitably  subject  to  uncertainties 
arising  from  potentially  sharp  fluctuations  in  our  cash  needs  stemming  from 
sudden  changes  or  disturbances  in  domestic  or  international  markets.  Fortu- 
nately, such  contingencies  seldom  arise.  But  in  looking  many  months  ahead,  we 
do  need  a  reasonable  margin  for  operating  flexibility  for  handling  such  un- 
expected needs  if  they  do  arise — even  though  the  needs  may  be  temporary 
and  are  not  related  to  changes  in  the  basic  flow  of  receipts  or  expenditures. 

While  considering  the  debt  limit,  I  also  strongly  urge  the  committee  to 
initiate  the  legislative  action  necessary  to  permit  us  to  pay  a  fair  competi- 
tive rate  on  U.S.  savings  bonds.  Currently,  that  rate,  under  interpretation  of 
the  present  statute,  is  limited  to  5i/^  percent.  Events  of  the  past  4  months 
indicate  the  rate  should  now  be  raised.  I  believe  experience  also  shows  the 
potential  value  of  permitting  the  Treasury  scope  for  more  flexible  administra- 
tion of  the  rate  in  the  future. 

As  you  know,  savings  bonds  have  been  a  cornerstone  of  our  debt  manage- 
ment policy.  Some  $60  billion  are  outstanding,  24  percent  of  the  total  debt  in 
the  hands  of  the  general  public. 

In  order  to  maintain  that  program,  and  to  do  so  in  a  manner  fair  to  literally 
tens  of  million,s  of  payroll  savers  and  other  buyers,  holders  of  savings  bonds 
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must  be  assured  that  they  will  receive  over  time  a  reasonable  rate  of  return.  In 
order  to  be  effective,  changes  in  rates  must  be  reasonably  flexible  and  responsive 
to  rates  on  other  forms  of  savings,  both  up  and  down. 

Once  again,  we  are  faced  with  a  situation  in  which  savings  bonds  rates  may 
seriously  lag  other  savings  rates.  Redemptions  liave  begun  to  exceed  new  sales. 
Without  a  fair  rate,  this  experience  will  deteriorate  further.  The  result  would 
not  only  be  more  borrowing  in  other  forms,  which  is  today  relatively  expensive 
but  a  setback  to  the  momentum  of  the  entire  program  and  the  image  it  holds 
in  the  public  mind. 

I  believe  the  most  straightforward  approach  for  the  Congress  to  this  problem 
would  be  simply  to  remove  the  ceiling  on  savings  bonds  rates,  to  provide  in  this 
area  the  same  flexibility  that  we  have  for  nuirketable  securities  of  equivalent 
maturity.  The  execution  of  debt  management  through  tlie  years  by  this  and 
past  administrations  provides  the  best  possible  assurance  that  this  authority 
would  be  used  responsibly  and  fairly,  in  the  interests  of  an  effective  savings 
bonds  program  and  millions  of  our  citizens  who  have  entrusted  their  savings 
to  us. 


Table  I. — Public  debt  subject  to   limitation,  fiscal  year  1974,  based  on 
budget  outlays  of  $270  billion  and  receipts  of  $270  billion 

[In  billions  of  dollars] 


estimated 


Operating  cash 
balance 

PubUc  debt 
subject  to 
limitation 

With  $3  bilUon 

mar^n  for 
contingencies 

ms 

ACTUAL 

June  30 

12.6 
7.2 
3.1 
8.3 

469.1 
460.0 
462.8 
462.4 

July  31  — 

Aug.  31 

Sept.  30 -.. 

ESTIMATED 

Oct.  31 

Nov.  30 

Dec.  31 

mi 

6.0 
6.0 
6.0 

466 
467 
467 

Jan.  31 

Feb.  28 

Mar.  31 

Apr.  30 

6.0 
6.0 
6.0 
6.0 
6.0 
6.0 

467 
471 
473 

468 
475 
468 

470 
474 
476 
471 

May  31 

478 

June  30--- 

471 

553-554  O  -  74  -  30 
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Table  II. — Comparison  of  fiscal  year  1974  receipts  as  estimated  in  January  1973, 
May  1973,  midsession  review,  and  currently 

[In  billions  of  dollars] 

Change  Change  Change 

January      from  May  1,        from  Mid-         from       Current 

1973       January  1973,          May  session        mid-      estimate 

budget        1973  estunate   estimate  review      session 

budget  review- 


Individual  income  taxes 

Corporation  income  taxes 

Employment  taxes  and  contribu- 
tions   -_ _-_ 

Unemployment  insurance 

Contributions  for  other  insurance 

and  retirement. 

Excise  taxes 

Estate  and  gift  taxes 

Customs  duties 

Miscellaneous  receipts 


Total  budget  receipts. 


256.0 


111.6 
37.0 

67.9  .. 

+3.7 
+3.0 

115.3 
40.0 

67.9 
6.2  . 

4.0  .. 
16.8  .. 

5.4  .. 

3.5  .. 
3.9 

+0.7 
+1.5 

+.5 

116.0 
41.5 

68.4 
6.2  .. 

4.0  .. 
16.8  .. 
5.4 
3.5  .. 
4.2 

2+1.0 

+2.5 
5-.  5 

117.0 
44.0 

67.9 

6.3 

-.1 

6.2 

4.0  .. 

4.0 

16.8  .. 

16.8 

5.0 
3.3 

+.4 
+.2 
-.2 

+.4 

5.8 
3.5 

4.1 

'+.3 

+.6 

4.8 

+7.0 


263.0 


+3.0 


266.0 


Underlying  income  assumptions,  calendar  year  1973 


Gross  national  product 

Personal  income. 

Corporate  profits  before  tax. 


1,267 

1,018 

108 


1,283 

1,030 

116 


1,283 
1,030 
116  . 


+4.0 


270.0 


«  1,288 

M,033 

<129 


•  Includes  +$0.2  biUion  for  anticipated  legislation  required  to  write  ofl  liability  carried  on  outstanding 
silver  certificates. 

2  Includes  +$0.3  billion  for  deferral  to  fiscal  year  1975  of  proposed  legislation  dealing  with  private  school 
tuition  credits  and  +$0.3  billion  for  substitution  of  pension  reform  legislation  passed  by  the  Senate  for 
pension  reform  legislation  proposed  by  the  administration  (primarily  reflecting  later  effective  dates). 

3  Consists  of  —$0.6  billion  for  dropping  proposed  legislation  to  increase  taxes  under  the  Railroad  Retire- 
ment Tax  Act  and  +$0.1  billion  for  enacted  legislation  to  increase  the  social  security  tax  base,  effective 
Jan.  1, 1974. 

*  These  incomes  reflect,  in  part,  historical  revisions  reported  by  the  Department  of  Commerce  in  July 
1973  and,  therefore,  are  not  directly  comparable  with  prior  income  assumptions. 


Table  III. — Fiscal  year  1974  unified  budget  receipts,  outlays,  and  surplus 

or  deficit  (  — ) 

[In  billions  of  dollars] 


January 

1973 
estimate 

Change 
from 

January 
1973 

estimate 

May  1 
estimate 

Change 
from  May 
estimate 

Midsession 
review 

Change 

from 

midsession 

review 

Current 
estimate 

Receipts 

Outlays 

256.0 
268.7 

+7.0 

263.0 
268.7 

+3.0 

266.0 
268.7 

+4.0 
+1.3 

270.0 
270.0 

Deficit  (-)... 

-12.7 

+7.0 

-5.7 

+3.0 

-2.7 

+2.7 

•Less  than  $50  million. 
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Table  IV. — Fiscal  year  1974  outlays 

[In  billions  of  dollars] 

June  1  estimate 268.7 

Completed  congressional  actions: 

Food  stamp  liberalization  and  repeal  of  wheat  processing  charges 1. 1 

Veterans  programs,  Including  inactions  on  propJosed  savings 4 

Advance  of  Federal  pay  raise 3 

Social  security  and  Medicaid  benefits 2 

Other  completed  actions .-. 4 

Subtotal  completed  congressional  actions 2.4 

Other  changes: 

Interest  paid  on  the  debt 1.5 

Interest  received  and  other  offsets  (i.e.,  payments  to  Government  accounts) — .  7 

Farm  price  supports —1.0 

Medicaid  cost  increases 6 

Veterans  readjustment  benefits 4 

Federal  employee  relirfinent  funds 3 

Federal  Housing  .Administration  fund.. 3 

Outer  Continental  Shelf  rents  and  royalties  (oflset  against  outlays) —2. 3 

Other  changes  (net) —.2 

Subtotal,  other  changes — 1.1 

Current  estimate 270. 


Table  V. — Change  in  budget  receipts  and  outlays,  by  fund  group 
[Fiscal  years;  in  billions  of  dollars] 


1972 
actual 

1973       - 
actual 

1974 

June 
estimate 

Current 
estimate 

Change 

Receipts 

Federal  funds     

148.8 

161.4 

92.2 

-21.3 

181.0 
106.1 
-21.1 

185.6 
106.0 
-21.6 

4.6 

Trust  funds     

73.0 

-.2 

-13.2 

-.6 

Total 

208.6 

232.2 

266.0 

270.0 

4.0 

Outlays 

Federal  funds 

178.0 

186.4 

81.5 

-21.3 

199.8 

90.1 

-21.1 

200.8 

90.8 

-21.6 

1.0 

Trust  funds                            ..  .. 

67.1 

.7 

Intragovernmental  transactions 

-13.2 

-.5 

Total 

231.9 

246.5 

268.7 

270.0 

1.2 

Surplus,  or  deficit  (— ) 

Federal  funds           ..  

-29.1 

-25.0 
10.7 

-18.8 
16.1 

-15.1 
15.2 

3.6 

Trust  funds.    

5.9 

-.9 

Total 

-23.2 

-14.3 

-2.7 

(•) 

2.7 

*Less  than  $50  million. 
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Table  VI. — Change  in  budget  surplus  or  deficit  (— )  by  fund  group 
[Fiscal  years;  in  billions  of  dollars] 


1972 
actual 


1973 
actual 


1974 


June 
estimate 


Current 
estimate 


Change 


Federal  funds: 

Transactions  with  the  public 

Transactions  with  trust  funds 

Total 

Trust  funds: 

Transactions  with  the  public 

Transactions  with  Federal  funds 

Total 

Budget  total: 

Federal  funds 

Trust  funds 

Total -23.2 


-16.2 
-12.9 

-3.9 
-21.1 

1.9 
-20.7 

5.8 
-20.9 

3.9 
-.2 

-29.1 

-25.0 

-18.8 

-15.1 

3.6 

-7.1 
12.9 

-10.4 
21.1 

-4.7 
20.7 

-5.8 
20.9 

-1.1 
.2 

5.9 

10.7 

16.1 

15.2 

-.9 

-29.1 
5.9 

-26.0 
10.7 

-18.8 
16.1 

-15.1 
15.2 

3.6 

-.9 

-14.3 


-2.7 


(♦) 


*  Less  than  $50  million. 


Table  VII. — Relation  of  margin  for  contingeiicies  to  unified  budget  outlays,  fiscal 

years 

[Dollar  amounts  in  billions] 


Estimated  cash 

$3  contingency 

Cash  balance 

Estimated  cash 

balance 

and 

Fiscal  years 

Outlays 

margm 

as 

in  debt 

balance  plus 

contingency 

percent 

of 

limit  forecast 

margm 

for 

margm 

as 

outlays 

contingencies 

percent 

of 

outlays 

1962.. 

$106.8 

2.8 

$3.5 

$6.5 

6.1 

1963 

111.3 

2.7 

4.0 

7.0 

6.3 

1964.. _.. 

118.6 

2.5 

4.0 

7.0 

5.9 

1965 

118.4 

2.5 

4.0 

7.0 

5.9 

1966 

134.7 

2.2 

4.0 

7.0 

5.2 

1967-. 

158.3 

1.9 

4.0 

7.0 

4.4 

1968.. 

178.8 

1.7 

4.0 

7.0 

3.9 

1969 

184.5 

1.6 

4.0 

7.0 

3.8 

1970 

196.6 

1.5 

6.0 

9.0 

4.6 

1971 

211.4 

1.4 

6.0 

9.0 

4.3 

1972 

231.9 

1.3 

6.0 

9.0 

3.7 

1973 

246.6 

1.2 

6.0 

9.0 

3.3 

1974« 

270.0 

1.1 

6.0 

9.0 

3.9 

"Estimated. 

Exhibit  27. — Press  release,  December  1,  1973,  announcing  Treasury  actions  with 
respect  to  debt  limit  delay 

Secretary  of  the  Treasury  George  P.  Shultz  expressed  his  deep  concern  today 
over  the  failure  to  achieve  a  timely  exten.sion  of  tlie  temporary  debt  limit.  As  a 
result,  the  limit  reverted  last  night  to  its  permanent  level  of  $400  billion,  well 
below  the  actual  outstanding  debt  of  almost  $465  billion. 

The  immediate  practical  effect  is  to  prohibit  new  debt  issues  by  the  Treasury. 
If  further  prolonged,  this  situation  will  rapidly  impair  the  ability  of  the  Federal 
Government  to  maintain  normal  and  necessary  expenditures.  However,  all  in- 
debtedness incurred  earlier  under  the  authority  provided  by  the  temporary 
ceiling  is  unaffected. 
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Secretary  Shultz  announced  a  series  of  emergency  steps  by  the  Treasury  to 
enable  it  to  continue  to  finance  Governuii'nt  operations  without  the  issuance  of 
new  Treasury  debt  over  tlie  next  few  days. 

•  Notice  lias  been  sent  to  30,(X)0  issuiuK  agents  for  series  E  and  H  savings 

bonds  instructing  them  to  suspend  temporarily  the  sale  of  such  bonds, 
pending  extension  of  the  temporary  dfbt  ceiling.  A  short  delay  in  the 
issuance  of  these  bonds  will  not  cause  loss  to  purchasers  or  disruption 
of  payroll  savings  plans  because  all  bonds  issued  in  the  month  of 
December  will  earn  interest  from  December  1,  1973.  The  text  of  that 
notice  is  set  out  in  a  separate  release. 

•  A  total  of  .$3  billion  of  tax  anticipaticm  bills  maturing  in  April  and  June 

of  1974  are  scheduled  for  delivery  on  Monday,  December  3.  to  successful 
bidders  in  an  auction  held  on  November  2S.  Bills  in  the  same  amount 
and  the  same  maturity  were  issued  by  the  Treasury  on  Friday,  Novem- 
ber 30,  when  the  temporary  ceiling  was  still  in  effect,  to  the  Exchange 
Stabilization  Fund,  in  exchange  for  an  equivalent  amount  of  special 
Treasury  issues  held  by  the  Fund.  If  necessary,  the.se  l)ills  will,  in 
turn,  be  delivered  on  Monday,  December  3.  to  the  successful  bidders  in 
the  November  28  auction,  permitting  the  completion  of  the  scheduled 
financing. 

•  Certain  special  Treasury  securities  held  by  foreign  monetary  authorities 

and  scheduled  to  mature  in  coming  days  were  advance  refunded  into 
new  special  issues  on  Friday,  November  30.  thus  avoiding  a  potential 
cash  drain. 

•  If  an  adequate  temporary  debt  ceiling  is  not  provideti  by  Monday  morn- 

ing, the  regular  weekly  auction  of  .$4.3  billion  of  Treasury  liills  sched- 
uled for  Monday  will  be  postponed.  If  fea.sible  that  auction  will  be  held 
on  Tuesday.  December  4. 

•  In  the  absence  of  a  Treasury  bill  auction,  the  Export-Import  Bank  will 

auction  $1.8  billion  of  3-montli  Export-Import  Hank  bills  on  Tuesday. 
December  4,  for  payment  on  Thursday,  Deceml)er  G.  Proceeds  of  this 
sale  will  be  used  to  pa.r  outstanding  Export-Import  Bank  indebtedness 
to  the  Treasury. 

•  Is.suance  of  .special  obligations  of  the  United  States  to  CJovernment  trust 

funds  (such  as  the  social  security  trust  funds)  as  a  means  of  investing 
their  receipts  will  be  suspended  until  debt  ceiling  legislation  is  enacted. 

Secretary  Shultz  added  that  lack  of  debt-limit  legislation  is  aI.so  forcing  the 
Treasury  to  intensively  review  prospective  expenditures  to  determine  the  prior- 
ities among  them. 

These  actions,  in  combination,  will  enable  the  Treasury  to  avoid  issuing  new 
debt  while  also  assuring  the  flow  of  cash  necessary  to  maintain  Governmental 
operations  for  several  days.  Further  delay  in  restoration  of  an  adequate  debt 
ceiling  will  require  more  drastic  action,  including  delays  in  expenditures,  to  assure 
the  continuing  ability  of  the  Treasury  to  meet  maturing  oliljgations  and  to 
maintain  the  credit  of  the  United  States  unimpaired. 


Exhibit  28.— Address  by  Secretary  Shultz.  January  29,  1974.  at  the  Ignited  States 
Savings  Bond  Campaign  luncheon,  Chicago,  III.,  on  public  policy  for  American 
capital  markets 

Today  I  am  going  to  talk  about  the  prosperity  of  this  country,  about  the  quality 
of  our  life,  about  energy,  housing,  the  environment,  si>ending  on  new  plant  and 
equipment,  growth  in  our  standard  of  living.  These  subjects,  of  concern  to  every- 
one, ore  bound  together  by  the  essential  relationship  each  has  to  our  capital 
markets. 

In  each  of  these  areas,  the  demand  for  capital  is  arrowing  and.  taken  together, 
the  growth  is  of  massive  proportions.  Private  industry  in  the  years  ahead  will 
need  hundreds  of  billions  of  dollars  to  maintain  and  update  its  productive 
capacity,  to  develop  the  technologies  to  clean  up  our  environment,  to  build  new 
housing,  and  to  apply  the  innovations  that  Project  Indepc'ndence  will  produce. 
These  massive  sums  must  be  raised  in  our  capital  markets  and,  to  a  significant 
degree,  in  the  form  of  equity  capital. 
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American  markets  for  equity  capital  get  and  deserve  high  marks  for  efficiency, 
both  absolutely  and  relative  to  foreign  markets.  This  efficiency  has  been  promoted 
by  the  very  large  number  of  investors,  the  very  large  number  of  security  analysts, 
the  system  of  communication  which  rapidly  and  widely  disseminates  informa- 
tion, the  system  of  regulation,  and  the  market  mechanism  itself,  through  which 
prices  respond  quickly  to  the  changes  in  views  which  are  caused  by  new  infor- 
mation. Taken  together,  these  attributes  lead  to  the  liquidity  so  fundamental  to 
effective  capital  markets. 

Because  the  system  has  been  efficient  and  equitable,  it  has  attracted  a  flow  of 
individual  and  institutional  savings  to  American  corporations.  It  has  reduced 
the  corporate  cost  of  capital  and  provided  investors  with  opportunities  for  profit. 

In  recent  years,  however,  increasingly  serious  questions  about  the  operation 
of  these  markets  have  been  raised  by  people  within  the  securities  industry  as  well 
as  those  outside  it.  Widespread  failure  among  brokerage  firms,  loss  of  public 
confidence  in  the  market,  the  emergence  of  institutional  investors  with  relatively 
large  funds  at  their  disposal,  fragmentation  of  the  marketplace,  and  numerous 
inefficiencies  indicate  that  important  changes  are  needed. 

Changes  in  public  as  well  as  private  policy  are  involved.  But  before  discussing 
any  operational  issues,  I  would  ask  you  to  stand  back  for  a  moment  with  me 
and  consider  first  some  of  tlie  desirable  characteristics  of  capital  markets.  The 
greater  sense  we  can  develop  of  the  objectives  of  public  policy,  the  better  able 
we  will  be  to  determine  what  resolution  of  current  issues  will  best  serve  the 
public  interest. 

We  in  the  administration  have  been  fortunate  in  our  work  on  this  subject 
to  have  had  the  benefit  of  studies  and  hearings  conducted  by  committees  of  the 
Congress,  the  extensive  materials  developed  by  the  SEC  and  the  views  of  all 
segments  of  the  industry,  expressed  to  us  in  discussion  as  well  as  in  written 
form.  James  Lorie,  Professor  in  the  Graduate  School  of  Business  at  the  University 
of  Chicago,  has  coordinated  our  efforts  and  contributed  his  own  vast  knowledge 
of  the  industry  and  its  problems. 

Objectives  of  Public  Policy 

The  general  objective  of  public  policy  is  to  have  markets  that  operate  in  a  fair 
and  efficient  way.  Fairness  and  efficiency  lead  to  confidence  on  the  part  of  the 
investing  public  that  returns  will  be  reasonably  related  to  risks,  that  the  insti- 
tutions through  which  they  deal  have  financial  integrity,  and  that  the  individual 
investor  is  not  at  a  serious  disadvantage  compared  with  the  institutional  investor. 
The  principal  and  best  method  of  ensuring  this  result  is  well  known  :  competition. 
I  turn  now  to  four  components  of  this  general  statement  of  objectives. 

1.  Efficiency  in  determining  prices  of  securities. — One  desirable  characteristic 
of  capital  markets  is  efficiency  in  determining  the  prices  of  securities.  "Effi- 
ciency" in  this  context  means  the  ability  of  capital  markets  to  function  so  that 
prices  of  securities  react  rapidly  to  new  information.  Such  efficiency  will  produce 
prices  that  are  appropriate  in  terms  of  current  knowledge,  and  investors  will  be 
less  likely  to  make  unwise  investments.  A  corollary  is  that  investors  will 
also  be  less  likely  to  discover  great  bargains  and  thereby  earn  extraordinarily 
high  rates  of  return.  Efficiency  makes  it  difficult  to  be  either  a  fool  or  a  genius 
in  selecting  securities,  although  some  investors  may  enjoy  very  high  rates  of 
return  through  luck,  daring,  or  ability  and  others  may  suffer  greatly  through  a 
variety  of  mistakes  or  from  assuming  great  risks. 

Although  efficiency  eliminates  much  of  the  opportunity  for  extraordinary  en- 
richment and  may,  therefore,  seem  undesirable  to  some,  efficiency  does  insure 
that  individual  investors  are  not  at  a  significant  disadvantage  compared  to 
institutional  investors  in  selecting  securities  and  does  increase  the  likelihood 
that  savings  will  be  channeled  into  investments  in  accordance  with  the  risks 
and  the  promise  of  profit  of  the  corporations  whose  securities  are  bought. 

2.  Efficiency  in  transferrin p  ownership  of  securities. — It  is  desirable  that 
the  costs  of  transactions  be  low.  The  liqiiidity  of  capital  markets  and  the  prompt 
reaction  of  prices  to  new  information  are  facilitated  by  efficiency  in  buying  and 
selling  securities.  Transaction  costs  have  three  main  components :  the  cost  of 
brokerage,  the  cost  of  using  the  capital  and  bearing  the  risks  which  are  neces- 
sary when  market  makers  maintain  inventories,  and  the  cost  of  physically 
effecting  transfers  of  ownership.  Tliis  last  cost  is  large — unnecessarily  large. 

Although  there  have  been  improvements  in  the  machinery  for  making  such 
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transfers,  the  current  system  is  far  from  optimum  in  terms  of  what  existing 
technology  and  existing  plans  for  its  use  would  make  possible.  Efforts  by  the 
New  York  Stock  Exchange,  the  regional  exchanges,  and  the  National  Association 
of  Security  Dealers  to  develop  new  systems  for  clearing  and  settling  transac- 
tions have  progressed,  but  the  efforts  have  been  incomplete  and  have  fallen  far 
short  of  what  is  achievable. 

3.  Efficiency  in  executing  order h. — The  costs  of  transacting  could  also  be  re- 
duced by  cutting  the  costs  of  executing  orders.  Such  costs  have  two  components. 
The  first  is  the  cost  of  brokerage,  which  is  the  cost  of  doing  the  communicating, 
keeping  the  records,  and  doing  the  other  things  which  a  broker  does  in  his  role 
as  financial  agent  for  an  investor.  The  second  is  the  cost  of  maintaining 
inventory  and  bearing  risks,  costs  which  are  incurred  by  dealers,  including 
specialists  on  the  organized  exchanges. 

In  order  for  these  costs  to  be  low,  it  is  essential  that  there  be  no  artificial 
impediments  preventing  adjustment  of  the  prices  of  services  to  the  costs  of 
performing  them.  Such  impediments  inevitably  create  inefficiencies.  Obviously 
the  issue  of  fixed  versus  competitive  rates  for  brokerage  sers'ices  is  relevant  in 
pursuing  the  goal  of  efficiency  in  executing  orders. 

Competition  among  brokers  and  among  dealers  also  fosters  efficiency.  In  this 
area,  as  in  the  others,  public  policy  .should  minimize  restraints  of  trade  and  other 
obstacles  to  full  and  effective  competition  unless  it  can  be  shown  that  such 
competition  is  contrary  to  the  public  interest. 

4.  Equity  in  the  relationshipH  between  investors  and  their  financial  agents. — 
Participation  in  the  capital  markets  is  encouraged  by  equitable  relationships 
between  investors  and  their  financial  agents.  Equity  has  four  dimensions:  prices 
of  sen-ices,  provision  of  information,  execution  of  orders,  and  the  absence  of 
conflicts  of  interest. 

Equity  requires  that  the  prices  of  providing  sen-ices  be  approximately 
proportional  to  the  costs  of  providing  them.  This  requirement  will  be  met 
whenever  there  is  effective  competition. 

Investors  also  need  to  feel  that  they  are  not  discriminated  against  by 
brokers  or  other  financial  firms  from  whom  they  receive  the  infonnation  upon 
which  their  judgments  about  investments  are  l)as(Hl.  "Discrimination"  is 
hard  to  define  in  this  context.  Different  investors  desire  different  kinds  of  in- 
formation. Equity  does  not  require  that  all  clients  of  a  given  firm  receive 
identical  information.  The  service  provided  by  the  firm  may  differ  according 
to  the  desires  of  clients,  and  prices  for  different  services  can  differ.  Equity 
does  require,  however,  that  prices  for  identical  senices  be  identical. 

Equitable  treatment  of  investors  in  executing  orders  requires  that  they  be 
executed  in  the  order  of  receipt,  taking  account  of  prices  which  investors  are 
willing  to  pay  or  accept.  The  prol)lem  arises  in  a  particularly  diffifult  form 
when  large  blocks  are  sold.  The  Securities  and  Exchange  Conunission  has 
proposed  that  small  investors  be  allowed  to  participate  in  block  tran.sactions 
when  it  would  be  to  their  advantage.  On  the  exchanges,  the  specialist's  book 
of  limit  orders  makes  this  possible.  It  is  more  diffinilt  in  the  third  and  fourth 
markets,  but  existing  technology  is  adequate  to  solve  this  problem. 

Perhaps  the  most  serious  problem  in  achieving  e<iuity  lias  to  do  with  conflicts 
of  interest.  American  capital  markets  suffer  far  less  tlian  most  foreign  markets 
from  such  conflicts,  and  this  condition  has  fostered  widespread  participation 
by  the  American  public  in  tlie  American  markets  and  ac-counts  in  part  for  the 
great  interest  by  foreigners  in  investments  here.  Although  not  all  conflicts  can 
ever  be  eliminated,  public  i)olicy  should  have  as  a  principal  objective  the 
elimination  of  conflicts  of  interest. 

The  Issues 

My  meetings  in  recent  months  with  representatives  of  the  securities  industry 
and  of  those  influencing  and  influenctxl  by  its  oi)eration  show  that  many  issues 
of  broad  signiflcance  are  hotly  debated.  Of  pivotal  importance,  however,  is  the 
structure  envisaged  for  the  "central  market"  and  the  rules  for  oijerating  in 
it,  including  the  question  of  "competitive  rates."  I  will  comment  on  what  I 
believe  to  bp  critical  questions  about  structure  and  rules.  I  will  tlien  conclude 
with  remarks  about  a  development  tliat  will  improve  the  comi>etitive  position 
of  our  capital  markets  in  relation  to  those  in  other  countries. 
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The  central  market 

Almost  all — perhaps  all — informed  commentators  on  the  evolution  of  our 
system  of  capital  markets  have  agreed  that  we  should  move  toward  a  single, 
central  market.  The  term  "central  market"  is  ambiguous,  however,  and  many 
of  those  who  advocate  it  are  advocating  different  things. 

The  Securities  and  Exchange  Commission  defines  the  central  market  as  a  sys- 
tem of  communications  by  which  the  various  elements  of  the  marketplace  are  tied 
together  for  the  purpose  of  exchanging  information  about  bids  and  offers  as 
well  as  the  prices  at  which  securities  are  bought  and  sold.  Implicit  in  the 
existence  of  a  complicated 'system  of  communications  is  a  set  of  rules  govemin; 
participants  in  their  activities  in  the  system  and  a  means  of  ensuring  compliant 

Development  of  the  communications  system  itself  poses  many  intricate  ane 
technical  issues :  the  creation  and  nature  of  a  consolidated  tape  and  decisions 
about  securities  to  be  included,  the  display  of  all  bids  and  offers,  and  the  im- 
provement of  the  system  for  clearing  and  settling  transactions. 

Beyond  these  issues,  in  themselves  of  profound  significance  for  the  objectives 
of  equity  and  efficiency,  are  two  additional  ones  to  which  I  will  give  more 
extended  comment  here. 

First,  who  should  have  access  to  the  new  communications  system,  or  new 
market?  The  major  question  concerns  the  desirability  of  membership  of  firms, 
other  than  pure  market  makers,  which  execute  orders  on  their  own  account 
or  on  behalf  of  funds  which  they  manage  for  others. 

The  most  recent  rule  promulgated  by  the  SEC  on  this  question  would  limit 
membership  to  firms  doing  at  least  80  percent  of  the  value  of  securities 
transactions  on  behalf  of  nonaffiliated  persons  or  institutions.  Three  strong 
arguments  can  be  made  for  raising  this  percentage  to  100  or  to  providing  that 
the  proportion  not  in  the  nonaffiliated  category  be  negligible. 

First,  such  a  restriction  clears  away  a  major  potential  source  of  conflict  of 
interest  between  the  firm  and  its  public  customers.  Effective  elimination  of 
conflicts  of  interest  is  central  to  public  confidence  in  the  integrity  of  the  system 
with  which  it  deals. 

Second,  the  requirement  that  only  firms  doing  lOO  i^ercent  of  business  with 
the  public  be  allowed  access  to  the  new  central  market  will  serve  to  strengthen 
the  broker-dealer  community,  while  with  competitive  rates,  not  jeopardize  any 
important  objective  of  public  policy.  Likely  changes  in  public  policy  regarding 
American  capital  markets  will  cause  some  disruption  and  financial  distress  to 
some  broker-dealers.  Although  many  persons  compellingly  argue  that  broker- 
dealers  can  thrive  under  the  new  environment — perhaps  better  than  at  present — 
prudence  suggests  that  broker-dealers  be  protected  from  threats  which  can  be 
minimized  without  harming  any  important  public  interest. 

Third  is  the  elimination  of  grounds  for  a  feeling  of  special  advantage :  that 
institutions  which  trade  on  their  own  behalf  and  have  direct  access  to  the  central 
market  could  have  some  advantage  as  compared  with  the  general  public  in  buy- 
ing and  selling  securities.  The  advantage  would  derive  from  the  superior  knowl- 
edge and  the  speed  of  reaction  which  are  possible  for  direct  participants  as 
compared  with  those  who  must  deal  through  others. 

Competitive  rates 

Now  I  would  like  to  discuss  the  second  major  issue  related  to  the  new  central 
market — that  of  competitive  or  negotiable  rates  for  brokerage  services. 

In  terms  of  the  liquidity  of  capital  markets  and  their  ability  to  cause  prices 
to  react  promptly  to  new  information,  the  lower  the  costs  of  transacting  and 
executing  orders,  the  better. 

This  means  that  there  should  be  no  artificial  impediments  to  selling  service  at 
the  cost  of  performing  it.  The  prices  of  providing  sen'ices  will  tend  to  be  ap- 
proximately proportional  to  the  costs. 

The  issue  of  fixed  versus  competitive  rates  for  brokerage  services  has  been 
discussed  at  length  in  Congress,  before  the  SEC,  and  at  informal  meetings  at 
the  Treasury  Department  and  other  places.  The  SEC's  current  policy  requiring 
fully  competitive  rates  after  April  30,  1975,  is,  in  my  judgment,  admirable. 
Indeed,  competitive  rates  are  the  only  rival  to  the  new  systems  of  communica- 
tions in  their  promise  of  benefits  both  to  the  financial  community  and  to  the 
general  public.  But  there  is  a  lot  of  disagreement  with  this  policy.  I  would, 
therefore,  like  to  discuss  three  main  arguments  which  are  still  seriously  advanced 
in  favor  of  fixed  rates. 
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The  arguments  and  counterarguments. — Some  argue  that  competitive  rates  will 
favor  large  firms  and  cause  the  failure  of  many  smaller,  regional  firms.  The  con- 
sequence would  be  a  reduction  in  the  ability  of  the  broker-dealer  network  to 
raise  capital  for  small,  new  enterprises. 

No  compelling  evidence  has  been  advanced  to  supi)ort  that  position.  To  the 
contrary,  most  competent  studies  of  the  economics  of  the  brokerage  industry  show 
that  there  are  no  overwhelming  economies  of  scale  in  the  industry.  And  in  fact, 
they  show  that  regional  firms  have  an  advantage  in  serving  regional  needs  and 
have  been  among  the  most  prosperous. 

A  second  argument  advanced  against  competitive  rates  is  that  they  would 
increase  the  costs  of  brokerage  on  small  orders  and  would  therefore  further 
discourage  investments  in  equities  by  individual  investors.  Almost  certainly,  the 
costs  of  brokerage  itself  would  decline.  There  has  been  abAndant  testimony  to 
this  effect  before  congressional  committees  and  the  Securities  and  Exchange 
Commission.  It  is  quite  possible  that  the  charge  for  bundles  of  service  now 
provided  would  rise  for  the  small  investor,  but  the  variety  of  l)undles  of  service 
would  increase.  Individual  investors  would  have  a  much  greater  choice  of  services, 
and  brokerage  firms  would  offer  different  bundles  of  services  on  terms  which 
would  make  their  sale  profitable.  At  the  present  time  many  firms  feel  that  it 
is  not  profitable  to  serve  small  accounts,  whereas  banks  and  others  find  arrange- 
ments which  provide  profit  to  the  institution  and  rwluced  costs  to  small  in- 
vestors. In  the  market  system  of  the  future,  there  is  no  reason  why  brokerage 
firms  should  not  have  the  same  opportunities  and  freedoms  which  the  banks 
and  other  institutions  now  enjoy  in  serving  the  small  investor.  Tliey  should  be 
able  to  offer  "hare  bones"  brokerage  rates,  rates  which  would  almost  certainly 
decline,  as  compared  to  those  fixed  at  present  levels. 

A  final  argument  predicts  the  demise  of  the  auction  market  if  rates  are  com- 
petitive and  off-board  trading  is  allowed.  A  further  result  would  be  a  loss  of 
incentives  for  membership  on  exchanges. 

It  is  possible  that  competitive  rates  combined  with  the  new  central  market 
system,  which  permits  trading  in  listed  securities  in  the  over-the-counter  market, 
will  decrease  and  conceivably  destroy  the  importance  of  trading  floors  and 
specialists  who  ojjerate  on  them.  Even  though  this  outcome  is  unlikely,  the 
changes  being  proposed  are  suflSciently  important  and  their  ramifications  are 
sufficiently  complex  and  uncertain  to  require  that  one  take  seriously  the  possi- 
bility that  trading  floors  and  si)ecialists  will  lose  their  iminirtance. 

This  issue  has  recently  been  the  subject  of  an  informative  public  controversy 
between  the  New  York  Stock  Exchange  and  the  Securities  and  Exchange  Com- 
mission. Fixed  commissions,  it  is  argued,  are  an  all-imiM>rtant  incentive  to  ex- 
change membership  in  a  system  which  pennits  nonmember  broker-dealers  to 
trade  in  listed  securities.  Since  the  New  York  Stock  Exchange  feels  that  the 
demise  of  the  exchanges  would  damage  the  public  interest,  they  urge  that  after 
April  30,  11)75,  when  fully  competitive  rates  presumably  will  exist,  trading  in 
securities  listed  on  exchanges  be  limited  by  law  to  those  exchange.s.  The  damage 
to  the  public  interest  which  the  New  York  Stock  Exchange  seeks  to  avoid — and 
it  is  a  matter  of  quite  legitimate  concern — is  the  destruction  of  the  auction  process 
for  buying  and  selling  securities  and  the  deba.sement  of  standards  which  would 
result  from  the  elimination  of  the  exchanges  as  self-regulators.  Tlie  Securities 
and  Exchange  Commission,  by  contrast,  believes  that  the  exchanges  would  con- 
tinue as  viable,  effective  organizations  and  that  the  auction-agency  system  would 
flourish  in  the  new  market  environment,  even  if  the  exchanges  became  much  less 
important. 

The  argument  that  trading  floors  would  disappear  contains  an  anomaly  which 
has  not  yet  evoked  public  comment.  It  is  alleged  that  the  auction  system  as  it 
now  exists  on  the  New  York  Stock  Exchange  and  other  American  exchanges  is 
a  more  eflicient  system  than  any  other  because  it  permits  the  crossing  of  public 
orders  without  the  necessity  of  a  dealer's  spread.  As  a  result,  the  cost  of  trans- 
acting is  reduced.  Tlie  anomaly  is  that  this  efficiency  and  this  benefit  to  cus- 
tomers is  not  put  forward  as  an  imiwrtant  incentive  to  exchange  membership. 
To  the  extent  that  the  efficiency  and  benefit  are  important,  the  incentive  to 
membership  should  be  imixtrtant. 

Normally  in  a  competitive  environment,  business  flows  to  those  firms  with  the 
greatest  efficiency  or  best  service.  Why  would  this  normal  result  not  be  evident 
in  the  brokerage  business?  Tliose  who  fear  the  demise  of  the  specialists  and 
even  of  exchanges  themselves  in  an  era  of  comi>etitive  rates  and  a  third  market 
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should  strive  to  create  competitive  advantages  for  exchange  members  and  their 
customers.  The  primary  incentive  for  exchange  membership  should  be  superior 
ability  to  serve  customers  rather  than  the  opportunity  to  profit  from  collusively 
determined  rates. 

Of  course,  there  may  be  costs  associated  with  exchange  membership  which 
ofifset  or  more  than  offset  the  advantage  just  described.  The  cost  which  the  New 
York  Stock  Exchange  emphasizes  is  the  cost  of  maintaining  high  standards  and 
of  ensuring  compliance  with  them.  To  the  extent  that  different  standards  exist 
and  to  the  extent  that  surveillance  and  enforcement  procedures  differ  in  effective- 
ness among  markets,  there  is  an  opportunity  for  constructive  governmental 
remedies. 

iNo  one  contends  that  public  regulation  should  bear  unequally  on  competing 
firms.  Equal  safeguards  should  be  provided  by  the  Government  to  the  public  in- 
vestor whether  he  chooses  to  trade  through  an  exchange  or  in  the  third  market. 
The  same  standards  should  exist  with  respect  to  financial  strength,  disclosure  of 
transactions,  priority  for  public  orders,  and  other  things.  The  Securities  and 
Exchange  Commission  is  the  appropriate  agency  for  devising,  imposing,  and 
enforcing  those  standards. 

In  summary,  preservation  of  the  essentials  of  the  auction  process  is  of  great 
significance.  But  would  it  be  jeopardized  in  the  new  national  market  system,  even 
if  the  exchanges  became  less  important?  With  the  new  system,  market  makers, 
whether  specialists  on  the  floor,  block  positioners,  or  third  market  firms  will 
compete  so  that  would-be  buyers  and  sellers  can  easily  know  all  bids  and  offers 
in  the  market  at  any  time.  The  new  system  will  contain  the  essence  of  the  auction 
process.  At  the  same  time,  it  must  be  recognized  that  the  stakes  are  high  and 
uncertainties  do  exist.  Should  the  feared  adverse  consequences  appear,  effective 
remedies  should  be  imposed  promptly,  if  only  temporarily — perhaps  through 
the  prohibition  which  the  New  York  Stock  Exchange  seeks. 

An  international  dimension 

The  reform  of  our  international  economic  affairs  initiated  by  the  President 
on  August  15,  1971,  continues  to  bring  tangible  benefits  to  the  Nation.  In  that 
process,  a  major  milestone  has  been  reached  with  the  final  elimination  of  all  of 
the  balance  of  payments  controls  on  the  foreign  investing  and  lending  activi- 
ties of  U.S.  citizens.  The  problems  posed  by  these  controls  for  our  own  financial 
markets  were  repeatedly  called  to  our  attention  in  discussions  this  past  fall  with 
financial  leaders. 

A  year  ago,  at  the  time  international  agreement  on  further  moves  in  the  for- 
eign exchange  markets  was  announced,  a  public  commitment  was  made  to  phase 
out  the  controls  by  the  end  of  1974.  Since  then  we  have  moved  gradually,  to  avoid 
creating  disturbances  in  foreign  exchange  markets  and  to  avoid  any  misunder- 
standings with  our  trading  partners.  But  we  have  been  able  to  accomplish  the 
final  objective  many  months  ahead  of  the  deadline. 

Back  when  we  were  riveted  to  an  exchange  rate  which  had  grown  out  of  line 
with  current  economic  conditions,  those  controls  had  a  purpose  and  some  effect 
in  limiting  dollar  outflows.  Yet  the  effect  was  probably  far  less  than  the  sur- 
face statistics  seemed  to  show,  for  many  of  the  funds  borrowed  by  business- 
men abroad  rather  than  in  the  United  States  as  a  result  of  the  program  were 
probably  U.S.  funds  wtiich  had  found  their  way  abroad  de.spite  the  program. 
Whatever  net  restraint  really  existed,  the  cost  was  high. 

There  was  a  loss  of  freedom  for  Americans.  Perhaps  the  freedom  to  invest  your 
funds  where  you  think  the  prospects  are  most  promising  is  not  the  most  basic 
freedom,  but  I  rejoice  in  seeing  that  freedom  restored. 

There  were  the  real  administrative  costs  for  the  Government  and  there  were 
even  larger  administrative  costs  for  our  business  firms. 

There  were  losses  of  income  and  of  jobs  in  our  financial  community.  It  was  no 
accident,  I  am  sure,  that  the  past  decade  of  extremely  high  growth  of  interna- 
tional financing  activities  in  London  and  certain  other  traditional  financial 
centers  coincided  with  the  period  of  restraints  on  the  competitive  activities  of  our 
financial  institutions. 

With  controls  removed,  I  helieve  that  our  institutions  will  be  able  to  earn 
more  income  and  to  provide  more  jobs  for  Americans  by  providing  more  serv- 
ices of  all  kinds  on  a  competitive  basis — on  funds  fiowing  out  of  the  United 
States,  on  funds  flowing  into  the  United  States  for  reinvestment  abroad,  and 
on  funds  flowing  from  abroad  into  the  U.S.  economy. 
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When  we  had  the  controls,  we  tried  to  assure  foreipn  investors  that  the  con- 
trols should  not  reduce  their  interest  in  the  I'nitt'd  States.  Our  story  was  not 
altogether  convincing.  Apiwirently.  many  foreign  investors  liesitated  to  invest 
in  a  country  that  needed  a  fence  around  it  to  keep  money  in.  Tliey  were  afraid 
the  controls  would  somehow,  some<lay  prevent  them  from  getting  their  money 
out  when  they  wanted  it.  Our  new  actions  siiould  disi>el  those  fears.  The  result 
of  our  removal  of  controls  on  the  outflow  of  investment  will  probably  mean  at 
the  same  time  an  increa.se  in  the  flow  of  investment  to  our  economy.  We  have 
added  one  more  significant  attraction  to  investment  oi»portnnities  which  are 
already  attractive.  And  we  have  taken  a  step  which  will  eiilarge  and  help  refresh 
our  capital  markets  and  tinancial  community. 

A  final  comment 

Our  discussion  has  focused  on  capital  and  particularly  equity  markets,  but 
the  underlying  theme  has  been  broader.  Fairness  and  effectiveness  have  been 
linked  to  competition  on  as  broad  a  basis  us  possilile.  The  reorganization  of 
markets  for  foreign  exchange  so  that  flexibility  allows  reflection  of  market  forces 
will  lead  to  greater  freedom  in  the  flow  of  capital  across  our  boundaries  and 
therefore  within  them  as  well.  When  added  to  earlier  projxisals  of  the  President 
for  greater  freedom  for  and  competition  among  tinancial  institutions,  these 
emerging  developments  pntmise  a  flourishing  financial  system  to  support  our 
system  of  enterprise.  Who  knows,  perhaps  some  day  we  will  once  again  have 
relatively  free  markets  for  goods  and  services  as  well.  Fairness  and  effectiveness, 
let  alone  freedom  for  labor  and  enterprise  will  then  not  be  the  exception,  but 
the  rule. 


Exhibit  29.— An  act  to  establish  a  Federal  Financing:  Bank,  to  provide  for  co- 
ordinated and  more  efficient  financing  of  Federal  and  federally  assisted  bor- 
rowings from  the  public,  and  for  other  purposes 

[Public  Law  93-224.  93d  Congress.  H.R.  r>K74.  Dec.  29, 1973] 

Be  it  enacted  by  the  Senntr  and  House  of  h'eprexcntntives  nf  the 
United  States  nf  America  in  Congress  asscmhU  d.  That  this  Act  may 
Federal  Flnanc-    be  cited  as  the  "Federal  Financing  Bank  Act  of  1973". 
Ing  Bank  Act 
of  1973. 

FINDINGS    AND    DECLARATION    OF   PITIPOSE 

Sec.  2.  The  Congress  finds  that  demands  for  funds  through  Fed- 
eral and  federally  assisted  liorrowing  programs  are  increasing 
faster  than  the  total  supply  of  credit  and  that  such  borrowings  are 
not  adequately  co<irdinated  with  overall  Federal  fiscal  and  debt 
management  policies.  The  puriio.se  of  this  Act  is  to  assure  coordi- 
nation of  these  programs  with  the  overall  ecoiKUuic  and  fiscal  poli- 
cies of  the  Government,  to  reduce  the  costs  of  Fe<leral  and  f(>d- 
erally  assisted  borrowings  from  the  public,  and  to  assure  that  such 
borrowings  are  financed  in  a  manner  least  disruptive  of  privat? 
financial  markets  and  institutions. 

DEFINITIONS 

Sec.  3.  For  the  purposes  of  this  Act — 

(1)  The  term  "Federal  agency"  means  an  executive  department, 
an  independent  Federal  establishment,  or  a  corporation  or  other 
entity  established  by  the  C<mgre.ss  which  is  owned  in  whole  or  in 
part  by  the  United  States. 

(2)  The  term  "obligation"  means  any  note,  bond,  debenture,  or 
other  evidence  of  indebtedness,  but  does  not  include  Federal  Re- 
serve notes  or  stock  evidencing  an  ownership  interest  in  the  issuing 
Federal  agency. 

(3)  The  term  "guarantee"  means  any  guarantee,  insurance,  or 
other  pledge  with  respect  to  the  payment  of  all  or  part  of  the 
principal  or  interest  on  any  obligation,  but  does  not  include  the 
insurance  of  deposits,  shares,  or  other  withdrawable  accounts  in 
financial  institutions,  or  any  guarantee  or  pledge  arising  out  of  a 
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statutory  obligation  to  insure  such  deposits,  shares,  or  other 
withdrawable  accounts. 

(4)  The  term  "Bank"  means  the  Federal  Financing  Bank  es- 
tablished by  section  4  of  this  Act. 

CBEATION    OF   BANK 

Sec.  4.  There  is  hereby  created  a  body  corporate  to  be  known 
as  the  Federal  Financing  Bank,  which  shall  have  succession  until 
dissolved  by  an  Act  of  Congress.  The  Bank  shall  be  subject  to 
the  general  supervision  and  direction  of  the  Secretary  of  the 
Treasury.  The  Bank  shall  be  an  instrumentality  of  the  United 
States  Government  and  shall  maintain  such  offices  as  may  be 
necessary  or  appropriate  in  the  conduct  of  its  business. 

BOABD    OF   DIBECT0B8 

Sec.  5.  (a)  The  Bank  shall  have  a  Board  of  Directors  consisting 
of  five  persons,  one  of  whom  shall  be  the  Secretary  of  the  Treasury 
as  Chairman  of  the  Board,  and  four  of  whom  shall  be  appointed 
by  the  President  from  among  the  officers  or  employees  of  the 
Bank  or  of  any  Federal  agency.  The  Chairman  and  each  other 
member  of  the  Board  may  designate  some  other  officer  or  employee 
of  the  Government  to  serve  in  his  place. 
Meetings.  (b)  The  Board  of  Directors  shall  meet  at  the  call  of  its  Chair- 

man. The  Board  shall  determine  the  general  policies  which  shall 
govern  the  operations  of  the  Bank.  The  Chairman  of  the  Board 
shall  select  and  effect  the  appointment  of  qualified  persons  to  fill 
such  offices  as  may  be  provided  for  in  the  bylaws,  and  such  persons 
shall  be  the  executive  officers  of  the  Bank  and  shall  discliarge  such 
executive  functions,  powers,  and  duties  as  may  be  provided  for  in 
the  bylaws  or  by  the  Board  of  Directors.  The  members  of  the 
Board  and  their  designees  shall  not  receive  compensation  for  their 
services  on  the  Board. 

FUNCTIONS 

Sec.  6.  (a)  The  Bank  is  authorized  to  make  commitments  to 
purchase  and  sell,  and  to  purchase  and  sell  on  terms  and  con- 
ditions determined  by  the  Bank,  any  obligation  which  is  issued, 
sold,  or  guaranteed  by  a  Federal  agency.  Any  Federal  agency 
which  is  authorized  to  issue,  sell,  or  guarantee  any  obligation  is 
authorized  to  issue  or  sell  such  obligations  directly  to  the  Bank, 
(b)  Any  purchase  by  the  Bank  shall  be  upon  such  terms  and 
conditions  as  to  yield  a  return  at  a  rate  not  less  than  a  rate 
determined  by  the  Secretary  of  the  Treasury  taking  into  con- 
sideration (1)  the  current  average  yield  on  outstanding  market- 
able obligations  of  the  United  States  of  comparable  maturity,  or 
(2)  whenever  the  Bank's  own  obligations  outstanding  are  suf- 
ficient, the  current  average  yield  on  outstanding  obligations  of  the 
Bank  of  comparable  maturity. 
Fees.  (c)  The  Bank  is  authorized  to  charge  fees  for  its  commitments 

and  other  services  adequate  to  cover  all  expenses  and  to  provide 
for  the  accumulation  of  reasonable  contingency  reserves. 

teeasuby  approval 

Sec.  7.  (a)  To  insure  the  orderly  and  coordinated  marketing 
of  Treasury  and  Federal  agency  obligations  and  appropriate 
financing  planning  with  respect  thereto,  and  to  facilitate  the 
effective  financing  of  programs  authorized  by  law  subject  to  the 
applicable  provisions  of  such  law,  the  prior  approval  of  the  Secre- 
tary of  the  Treasury  shall  be  required  with  respect  to — 

(1)  the  method  of  financing, 

(2)  the  source  of  financing, 

(3)  the  timing  of  financing  in  relation  to  market  con- 
ditions and  financing  by  other  Federal  agencies,  and 
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(4)  the  financing  terms  and  conditions,  including  rates  of 
intere.st  and  maturitie.s, 
of  obligations  issued  or  sold  by  any  Federal  agency  ;  except  that 
the  approval  of  the  Secretary  of  the  Treasury  shall  not  be  re- 
quired with  respect  to  (A)  obligations  issued  or  .sold  pursuant 
to  an  Act  of  Congress  which  expressly  proliibits  any  guarantee  of 
such  obligations  by  the  United  States,  and  (B)  obligations  issued 
or  sold  by  the  Farmers  Home  Administration. 

(b)  I'pon  receipt  of  a  request  from  a  Federal  agency  for  his 
approval  under  subsection  (  a  »  of  this  secti<m,  the  Secretary  of  the 
Treasury  .shall  act  promptly  either  tft  grant  his  api)roval  or  to 
advi.se  the  agency  of  the  reasons  for  withholding  liis  approval.  In 
no  ca.se  shall  the  Secretary  of  the  Treasury-  withhold  such  ap- 
proval for  a  period  longer  than  .sixty  days  unless,  prior  to  the  end 
of  such  period,  he  submits  to  the  Congress  a  detailed  explanation 
of  his  reasons  for  so  doing.  In  no  ca.se  shall  the  Secretary  withhold 
such  approval  for  a  period  longer  than  one  hundred  and  twenty 
days.  To  the  maximum  extent  practicable,  withholdings  of  ap- 
proval shall  be  made  in  a  manner  which  is  not  disproimrtionately 
detrimental  to  the  functioning  of  any  particular  type  of  Federal 
program.  Expedited  treatment  shall  be  accorded  in  any  case  in 
which  the  Federal  agency  ad\ises  the  Se<-retary  of  the  Treasury 
that  unusual  circumstances  require  such  treatment. 

(c)  Federal  agencies  subject  to  this  section  shall  submit  finan- 
cing plans  to  the  Secretary  of  the  Treasury  at  sudi  times  and  in 
sucli  forms  as  he  shall  prescribe. 

INITIAL    CAPITAL 

Sec.  8.  The  Secretary  of  the  Treasury  is  authorized  to  advance 
the  funds  necessary  to  provide  initial  capital  to  the  Bank.  Each 
such  advance  shall  be  upon  such  terms  and  conditions  as  to  yield 
a  return  at  a  rate  not  le.ss  than  a  rate  determined  by  the  Secretary 
of  the  Treasury,  taking  into  consideration  the  current  average 
yield  on  outstanding  marketable  obligations  of  the  I'nited  States 
of  comparable  maturity.  Interest  payments  on  such  advances  may 
be  deferred,  at  the  discretion  of  the  Secretary,  Imt  any  such  de- 
ferred payments  shall  themselves  liear  interest  at  the  rate  speci- 
fied in  this  section.  There  is  autliorized  to  be  appropriated  not 
to  exceed  $100,000,000,  which  shall  lie  available  for  the  purposes 
of  this  section  without  fiscal  year  limitation. 


40  Stat.  2S8. 
31   use  774 


OBLI0ATIOX8    OF   THE   BANK 

Sec.  9.  (a)  The  Bank  is  authorized,  with  the  approval  of  the 
Secretary  of  the  Treasury,  to  issue  pulilicly  and  have  outstanding 
at  any  one  time  not  in  excess  of  $15,O(M).()Oo".0OO.  or  such  additional 
amounts  as  may  be  authorized  in  appropriations  Acts,  of  obliga- 
tions having  such  maturities  and  bearing  such  rate  or  rates  of 
interest  as  may  be  determined  by  the  Bank.  Such  obligations  may 
be  redeemable  at  the  option  of  the  Bank  before  maturity  in  .such 
manner  as  may  be  stipulated  therein.  So  far  as  is  feasible,  the  debt 
structure  of  the  Bank  shall  be  commensurate  with  its  asset 
structure. 

(b)  The  Bank  is  also  authorized  to  issue  its  obligations  to  the 
Secretary  of  the  Treasury  and  the  Secretary  of  the  Treasury 
may  in  his  discretion  jturcha.se  or  agree  to  purchase  any  such 
obligations,  and  for  such  purpose  the  Secretary  of  the  Treasury 
is  authorized  to  use  as  a  public  debt  transaction  the  proceeds 
of  the  sale  of  any  securities  hereafter  issue<l  under  the  Second 
Liberty  Bond  Act.  and  the  jiurposes  for  which  securities  may 
be  is.sued  under  the  Second  Liberty  Bond  Act  are  extended  to 
include  such  purcha.ses.  Each  purchase  of  obligations  by  the 
Secretary  of  the  Treasury  under  this  subsection  shall  be  upon 
such  terms  and  conditions  as  to  yield  a  return  at  a  rate  not  le.ss 
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than  a  rate  determined  by  the  Secretary  of  the  Treasury,  taking 
into  consideration  the  current  average  yield  on  outstanding  mar- 
ketable obligations  of  the  United  States  of  comparable  maturity. 
The  Secretary  of  the  Treasury  may  sell,  upon  such  terms  and 
conditions  and  at  such  price  or  prices  as  he  shall  determine, 
any  of  the  obligations  acquired  by  him  under  this  subsection.  All 
purchases  and  sales  by  the  Secretary  of  the  Treasury  of  such  ob- 
ligations under  this  subsection  shall  be  treated  as  public  debt 
transactions  of  the  United  States. 

(c)  The  Bank  may  require  the  Secretary  of  the  Treasury  to 
purchase  obligations  of  the  Bank  issued  pursuant  to  subsection 
(b)  in  such  amounts  as  will  not  cause  the  holding  by  the  Sec- 
retary of  the  Treasury  resulting  from  such  required  purchases 
to  exceed  $5,000,000,000  at  any  one  time.  This  subsection  shall 
not  be  construed  as  limiting  the  authority  of  the  Secretary  to 
purchase  obligations   of   the   Bank   in   excess   of   such    amount. 

(d)  Obligations  of  the  Bank  issued  pursuant  to  this  section 
shall  be  lawful  investments,  and  may  be  accepted  as  security 
for  all  fiduciary,  trust,  and  public  funds,  the  investment  or  de- 
posit of  which  shall  be  under  the  authority  or  control  of  the 
United  States,  the  District  of  Columbia,  the  Commonwealtli  of 
Puerto  Rico,  or  any  territory  or  possession  of  the  United  States, 
or  any  agency  or  instrumentality  of  any  of  the  foregoing,  or  any 
oflBcer  or  officers  thereof. 

GENERAL    POWEBS 

Sec.  10.  The  Bank  shall  have  power — 

(1)  to  sue  and  be  sued,  complain,  and  defend,  in  its 
corporate  name ; 

(2)  to  adopt,  alter,  and  use  a  corporate  seal,  which  shall 
be  judicially  noticed ; 

(3)  to  adopt,  amend,  and  repeal  bylaws,  rules,  and  regu- 
lations as  may  be  necessary  for  the  conduct  of  its  business ; 

(4)  to  conduct  its  business,  carry  on  its  operations,  and 
have  offices  and  exercise  the  powers  granted  by  this  Act  in 
any  State  without  regard  to  any  qualification  or  similar 
statute  in  any  State ; 

(5)  to  lease,  purchase,  or  otherwise  acquire,  own,  hold, 
improve,  use,  or  otherwise  deal  in  and  with  any  property, 
real,  personal,  or  mixed,  or  any  interest  therein,  wherever 
situated ; 

(6)  to  accept  gifts  or  donations  of  services,  or  of  prop- 
erty, real,  personal,  or  mixed,  tangible  or  intangible,  in  aid 
of  any  of  the  purposes  of  the  Bank  ; 

(7)  to  sell,  convey,  mortgage,  pledge,  lease,  exchange,  and 
otherwise  dispose  of  its  property  and  assets ; 

(8)  to  appoint  such  officers,  attorneys,  employees,  and 
agents  as  may  be  required,  to  define  their  duties,  to  fix  and 
to  pay  such  compensation  for  their  services  as  may  be  de- 
termined, subject  to  the  civil  service  and  classification  laws, 
to  require  bonds  for  them  and  pay  the  premium  thereof; 

(9)  to  enter  into  contracts,  to  execute  instruments  to  in- 
cur liabilities,  and  to  do  all  things  as  are  necessary  or  in- 
cidental to  the  proper  management  of  its  affairs  and  the 
proper  conduct  of  its  business  ; 

(10)  to  act  through  any  corporate  or  other  agency  or 
instrumentality  of  the  United  States,  and  to  utilize  the  serv- 
ices thereof  on  a  reimbursable  basis,  and  any  such  agency 
or  instrumentality  is  authorized  to  provide  services  as  re- 
quested by  the  Bank  ;  and 

(11)  to  determine  the  character  of  and  the  necessity  for 
its  obligations  and  expenditures,  and  the  manner  in  which 
they  shall  be  incurred,  allowed,  and  paid,  subject  to  pro- 
visions of  law  specifically  applicable  to  Government  corpo- 
rations. 


EXHIBITS 
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Tax  exemption. 


84  Stat.  1498. 

84  Stat.  1435, 
1499. 

53  Stat.  1153  ; 
84  Stat.  1499. 


EXEMPTIONS 

Sec.  11.  (a)  The  Bank,  its  property,  its  franchise,  capital,  re- 
serves, surplus,  security  holdings,  and  other  funds,  and  its  in- 
come shall  be  exempt  from  all  taxation  now  or  hereafter  imposed 
by  the  United  States  or  by  any  State  or  local  taxing  authority ; 
except  that  (1)  any  real  property  and  any  tangible  personal 
property  of  the  Bank  .-;hall  be  subject  to  Federal,  State,  and  local 
taxation  to  the  same  extent  according  to  its  value  as  other  such 
property  is  taxed,  and  (2)  any  obligations  issued  by  the  Bank 
shall  be  subject  to  Federal  taxation  to  the  same  extent  as  the 
obligations  of  private  corporations  are  taxed. 

(b)  All  obligations  issued  by  the  Bank  pursuant  to  this  Act 
shall  be  deemed  to  be  exempted  securities  within  the  meaning 
of  section  3(a)  (2)  of  the  Securities  Act  of  1933  (15  U.S.C.  77c 
(a)(2))  of  section  3(a)  (12)  of  the  Securities  Exchange  Act  of 
1934  (15  U.S.C.  78c(a)(12)),  and  of  section  304(a)(4)  of  the 
Trust  Indenture  Act  of  1939  (15  U.S.C.  77ddd(a)  (4)  ). 

(c)  Nothing  herein  shall  affect  the  budget  status  of  the  Fed- 
eral agencies  selling  obligations  to  the  Bank  under  section  6(a) 
of  this  Act,  or  the  method  of  budget  accounting  for  their  transac- 
tions. The  receipts  and  disbursements  of  the  Bank  in  the  discharge 
of  its  functions  shall  not  be  included  in  the  totals  of  the  budget 
of  the  United  States  Government  and  shall  be  exempt  from  any 
general  limitation  imposed  by  statute  on  expenditures  and  net 
lending  (budget  outlays)  of  the  United  States. 


Expenditures, 
reimbursement. 


Report  to 
President  and 
Congress. 


PREPARATION    OF    OBLIGATIONS 

Sec.  12.  In  order  to  furnish  obligations  for  delivery  by  the 
Bank,  the  Secretary  of  tlie  Treasury  is  authorized  to  prepare 
such  obligations  in  such  form  as  the  Bank  may  approve,  such 
obligations  when  prepared  to  be  held  in  the  Treasury  subject 
to  delivery  upon  order  by  the  Bank.  The  engraved  plates,  dies, 
bed  pieces,  and  other  material  executed  in  connection  therewith, 
shall  remain  in  the  custody  of  the  Secretary  of  the  Treasury. 
The  Bank  shall  reimburse  the  Secretary  of  the  Treasury  for 
any  expenditures  made  in  preparation,  custody,  and  delivery  of 
such  obligations. 

ANNUAL   REPORT 

Sec.  13.  The  Bank  .shall,  as  soon  as  practicable  after  the  end 
of  each  fiscal  year,  transmit  to  the  President  and  the  Congress  an 
annual  report  of  its  operations  and  activities. 

OBLIGATIONS    ELIGIBLE    FOR    PURCHASE    BY    NATIONAL    B.\NKS 

Sec.  14.  The  sixth  .sentence  of  the  seventh  paragraph  of  sec- 
tion 5136  of  the  Revised  Statutes,  as  amended  (12  U.S.C.  24),  is 
amended  by  inserting  "or  obligations  of  the  Federal  Financing 
Bank"  immediately  after  "or  obligations,  participations,  or  other 
instruments  of  or  issued  by  the  Federal  National  Mortgage  Asso- 
ciation or  the  Government  National  Mortgage  Association/*. 


GOVERNMENT    CORPORATION    CONTROL   ACT 

59  Stat.  597.  Sec.  15.  The  budget  and  audit  provisions  of  the  Government 

Corporation  Control  Act  (31  U.S.C.  841  et  seq.)  shall  be  ap- 
plicable to  the  Federal  Financing  Bank  in  the  same  manner  as 
thev  are  applied  to  the  wholly  owned  Government  cori)orations 

86  Stat.  1274.       named  in  section  101  of  such  Act  (31  U.S.C.  846). 


PAYMENTS    ON    BEHALF   OF   PUBLIC    BODIES 

Sec  16.  (a)  Notwithstanding  any  other  provision  of  this  Act. 
the  purchase  by  the  Bank  of  obligations  of  any  local  public  body 
or  agency  within  the  United  States  .shall  be  made  upon  such 
terms  and  conditions  as  may  be  neces.sary  to  avoid  an  increase  in 
borrowing  costs  to  such  local  public  body  or  agency  as  a  result 
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of  the  purchase  by  the  Bank  of  its  obligations.  The  head  of  the 
Federal  agency  guaranteeing  such  obligations,  in  consultation 
with  the  Secretary  of  the  Treasury,  shall  estimate  the  borrowing 
costs  that  would  be  incurred  by  the  local  public  body  or  agency 
if  its  obligations  were  not  sold  to  the  Bank. 

(b)  The  Federal  agency  guaranteeing  obligations  purchased  by 
the  Bank  may  contract  to  make  periodic  payments  to  the  Bank 
which  shall  be  sufficient  to  offset  the  costs  to  the  Bank  of  pur- 
chasing obligations  of  local  public  bodies  or  agencies  upon  terms 
and  conditions  as  prescribed  in  this  section  rather  than  as  pre- 
scribed by  section  6.  Such  contracts  may  be  made  in  advance  of 
appropriations  therefor,  and  appropriations  for  making  payments 
under  such  contracts  are  hereby  authorized. 

NO    IMPAIRMENT 

Sec.  17.  Nothing  in  this  Act  shall  be  construed  as  impairing 
any  authority  or  responsibility  of  the  President  or  the  Secretary 
of  the  Treasury  under  any  other  provision  of  law,  nor  shall  any- 
thing in  this  Act  affect  in  any  manner  any  provision  of  law 
concerning  the  right  of  any  Federal  agency  to  sell  obligations  to 
the  Secretary  of  the  Treasury  or  the  authority  or  resiponsibility 
of  the  Secretary  of  the  Treasury  to  purchase  such  obligations. 

PROGRAM    LIMITATION 

Sec.  18.  Nothing  in  this  Act  shall  be  construed  as  authorizing 
an  increase  in  the  amounts  of  obligations  issued,  sold,  or  guar- 
anteed by  any  Federal  agency  which  issues,  sells,  or  guarantees 
obligations  purchased  by  the  Bank. 

SEPARABILITY 

Sec.  19.  If  any  provision  of  this  Act,  or  the  application  thereof 
to  any  person  or  circumstance,  is  held  invalid,  the  validity  of  the 
remainder  of  the  Act,  and  the  application  of  such  provisions  to 
other  persons  or  circumstances,  shall  not  be  affected. 

EFFECTIVE    DATE 

Sec.  20.  This  Act  becomes  effective  upon  the  date  of  its  enact- 
ment, except  that  section  7  becomes  effective  upon  the  expiration 
of  thirty  days  after  such  date. 


Exhibit  30.— Statement  by  Special  Assistant  to  the  Secretary  (Debt  Manage- 
ment) Roob,  February  19,  1974,  before  the  1974  Bank  Investments  Conference 
of  the  American  Bankers  Association,  New  Orleans,  La.,  on  the  Federal 
Financing  Bank 

The  Federal  Financing  Bank  was  established  to  deal  with  the  problems 
created  by  a  proliferation  of  financing  instruments  in  the  market  bearing  dif- 
ferent names  but  relying  ultimately  on  the  Federal  credit  for  their  security.  The 
administration-sponsored  Financing  Bank,  enacted  into  law  late  in  1973.  \\'ill, 
under  the  direction  of  the  Secretary  of  the  Treasury,  consolidate  the  financing  of 
a  variety  of  Federal  agencies  and  of  other  borrowers  whose  obligations  are 
guaranteed  by  the  Federal  Government.  Tlie  improved  marketing  techniques 
made  possible  by  the  Financing  Bank  and  the  status  of  the  bank's  obligations. 
as  obligations  of  the  United  States,  will  reduce  the  costs  to  the  U.S.  Government 
of  borrowing  in  the  capital  markets,  in  some  cases  substantially,  and  will  con- 
tribute to  a  more  orderly  approach  to  the  securities  market.  Thus,  this  will 
reverse  the  trend  wherein  some  type  of  federally  sponsored  financing  was  coming 
to  market  every  3  of  5  business  days. 

The  Financing  Bank  is  expected  to  begin  operations  in  the  near  future.  The 
President  has  yet  to  appoint  the  four  additional  members  of  the  Board  of 
Directors  who  will  serve  along  with  the  Secretary  of  the  Treasury,  who  is,  by 
law,  Chairman  of  the  Board.  We  expect  that  the  Financing  Bank  will  be  in  a 
position  to  meet  many  financing  needs  and  have  its  first  market  borrowing  before 
the  end  of  this  fiscal  year. 
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Summary 

Federal  Financing  Bank  financing  is  permitted  under  tlie  act  for  all  Federal 
agencies  and  for  all  issuers  of  obligations  guaranteed  by  a  Federal  agency  as 
defined  by  the  act.  The  focus  of  the  bank's  oi)erations,  however,  will  be  on  issues 
that  would  go  to  securities  markets. 

The  Federal  Financing  Bank  Act  defines  a  Federal  agency  as : 

an  executive  department,  an  independent  Federal  establishment,  or  a  cor- 
poration or  other  entity   established  by   the  Congress  which  is  owned  in 
whole  or  in  part  by  the  United  States. 
The  Federal  Financing  Bank  will — 

Allow  user  agencies  to  borrow  at  a  lower  net  interest  cost  than  otherwise 

available ; 
Allow  user  agencies  to  better  tailor  their  cash  and  debt  management  activ- 
ities to  their  needs  for  funds  through  the  use  of  credit ; 
Minimize  the  number  of  trips  which  the  Federal  Government  makes  to  the 

market  each  year; 
Do  away  with  a  proliferation  of  issues  which  may  be  expensive  to  finance 
because  they  are  excessively  small  or  have  unusual  characteristics. 
The  Federal  Financing  Bank  will  not  be  a  new  bureaucracy,  but  will  be  man- 
aged by  Treasury  staff  under  the  direction  of  the  Secretary  of  the  Treasury  and 
his  debt  management  team. 

The  Federal  Financing  Bank  will  not  create  new  debt ;  its  obligations  will 
merely  replace  other  obligations  now  in  the  credit  markets. 

The  Federal  Financing  Bank  will  not  sponsor  new  programs ;  it  is  only  a 
financing  vehicle  for  programs  already  authorized. 

Obligations  of  the  Financing  Bank 

Federal  Financing  Bank  obligations  will  be  obligations  of  the  United  States 
just  as  Treasury  obligations  are  obligations  of  the  United  States.  The  status  of 
Financing  Bank  obligations  is  assured  by  two  provisions  of  the  Financing  Bank 
Act. 

(1)  The  Federal  Financing  Bank  may  require  the  Treasury  to  lend  it  up 
to  $5  billion.  This  is  at  the  discretion  of  the  Federal  Financing  Bank. 

(2)  The  Secretary  of  the  Treasury  is  autliorized  to  purchase  any  amount 
of  additional  obligations  of  the  bank.  Since  the  Secretary  of  the  Treasury  is 
also  Chairman  of  the  Board  of  the  bank,  this  assures  that  Treasury's  authority 
to  borrow  under  the  Second  Liberty  Bond  Act  is  always  available  to  assure 
timely  payment  of  Financing  Bank  obligations. 

Financing  Bank  obligations  will — 
Be  sold  in  the  same  way  as  Trea.sury  obligations. 
Pay  interest  for  coupon  instruments  on  a  365  (actual)  day  basis, 
Have  coupons  in  multiples  of  %  percent. 
Federal  Financing  Bank  obligations  will  also  be  like  Treasury  obligations  in 
that  they  will  be — 

Available  in  "book  entry,"  registered,  and  bearer  form. 

Eligible  for  Federal  Reserve  wire  transfer  at  all  P>deral  Reserve  banks  or 

branches, 
Exempt  from   State  and  local  taxation  to  the  same  extent  as  Treasury 

securities. 
Lawful  investments  and  acceptable  as  security  for  all  fiduciary,  trust,  and 

public  funds  (including  Treasury  tax  and  loan  accounts),  the  investment 

or  deposit  of  which  is  under  the  authority  of  any  oflicer  of  the  United 

States, 
Eligible  as  collateral  for  Federal  Reserve  bank  advances, 
Eligible  for  Federal  Reserve  oi>en  market  purchases. 
Payable  as  to  principal  and  coupon  interest  at  Federal  Reserve  banks  or 

at  the  Treasury, 
Payable  by  Treasury  check  for  interest  on  registered  securities. 
Eligible  for  denominational  exchanges,  transfer,  and  interchanges  among 

bearer,  registered,  and  book  entry  form  at  Federal  Reserve  banks  or  at 

the  Bureau  of  the  Public  Debt  of  the  Treasury, 
Eligible  for  relief  in  the  event  of  loss,  theft,  or  destruction  in  the  same 

manner  as  Treasury  securities, 
Eligible  for  purchase  by  national  banks  without  restriction, 
Enigible  for  investment  by  Federal  credit  unions  and  small  business  invest- 
ment companies, 
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Countable  as  liquid  assets  by  members  of  the  Federal  Home  Loan  Bank 
System. 

Which  agencies  will  participate? 

The  Financing  Bank  may  purchase  any  obligations  issued,  sold,  or  guaranteed 
by  any  Federal  agency.  Moreover,  most  agencies  will  find  it  advantageous  to  use 
the  bank  for  their  financing  since  the  bank  will  be  able  to  borrow  at  lower  cost 
than  the  individual  agencies  and  will  be  able  to  assure  availability  of  funds  when 
financing  might  otherwise  be  more  difficult.  It  is  our  plan  to  proceed  systemati- 
cally to  expand  operations  of  the  bank  over  the  course  of  the  next  year  rather 
than  to  assume  all  the  agency  financing  burden  at  one  time.  We  will  be  guided  in 
this  by  the  fact  that  it  would  not  make  a  great  deal  of  sense  for  a  new  agency  to 
begin  to  develop  an  independent  financial  presence  in  the  market  with  the  bank 
just  around  the  corner.  Also,  it  would  be  less  urgent  to  assume  the  financing  for 
an  agency  with  a  well-defined  place  in  the  market  until  the  bank  has  become 
fully  established. 

The  principal  eligible  agencies  or  programs  are : 


Fanners  Home  Administration 

Export-Import  Bank 

Maritime  Administration 

Rural  Electrification  Administration 

Public  housing 

Urban  renewal 

U.S.  Postal  Service 

Amtrak 

Rural  Telephone  Bank 

Small  Business  Administration 

U.S.  Railway  Association 


DOD  military  credit  sales 
General  Services  Administration 
Tennessee  Valley  Authority 
Environmental  Financing  Authority 
Overseas   Private   Investment   CorjK)- 

ration 
HEW  medical  facilities 
Student  Loan  Marketing  Association 
Washington  Metropolitan  Area 

Transit  Authority 
HUD  new  community  debentures 


The  total  prospective  new  money  needs  over  the  next  year  of  these  agencies 
or  programs  will  be  approximately  $10  billion,  with  another  $10  billion  of  refund- 
ing of  maturities.  Many  of  these  issues  are  short-term  securities,  such  as  public 
housing  notes  or  Eximbank  intermediate  issues.  In  addition.  Federal  Financing 
Bank  obligations  will  simply  replace  those  obligations  and  not  add  to  the  total. 
Also,  because  of  the  proWsion  in  the  act  requiring  that,  so  far  as  feasible,  the 
debt  structure  of  the  bank  be  commensurate  with  its  asset  structure,  there  will 
also  be  a  balancing  of  maturities.  This  means  that  the  average  maturity  of 
Financing  Bank  obligations  is  likely  to  be  somewhat  greater  than  for  Treasury 
obligations. 


Exhibit  31. — White  House  announcement.  May  6,  1974,  of  the  designation  of  four 
members  of  the  Federal  Financing  Bank's  Board  of  Directors  and  of  the 
sigrning  of  an  Executive  order  establishing  the  bank's  Advisory  Council 

The  President  today  announced  the  designation  of  four  positions  in  the  Fed- 
eral Government  whose  incumbents  will  serve  as  members  of  the  Board  of  Direc- 
tors of  the  Federal  Financing  Bank.  They  are  : 

The  Deputt  Secbetaey  of  the  Treasury 

The  UNDiai  Secbetart  of  the  Treasury  fob  Monetary  Affairs 

The  General  Counsel  of  the  Tre:asuby 

The  Fiscal  Assistant  Secbetaby  of  the  Treasury 

The  President  also  created  by  Executive  order  [11782,  May  6,  1974]  the  Fed- 
eral Financing  Bank  Advisory  Council  and  designated  the  Secretary  of  the 
Treasury  as  its  Chairman.  The  members  are : 

The  Secretary  of  the  Treasury 

The  Secretary  of  Agriculture 

The  Secretary  of  Commerce 

The  Secretary  of  Health,  Education,  and  Welfare 

The  Secbetaby  of  Housing  and  Urban  Development 

The  Secbetaby  of  Tbanspobtation 

The  Pbesident  op  the  Expobt-Impobt  Bank  op  the  United  States 

The  Postmaster  General 

The  Federal  Financing  Bank  was  created  by  the  Federal  Financing  Bank  Act 
of  1973  (Public  Law  93-224  of  December  29,  1973)  to  assure  coordination  of 
Federal  and  federally  assisted  borrowing  programs  through  a  single  agency. 
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Exhibit  32.— Statement  of  Secretary  Simon,  May  13,  1974,  before  the  Subcom- 
mittee on  Financial  Institutions  of  the  Senate  Committee  on  Banking,  Hous- 
ing, and  Urban  Afifairs,  on  reform  of  the  financial  system 

It  is  a  pleasure  for  me  to  appear  this  morning  to  reaflBrm  the  administration's 
total  commitment  to  reform  of  the  financial  system  and  to  review  again  our 
specific  proposals  for  achieving  this  goal  contained  in  S.  2591. 

Last  November  I  testified  before  this  subcommittee  and  stressed  the  urgency 
of  acting  on  these  measures  which:  (1)  will  create  a  more  efficient  financial 
system,  with  consumer  and  mortgage  credit  more  available;  (2)  will  create  a 
financial  system  that  not  only  serves  the  borrower  but  also  the  consumer-saver ; 

(3)  will  create  a  financial  system  that  serves  all  the  needs  of  the  community; 

(4)  will  free  the  financial  institutions  from  their  dependence  on  Government 
support  in  times  of  difficulty ;  and  (5)  will  provide  a  more  stable  and  constant 
flow  of  funds  into  housing. 

First  of  all,  we  must  realize  that  our  financial  institutions  continue  to  operate 
under  a  system  that  is  outdated  in  many  respects.  Events  during  the  last  decade 
have  revealed  significant  defects  in  our  financial  markets  in  general  and  our 
financial  institutions  in  particular.  The  credit  crunch  of  1966,  the  monetary  and 
gold  crisis  of  1968,  the  severe  squeeze  of  1969-1970,  as  well  as  the  interest  rate 
crunch  of  1973,  illustrate  that  our  system  does  not  adjust  well  to  short-term 
changes  in  economic  and  financial  conditions. 

Our  financial  system,  like  any  system  which  has  not  been  updated,  needs  to  be 
brought  into  the  20th  century.  Presently,  it  is  a  system  which  responds  to  changes 
in  monetary  policy  with  overt  spasms,  to  the  detriment  of  both  savers  and  borrow- 
ers. The  reactions  in  our  financial  system  result  in  an  overabundance  of  money 
flowing  into  institutions  at  certain  times  in  our  business  cycle  followed  by  a 
total  cessation  of  deposits  and  even  large  withdrawals  at  other  times.  They  have 
been  exacerbated  by,  and  in  large  part  caused  by,  the  rigidities  built  into  our 
banking  laws  over  the  past  six  decades.  Financial  institution  laws  simply  have 
not  kept  up  with  changing  times,  and  the  increased  intensity  and  frequency  of 
these  spasms  are  testimony  to  that  fact.  We  must  strive  to  create  laws  which 
will  allow  our  financial  institutions  to  change  with  changing  times  and  to  pro- 
vide the  services  their  communities  need ;  to  collect  the  savings  of  these  com- 
munities ;  and  to  make  loans  to  customers  in  the  most  efficient,  prudent,  and 
responsive  manner  possible. 

Savings  and  loan  associations  and  mutual  savings  banks  have  lost  large 
amounts  of  savings  in  the  past  2  months  because  of  governmentally  imposed 
ceiling  rates  on  time  deposits  required  by  the  rigid  asset  structures  of  these  in- 
stitutions. FHLB  advances,  at  an  alltime  high  of  $7  billion  last  year,  will  be 
exceeded  this  year.  The  problem  reached  the  point  where  the  President  felt  the 
need  to  apply  emergency  measures  to  prevent  the  possibility  either  of  housing 
credit  drying  up  altogether,  or  of  mortgage  rates  soaring  upward  out  of  the 
reach  of  all  but  the  wealthiest.  The  President's  program  of  an  additional  $3  bil- 
lion for  the  GNMA  tandem  plan,  $4  billion  in  additional  FHLB  advances,  and 
$3  billion  in  Treasury  forward  commitments  to  the  FHLB  is  designed  to  aid  hous- 
ing and  ease  the  stresses  on  savings  institutions,  but  it  binds  the  Government 
even  more  firmly  to  supporting  the  rickety  structure  of  financial  intermediaries 
with  what  are  basically  ad  hoc  solutions  to  their  problems. 

The  only  approach  to  solving  the  problem  is  through  a  fundamental  restruc- 
turing of  the  financial  system.  Regulation  Q  ceilings  hold  down  deposit  rates  but 
do  not  protect  thrifts  from  disintermediation.  To  the  contrary,  they  encourage 
savings  outflows  and  will  do  so  even  more  as  savers  learn  where  the  higher 
rates  can  be  obtained  and  as  competition  for  their  funds  becomes  even  more 
fierce.  Home  Loan  Bank  advances  to  member  institutions  are  not  solutions  at 
all — just  fingers  in  the  dike.  Our  encouragement  of  a  market  for  mortgages 
should  be  carried  out  for  its  own  sake — not  as  a  stopgap  measure  to  cure  tem- 
porary crisis. 

The  present  stresses  in  the  financial  system,  in  part  the  result  of  uncontained 
inflation  and  in  part  the  result  of  our  anti-inflationary  efforts,  clearly  demon- 
strate that  it  is  now  more  imi>ortant  than  ever  for  us  to  act.  Although  it  might 
be  easier  to  implement  these  changes  during  a  period  of  economic  and  financial 
calm,  we  cannot  wait  for  such  a  period  to  arrive.  We  must  strengthen  the  system 
so  that  it  can  withstand  the  pressures  whenever  they  arise,  and  we  must  do 
so  as  soon  as  possible. 
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Our  savings,  depositary,  and  capital  needs  are  not  the  same  as  they  were  10 
years  ago,  and  10  years  from  now  they  will  not  be  the  same  as  they  are  now.  Im- 
proved flexibility  is  the  most  important  reform  we  can  build  into  the  flnancial 
system.  Our  financial  institutions  must  be  given  the  flexibility  to  evolve — to 
meet  the  demands  of  the  future.  These  demands  will  be  met,  but  the  question 
is  whether  or  not  they  will  be  met  within  the  framework  of  (mr  existing  finan- 
cial institutions.  Without  the  flexibility  to  begin  this  evolutionary  process,  our 
institutions  will  either  respond  to  change,  serve  emerging  needs,  and  grow,  or 
they  will  remain  inflexible  and  shrink. 

Many  of  the  witnesses  you  will  hear  in  the  coming  week  will  support  certain 
provisions  of  the  reform  and  oppose  other  recommendations.  The  proposed 
Financial  Institution  Act  was  carefully  and  painstakingly  worked  out  over 
almost  2  years  of  review  and  consultation.  It  represents  a  balanced,  consistent, 
and  attainable  set  of  reforms.  In  order  to  remain  balanced,  the  various  proposals 
within  the  package  must  be  considered  together.  They  cannot  be  approached 
piecemeal  without  the  risk  of  promoting  even  greater  imbalance  in  the  system. 

Briefly,  the  act  seeks  to  improve  the  efficiency  and  independence  of  all  insti- 
tutions within  our  financial  structure  through  greater  reliance  on  market 
determination  of  the  cost  and  availability  of  credit,  safeguarded  by  existing 
regulatory  agencies.  We  wish  to  simplify  the  structure  of  financial  markets  and 
at  the  same  time  to  strengthen  the  private  institutions  and  increase  their 
flexibility  and  ability  to  deal  both  with  rapidly  changing  market  conditions  and 
with  the  evolution  of  our  economy.  This  is  one  of  the  basic  thrusts  of  the  entire 
legislative  proposal,  which  relaxes  many  of  the  asset  and  liability  restrictions 
applying  to  savings  and  banking  institutions,  and  which  eliminates  ultimately 
self-defeating  regulatory  measures  such  as  ceiling  rates  for  time  depo.sits  and  for 
FHA  and  VA-guaranteed  mortgages. 

By  removing  these  unnecess-ary  restrictions,  we  also  expect  to  better  serve  the 
public  in  the  areas  of  housing  and  housing  credit.  In  particular,  the  prai>osed 
mortgage  tax  credit,  which  operates  through  the  free  market,  and  which  affects 
the  basic  determinants  of  tJie  demand  and  supply  for  housing  mortgage  credit, 
will  broaden  the  sources  of  housing  crwlit  without  impairing  the  now  .specialized 
institutions  which  have  had  to  rely  on  a  loss  reserve  unrelated  to  their  loss 
experience. 

I  want  to  stress  that  the  proposed  legislation  is  a  coordinated  package,  not  a 
collection  of  independent  measures.  Its  individual  comiH>nents  complement  and 
balance  each  other.  For  example,  the  phased  abolition  of  Regulation  Q  and  other 
ceiling  rates  for  time  deposits  at  commercial  banks  and  thrift  institutions  is 
closely  related  to  expanded  asset  and  liability  ix>wers.  especially  for  the  thrifts. 
To  implement  one  of  these  changes  without  the  others  would  be  seriously 
disruptive. 

Currently,  differential  ceilings  are  maintained  by  regulation  to  the  disadvan- 
tage of  savers  In  order  to  shelter  thrift  institutions,  from  the  competitive  strength 
of  commercial  banks  %Aith  their  ability  to  dominate  in  the  attraction  of  savings 
funds.  Rather  than  arbitrary  ceilings  and  differentials  we  want  a  strengthening 
of  the  asset  and  deposit  structures  of  savings  institutions,  so  that  they  will  be  able 
to  compete  effectively  with  the  commercial  banks  without  the  need  for  govern- 
mental props. 

We  also  want  to  assist  the  small  saver.  As  our  savings  institutions  have 
changed,  his  position  has  changed  as  well.  Less  than  10  years  ago  passbook 
accounts  were  the  usual  means  of  accumulating  savings.  Currently,  however,  they 
represent  less  than  half  of  all  savings  and  time  deposits.  In  their  place  there  has 
been  a  marked  growth  of  interest  sensitive,  larger  certificate  accounts  with  fixed 
maturities,  and  higher  yields.  The  passbook  saver  has  been  neglected  and  even 
penalized  by  the  ceiling  rates  set  by  regulatory  agencies.  This  is  especially  true 
for  those  with  accounts  of  less  than  $1,000  and  yet,  for  example,  these  accounts 
represent  more  than  half  the  total  number  of  time  and  savings  deposits  at  com- 
mercial banks. 

Let  me  briefly  review  the  proposed  legislation. 

(1)  Expanded  deposit  services. — Banks  will  be  able  to  offer  negotiable  order 
of  withdrawal  (X.O.W.)  accounts  to  all  depositors,  and  .savings  accounts  to 
corporations.  Federally  chartered  thrift  institutions  will  l>e  able  to  pro\ide  de- 
mand depo.sits,  N.O.W.  accounts,  and  credit  cards  to  all  depositors  and  customers. 
Federal  insui^nce  will  be  available  to  State-chartered  savings  and  loan  asso- 
ciations without  their  being  required  to  join  the  J^'HLB  Sysrtem. 
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(2)  Expanded  'asset  powers. — Thrifts  will  be  able  to  loan  up  to  10  percent  of 
their  total  assets  to  consumers.  Commercial  banks  and  thrift  institutions  will  be 
able  to  engage  in  a  limited  amount  of  community  development  lending.  Real 
estate  loans  by  both  will  be  permitted  without  any  special  legal  restrictions. 
Thrifts  will  be  able  to  acquire  high-grade  corporate  and  municipal  debt  obliga- 
tions and  extend  construction  loans  not  tied  to  permanent  financing.  A  \\ader 
range  of  assets  will  be  permitted  to  be  used  for  Federal  Reserve  discounts  and 
FHLB  advances. 

(3)  Increasing  competition  and  protecting  small  savers. — As  reduced  asset 
and  liability  restrictions  enable  thrift  institutions  to  compete  more  effectively 
for  savings,  artificial  restraints  upon  the  efficient  allocation  of  credit  by  financial 
institutions  such  as  ceilings  on  rates  paid  for  time  deposits  will  also  be  elimi- 
nated. Full  disclosure  of  interest  payment  conditions  will  be  required  through  a 
truth-in-savings  provision.  In  addition,  differential  tax  treatment  of  thrift  insti- 
tutions, another  symptom  of  their  present  comparative  weakness,  will  be  elimi- 
nated as  the  sources  of  that  weakness  are  also  eliminated. 

(4)  Insulating  the  housing  sector. — Two  additional  measures  will  further  re- 
duce the  differential  impact  of  monetary  policy  upon  mortgage  credit.  First,  a 
tax  credit  of  between  I14  and  3%  percent  of  interest  income  from  residential 
mortgages  viill  be  made  available  to  holders  of  mortgage  assets  based  on  the  i>er- 
centage  of  their  assets  in  residential  mortgages.  Thrift  institutions  will  be  the 
chief  beneficiaries  of  this  provision,  but  commercial  banks  will  also  be  encour- 
aged to  increase  the  amount  of  residential  mortgages  in  their  portfolios.  Individ- 
uals will  also  receive  a  flat  1%-percent  credit.  Second,  interest  rate  ceilings  on 
FHA  and  VA-guaranteed  mortgages  will  be  abolished,  eliminating  a  number  of 
aspects  of  credit  rationing  and  hidden  interest  charges. 

(5)  Strengthening  credit  unions. — Credit  unions  will  be  permitted  access  to  a 
NOUA-administered  central  discount  fund  for  emergency  liquidity  purposes.  In 
addition,  they  will  be  given  an  option  of  conversion  to  a  mutual  thrift  institution 
form  if  they  desire,  which,  although  not  tax  exempt,  will  have  the  broad  range  of 
asset  and  liability  powers  established  in  the  other  provisions  of  the  act. 

We  believe,  Mr.  Chairman,  that  enactment  of  these  measures  will  strengthen 
the  financial  system  to  better  withstand  the  pressures  of  varying  monetary 
conditions,  to  eflBciently  channel  resources  to  their  most  productive  or  most 
socially  desired  use,  and  to  freely  respond  to  changing  private  or  public  priorities. 
While  we  do  not  suggest  that  this  proposed  legislation  Is  a  final  solution  to  the 
problems  of  our  financial  system,  we  do  believe  that  it  is  a  good  beginning.  As  our 
institutions  and  our  needs  evolve,  the  competitive  environment  the  act  promotes 
will  enable  the  financial  system  to  easily  adapt  to  those  needs  through  existing: 
institutions. 

I  would  reemphasize  that  today  we  are  faced  with  economic  and  monetary 
conditions  that  again  raise  serious  questions  about  the  viability  of  our  financial 
institutions.  Because  of  ever-increasing  Government  regulations,  many  of  which 
h^d  their  origin  in  the  1930's,  banks,  and  particularly  savings  and  loan  institu- 
tions, have  come  to  rely  excessively  on  the  Federal  Government  to  carry  them 
through  periods  of  monetary  restraint.  Additionally,  consumer  interests  have 
been  severely  penalized.  Consumer  savers  have  not  been  allowed  a  fair  return 
on  their  savings,  and  consumer  borrowers  have  suffered  through  periods  of  credit 
unavailability. 

Such  problems  cannot  be  resolved  by  piecemeal,  Interim  changes  in  the  financial 
system.  We  recognize  that  the  demands  for  credit  will  be  heavy  in  the  years 
ahead,  and  what  we  neetl  is  a  permanent  system  that  will  provide  sufficient 
freedom  in  our  financial  markets  to  assure  that  the  various  in.stitutions  comi>eting 
in  those  markets  have  the  same  powers  and  the  same  flexibility.  Our  recommen- 
dations wall  accomplish  this,  and  what's  as  important,  the  result  will  be  increased 
benefits  to  housing  because  all  financial  institutions  mil  have  greater  incentives 
to  invest  in  bousing.  We  are  not  only  concerned  with  the  total  number  of  houses 
built  in  a  decade  but  also  with  the  ability  to  generate  a  high  level  of  housing  starts 
on  a  more  constant  basis,  year-in  and  year-out ;  and  our  recommendations  are 
aimed  at  providing  a  more  constant  flow  of  funds  into  housing  by  allowing  hous- 
ing finance  to  draw  from  a  much  larger  ix)ol  of  institutions. 

We  commend  this  committee  for  its  willingness  to  undertake  improvement  of 
our  financial  institutions.  We  wish  again  to  stress  the  urgency  of  our  nee<l  for 
a  package  of  reforms  that  once  and  for  all  will  end  the  crises  and  resulting  patch- 
work solutions  to  problems  that  emerge  whenever  restrictive  monetary  measures 
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are  employed.  The  Financial  Institutions  Act  will  accomplish  this,  and  we  again 
urge  its  enactment. 


Exhibit  33. — Statement  of  Under  Secretary  for  Monetary  Affairs  Volcker,  May  13, 
1974,  before  the  House  Ways  and  Means  Committee,  on  extension  of  the  debt 
limit 

We  have  again  come  to  that  time  of  year  when  it  is  fitting  to  present  revised 
budget  estimates,  to  review  the  budget  outlook,  and  to  assess  that  outlook  under 
current  economic  circumstances.  This  review  would  be  timely  whether  or  not  it 
were  necessary  also  to  di.scus.s  action  on  the  statutory  debt  limit. 

The  temiwrary  debt  limit  of  $475.7  billion  will,  however,  expire  on  June  80, 

1974,  and  without  congressional  action  the  debt  limit  will  revert  to  its  i>ermauent 
ceiling  of  $400  billion  on  July  1.  Since  the  debt  suliject  to  statutory  limit  will 
exceed  the  permanent  limit  on  that  date  by  approximately  $75  billion — mure  or 
less  depending  on  the  exact  level  of  the  cash  balance — congressional  action  will 
be  necessary  to  maintain  the  l>orrowing  authority  and  the  credit  of  the  U.S. 
Government. 

As  a  result  of  final  reix)rts  on  nonwltnheld  personal  income  tax  receipts  in 
April,  the  Treasury's  cash  and  debt  situation  is  somewhat  improved  over  our 
expectations  of  late  last  month  when  these  hearings  were  first  scheduled.  This 
improvement,  which  also  reflects  some  favorable  developments  on  the  outlay 
side,  means  that  the  .squeeze  on  the  debt  limit  at  the  end  of  May  should  be  less 
severe  than  anticipated  a  few  weeks  ago. 

Nevertheless,  if  the  debt  limit  is  not  raised  by  that  time,  it  appears  we  will 
have  to  retire  debt  temporarily  at  the  end  of  this  month  to  avoid  exceeding  the 
present  limit.  A  similar  situation  is  expected  to  develop  during  the  last  few 
days  of  June,  when  we  could  be  at  or  above  the  temiwrary  debt  limit  unless 
we  take  special  measures.  This  situation  is  not  consistent  witli  orderly  financing 
patterns  and  practices,  and  in  any  event,  with  the  expiration  of  the  temporary 
debt  ceiling  on  June  30,  the  need  for  a  new  debt  limit  will  be  imperative.  We 
propose  legislative  action  adequate  to  take  care  of  anticipated  debt  needs  through 
fiscal  year  1975. 

Attached  to  my  statement  are  the  usual  tables.  The  first  of  these  shows  actual 
operating  balances  and  debt  subject  to  limit  through  April  30  and  estimated  debt 
subject  to  limit  at  the  end  of  May  and  June  of  this  year,  assuming  a  $6  billion 
cash  balance  on  the  latter  dates.  Table  2  extends  these  estimates  through  fi.scal 

1975,  based  on  the  conventional  assumptions  of  a  $6  billion  ca.sh  balance  and 
a  $3  billion  margin  for  contingencies.  However,  unlike  earlier  years,  we  have 
added  a  further  .$3  billion  contingency  for  loans  to  the  Federal  Home  Loan  Rank 
System,  reflecting  the  housing  measures  announced  by  the  President  on  Friday. 
Among  those  measures,  the  Treasury  under  existing  legislation  will  provide 
standby  lending  authority  to  support  commitments  of  purchases  of  conventional 
mortgages  by  the  FHLB  System  up  to  $3  billion.  Such  loans  to  the  FHLB  System, 
if  utilized,  will  increase  our  o^ti  cash  needs  and  borrowing  requirements  by  the 
same  amount. 

The  revised  budget  figures  for  fiscal  years  1974  and  1975,  which  underlie  these 
estimates,  are  reflected  in  table  3.  The  expenditure  figures  will  lie  discussed  in 
detail  by  the  Director  of  the  OflSce  of  Management  and  Budget.  Changes  in 
revenue  estimates  are  shown  in  tables  4  and  5.  Apart  from  the  effects  of  the 
action  taken  by  this  committee  with  respect  to  taxation  of  the  petroleum  indus- 
try, the  principal  changes  reflect  some  shortfall  of  corporate  income  tax  receipts 
from  earlier  estimates,  despite  the  fact  that  profits  themselves  appear  to  be 
running  up  to  the  assumptions  that  underly  the  budget  projections. 

As  this  committee  is  well  aware,  changes  in  the  public  debt  are  related  more 
directly  to  the  surplus  or  deficit  in  the  Federal  funds  than  in  the  unified  budget 
surplus  or  deficit.  The  current  relationships  between  these  budgetary  concepts 
is  showTi  in  table  3. 

In  summary,  the  unified  budget  is  now  projected  to  be  in  deficit  by  $3.5  billion 
in  fiscal  1974.  a  somewhat  smaller  figure  than  projected  in  February.  In  fiscal 
1975,  the  unified  budget  is  projected  at  $11.4  billion.  In  contrast  the  Federal  funds 
budget,  which  includes  receipts  and  expenditures  handled  by  the  Government 
as  "owner,"  is  now  projected  to  be  in  deficit  by  $17Vj  billion  in  fiscal  1974.  and 
this  deficit  will  increase  to  nearly  $20  billion  in  fiscal  1975. 
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This  Federal  funds  deficit  results  from  the  fact  that  large  expenditures  are 
made  from  the  Federal  funds  into  the  trust  funds,  and  not  to  the  public.  As  a 
result  of  these  intragovemmental  payments,  the  trust  funds  will  have  a  surplus 
of  $8.5  billion.  Since  we  are  required  to  invest  this  trust  fund  surplus  in  Govern- 
ment securities,  the  result  will  be  to  increase  the  public  debt  during  fiscal  year 
1975  by  more  than  twice  the  unified  budget  deficit. 

As  you  may  see  by  reviewing  our  projections  on  table  2,  it  will  be  necessary 
to  provide  a  temporary  limit  of  $505  billion  in  fiscal  1975  to  meet  the  contingency 
requirements. 

I  should  again  stress  the  desirability  of  a  realistic  margin  for  contingencies  in 
the  statutory  debt  limit.  An  error  of  only  1  percent  in  either  outlays  or  receipts 
amounts  to  approximately  $3  billion,  the  whole  amount  of  the  conventional  con- 
tingency allowance.  I  know  of  no  business  that  could  operate  effectively  if  com- 
mitted to  so  small  a  margin  for  errors  in  estimates  or  unforeseen  developments. 

As  you  know,  the  Congress  last  fall  reduced  the  administration's  debt  limit 
request  by  $4.3  billion  in  enacting  the  $475.7  billion  temporary  debt  ceiling. 
That  reduction,  which  cut  away  any  contingency  allowance,  has  created  a  situ- 
ation in  which  there  have  been  problems  in  managing  the  Treasury's  cash  posi- 
tion with  prudence  and  full  effectiveness.  Specifically,  v/e  felt  obliged  to  operate 
with  an  unduly  low  cash  balance  in  the  first  part  of  April — dropping  to  about  $2 
billion,  enough  to  cover  expenditures  for  only  II/2  working  days — in  part  because 
of  a  debt  limit  problem  we  anticipated  would  develop  immediately  thereafter.  As 
our  projections  indicate  there  is  another  problem  period  at  the  end  of  May, 
which,  in  the  absence  of  legislation,  will  have  to  be  met  through  the  temporary 
reduction  of  debt.  In  mid-June,  we  have  a  problem  similar  to  the  April  problem ; 
again  we  will  feel  obliged  to  operate  with  an  unduly  low  cash  balance  over 
the  middle  of  the  month  to  help  avoid  a  debt  limit  problem.  And,  finally,  also 
as  our  projections  show,  we  will  be  able  to  remain  under  the  debt  limit  at  the 
end  of  June  only  by  holding  our  cash  balance  to  a  lower  figure  than  would  other- 
wise be  desirable  in  light  of  the  fact  that  both  July  and  August  are  large  deficit 
months. 

Also,  in  managing  our  cash  and  debt,  we  are  inevitably  subject  to  the  uncer- 
tainties arising  from  changes  or  disturbances  in  domestic  or  international  mar- 
kets. Such  contingencies  seldom  eventuate.  Both  in  looking  many  months  ahead, 
we  need  a  reasonable  margin  for  handling  unexpected  needs — even  though  the 
needs  may  be  temporary  and  are  not  related  to  changes  in  the  basic  flows  of 
receipts  and  expenditures. 

I  should  also  mention  that  the  lapse  in  the  Treasury's  authority  to  borrow 
directly  from  the  Federal  Reserve  System  has  complicated  the  Treasury's  debt 
management  task.  We  are  hopeful  that  the  problems  which  have  held  up  passage 
of  the  direct  borrowing  authority  legislation  will  soon  be  resolved.  In  the  interim, 
we  have  attempted  to  deal  with  the  situation  by  developing  new  short-term  mar- 
ket borrowing  techniques  to  insure  a  capacity  to  raise  funds  on  short  notice  in 
the  face  of  unanticipated  needs.  However,  such  short-term  borrowing  could  in 
some  circumstances  be  unnecessarily  costly  and  disturbing  to  the  market,  and 
is  not  a  fully  effective  substitute  for  access  to  the  Federal  Reserve  in  emergency 
situations. 

The  tight  debt  ceiling  enacted  in  December  1973,  economic  conditions,  and  the 
Federal  budget  revisions  since  then  jointly  bring  out  one  of  anomalies  in  the 
use  of  the  debt  limit  as  an  instrument  of  control  over  fiscal  policy.  A  slowdown 
in  real  economic  growth  such  as  that  in  late  1973  and  so  far  this  year  can 
produce  a  shortfall  in  Federal  revenues.  At  such  times,  a  very  tight  debt  limit,  by 
impairing  our  ability  to  borrow  to  offset  the  revenue  loss,  could  complicate  the 
Government's  ability  to  deal  with  the  situation  in  a  constructive  fashion. 
Indeed,  the  effect  could  be  quite  perverse  until  the  Congress  was  able  to 
increase  the  debt  limit. 

In  a  time  of  excessive  economic  expansion  or  inflation,  on  the  other  hand, 
when  receipts  are  rising  and  there  is  a  need  for  fiscal  restraint,  the  need 
for  borrowing  is  likely  to  be  reduced,  and  the  debt  limit  becomes  ineffective. 

It  may  be  useful  at  this  point  for  me  to  comment  about  the  tax  cut  proposals 
that  are  being  put  forward  to  stimulate  economic  activity. 

Currently,  as  you  know,  we  have  been  going  through  a  very  difficult  period 
in  which  inflation  has  been  very  high  and  production  has  been  falling.  In  assess- 
ing these  contrasting  developments,  which  do  not  fit  usual  "textbook"  descrip- 
tions of  the  economy,  I  would  emphasize  that  the  decline  in  production  has 
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been  concentrated  primarily  in  the  automobile  indiistry  and  other  fiectors 
directly  affected  by  the  energy  crisis.  This  weakness  has  not  spread  generally 
through  the  economy.  Indeed,  most  basic  industries  are  still  operating  at  prac- 
tical capacity.  Shortages  continue  to  be  a  major  problem,  rather  than  a  lack 
of  orders  and  sales,  and  these  shortages  lead  to  pressures  on  prices. 

Under  these  circumstances,  a  tax  cut  or  further  general  fiscal  stimulus 
would  be  damaging.  It  could  do  little  to  boost  physical  production  and  employ- 
ment over  most  areas  of  the  economy.  But,  by  adding  to  demand,  it  would  add 
to  the  already  virulent  inflation.  That  inflation  is  quite  obviously  much  too 
high.  Instead  of  taking  further  risks  of  worsening  it,  our  first  priority  must  be 
to  reinforce  the  reasonable  prospect  that  it  should  slow  down  later  in  the  year 
by  limiting  monetary  growth  and  maintaining  effective  fiscal  control.  A  tax  cut 
at  this  juncture  would  run  directly  counter  to  this  goal. 

Finally,  in  what  is  likely  to  be  my  last  api)ea ranee  before  you  as  Under 
Secretary  of  the  Treasury  for  M(metary  Affairs.  I  would  like  to  refer  to  two 
more  technical  matters  of  concern  to  this  committee. 

Immense  confusion  has  been  generated  in  the  minds  of  the  public  because 
of  the  separation  of  the  link  between  the  debt  subject  to  limit  and  the  unified 
budget  surplus  or  deficit.  The  anomaly  of  the  debt  limit  concept  employed  today 
is  that  the  unified  budget  can  be  balanced  or  in  surplus  and  we  can  still  need  an 
increase  in  the  debt  limit. 

For  instance,  we  are  now  looking  at  a  fiscal  year  1974  unified  budget  which 
is  reasonably  close  to  balance,  but  the  debt  subject  to  limit  in  that  same  fiscal 
year  will  have  increased  by  about  ^14  billion.  In  fiscal  year  1975,  the  unified 
budget  deficit  is  now  estimated  to  be  in  the  vicinity  of  $11%  billion,  but  the  debt 
subject  to  limit  will  increase  by  about  $20  billion. 

The  budget  and  debt  limit  concepts  could  be  brought  back  together  and  made 
easier  for  the  American  people  to  understand  if  the  debt  limit  pertained  only 
to  those  portions  of  the  debt  not  held  by  arms  of  the  Federal  Government  itself. 
Proposals  of  this  sort  were  made  before  this  committee — and  rejected — when  the 
concept  of  the  unified  budget  was  new.  I  believe  it  would  be  useful  to  review  that 
decision  in  the  light  of  experience,  and  in  the  light  of  the  effort  to  reform  the 
budgetary  procedures  in  the  Congress. 

In  another  area  of  financial  management,  the  Treasury  has  for  some  months 
been  studying  whether  changes  should  be  made  in  its  tax  and  loan  account 
system.  Under  this  system,  which  has  been  in  effect  since  World  War  I  certain 
taxes  are  paid  into  Treasury  tax  and  loan  accounts  in  commercial  banks.  The 
Treasury  then  calls  the  money  out  of  these  accounts  as  it  is  needed  for  disburse- 
ments, thus  avoiding  disruptive  effects  on  the  money  market  that  Treasury 
operations  would  otherwise  cause. 

In  view  of  the  recent  high  levels  of  interest  rates,  the  Treasury  had  become 
concerned  that  the  imputed  earnings  value  of  these  deposits  had  become  con- 
siderably greater  than  the  value  of  the  services  banks  i)erform  for  the  Govern- 
ment. Our  study  had  revealed  that  this  is  so,  and  we  are  now  in  the  process 
of  deciding  how  the  value  can  best  be  recouped,  bearing  in  mind  that  it  must 
be  done  without  iipsetting  the  money  market  or  delaying  tax  collections.  It  is 
possible  that  we  will  need  to  propose  that  we  be  given  a  limited  authority  to 
invest  a  portion  of  our  operating  balances  to  improve  the  efficiency  of  our  cash 
management,  an  authority  which  we  now  lack.  We  will  be  publishing  our  report 
shortly,  making  our  conclusions  known  to  the  Congress  and  the  pul)lic. 

In  conclusion.  I  would  urge  upon  the  Congress  one  further  point.  Great 
uncertainty  and  agonizing  problems  for  the  administration  and  the  Congress 
have  been  created  on  more  than  one  occasion  in  recent  years  because  of  difficul- 
ties in  achieving  timely  enactment  of  a  new  debt  limit,  in  part  because  of  the 
addition  of  unrelated  and  highly  controversial  provisions  to  this  necessary  legis- 
lation. I  am  most  strongly  convinced  that  re^^ew  of  the  debt  limit  and  these 
hearings  can  be  an  occasion  for  orderly  review  by  this  committee  of  the  financ- 
ing of  the  Federal  Government,  and  its  relationship  to  economic  developments. 
However,  this  necessary  and  desirable  process  should  not  be  permitted  to 
threaten,  as  it  sometimes  has.  a  financial  crisis  for  our  Government  as  a  by- 
product of  controversy  over  other  measures.  I  know  this  committee  has  itself 
operated  consistently  on  this  basis  in  the  past,  and  I  look  forward  to  your  early 
action  in  this  instance. 
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Table  1. — Public  debt  subject  to  limitation,  fiscal  year  1974,  based  on  estimated 
budget  outlays  of  $269.5  billion  and  receipts  of  $266.0  billion 

[In  billions  of  dollars] 

Operating         Public  debt 
cash  balance        subject  to 
Umitation 


197S 

June  30 -. 

July  31 - - 

Aug.  31 -- 

Sept.  30 

Oct.  31 

Nov.  30 

Dec.  31.. 

Jan.  31 

Feb.  28 

Mar.  31 

Apr.  30 

May  31 

June  30.. 


ACTUAL 

12.6 

459.  i 

7.2 

460.0 

3.1 

462.8 

8.3 

462.  f 

5.7 

463.4 

4.7 

466.0 

10.4 

470.8 

10.6 

469.1 

7.7 

471.6 

8.4 

475.4 

11.6 

472.9 

ESTIMATED 

6.0 

475.0 

6.0 

474.0 

Table  2. — Public  debt  subject  to  limitation,  fiscal  year  1975,  based   on  estimated 
budget  outlays  of  $305.4  billion  and  receipts  of  $294-0  billion 

[In  billions  of  dollars] 


With  allowance 

Pubhc  debt 

With  usual 

for  contingency 

Operating 

subject  to 

$3  billion 

of  $3  bilUon 

cash  balance 

Umitation 

margin  for 

Federal  Home 

contingencies 

Loan  Bank 
borrowing  > 

6 

474 

477 

477 

6 

478 

481 

481 

6 

483 

486 

486 

6 

480 

483 

484 

6 

482 

485 

486 

6 

486 

489 

491 

6 

488 

491 

493 

6 

486 

489 

492 

6 

492 

495 

498 

6 

495 

498 

501 

6 

492 

495 

498 

6 

499 

502 

505 

6 

494 

497 

500 

1974 

June  30 

July  31 

Aug.  31 

Sept.  30... 

Oct.  31 

Nov.  30 

Dec.  31 

1975 

Jan.  31 

Feb.  28 

Mar.31 

Apr.  30 

May  31 

June  30 


»  Announced  in  Housing  Policy  Statement  by  President  Nixon  on  May  10, 1974;  not  included  in  outlay 
assumption  of  $305.4  billion. 
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Table  3. — Budget  summary 
[In  billions  of  dollars] 


1974 


1975 


Receipts: 

Federal  funds .-. 

Trust  funds 

Interfund  transactions  (deduct) 

Total  budget  recei  pts 

Outlays: 

Federal  funds 

Trust  funds 

Interfund  transactions  (deduct) 

Total  budget  outlays 

Surplus,  or  deficit  (— ): 

Federal  funds 

T.ust  funds 

Total  budget 


181. 8 
105.3 
21.1 

201.4 
116.8 
24.2 

266.0 

294.0 

199.3 
91.3 
21.1 

221.3 
108.3 
24.2 

269.5 

305.4 

-17.5 
14.0 

-19.9 

8.5 

-3.5 


-U.4 


Table  4. — Comparison  of  fiscal  year  1974-  receipts  as  estimated  in  January  and 

May  1974 
[In  billions  of  dollars] 


Change  to  May  1974 


1974 
budget 

Economic 

and 
reestimate 

Legisla- 
tion 

Total 

May  1974 
estimate 

118.0 

118.0 

43.0 

67.7 
6.2 

-2.3 
-1.2  . 
+.7  . 

-1.0 

-3.3 

-1.2 

+.7 

39.7 

66.4 

6.9 

4.0 

4.0 

17.1 

+.1  - 
-.3  . 
-.1  . 
+.3 

+.1 
-.3 

-.1 

+.1 

17.2 

5.4 
3.5 
5.0 

-'.2 

5.1 
3.4 
5.2 

270.0 

-2.8 

-1.2 

-4.0 

266.0 

Individual  income  taxes 

Corporation  income  taxes 

Employment  taxes  and  contributions 

Unemployment  insurance 

Contributions  for  other  insurance  and  retire- 
ment  -- 

Excise  taxes - --- 

Estate  and  gift  taxes -.. 

Customs  duties 

Miscellaneous  receipts - 


Total  budget  receipts. 


Gross  national  product 

Personal  income 

Corporate  profits  before  tax. 


Underlying  income  aasumptiOTU,  calendar  year  197S 

1,288 

1,035 

126 


1.289 
1,035 

126 


458   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Table  5. — Comparison  of  fiscal  year  1975  receipts  as  estimated  in  January  and 

May  1974 
[In  billions  of  dollars] 


January    - 

1974 
budget 

Change  to  May  1974  estimate 

May  1974 
estimate 

Economic 
and  re- 
estimate 

Legis- 
lation 

Total 

Individual  income  taxes 

Corporation  income  taxes _.. 

129.0 
48.0 
75.3 
6.0 

4.3 
17.4 
6.0 
3.8 
6.2 

-f-1.5 
-1.8 

-.2  .. 

-f-.6  .. 

+.1  -. 
-.1  .. 

-.4  .. 
-.1  .. 

-f-.4 

-1-0.5 
-1.7 

-1-2.0 

-3.5 

-.2 

-f.6 

+.1 
-.1 
-.4 
-.1 
4-.6 

131.0 
44.5 

Employment  taxes  and  contributions 

75.1 

Unemployment  insurance 

6.6 

Contributions  for  other  insurance  and  retire- 
ment     .              ... 

4.4 

Excise  taxes .  .          ' 

+'.2 

17.3 

Estate  and  gift  taxes..      .                .             .  . 

5.6 

3.7 

Miscellaneous  receipts 

6.8 

Total  budget  receipts 

295.0  . 

-i.o 

-1.0 

294.0 

Underlying  income 
Gross  national  product.     ...         .         

assumptions 
1,390 
1,135 
124 

(,  calendar  year  1974 

1,401 

Personal  income. 

Corporate  profits  before  tax 

1,142 
134 

Exhibit    34. — Other    Treasury    testimony    in    hearings    before    congressional 

committees 
Secretary  Shultz 

Statement,  November  15,  1973,  before  tbe  Senate  Committee  on  Finance,  on 
extension  of  the  debt  limit  ( S.  326) . 

Deputy  Secretary  Simon 

Statement,  November  6,  1973,  before  the  Subcommittee  on  Financial  Institu- 
tions of  the  Senate  Committee  on  Banking,  Housing  and  Urban  Affairs,  on  the 
Financial  Institutions  Act  (S.  319). 

Under  Secretary  for  Monetary  Aflfairs  Volcker 

Statement,  June  12,  1974,  before  the  Senate  Committee  on  Finance,  on  exten- 
sion of  the  debt  limit  ( WS.  28) . 


Enforcement,  Operations,  and  Tariff  Aifairs 

Exhibit  35. — Press  release,  August  1,  1973,  concerning  series  of  medals  com- 
memorating historic  U.S.  customhouses 

A  series  of  medals,  commemorating  America's  historic  customhouses,  is  being 
struck  by  the  Treasury  Department's  Bureau  of  the  Mint  in  conjunction  with 
the  U.S.  Customs  Service. 

The  first  will  be  available  after  August  1,  1973,  and  is  to  be  unveiled  at  a  cere- 
mony in  which  U.S.  Commissioner  of  Customs  Vernon  D.  Acree  will  comxnemorate 
the  Georgetown,  Washington,  D.C.,  Post  OflSce  and  Customhouse  building  as  an 
"Historic  Customhouse." 

The  medal  features  the  Georgetown  Customhouse,  circa  1900,  on  the  obverse 
side  and  the  seal  of  the  U.S.  Customs  Service  on  the  reverse.  It  was  designed  by 
Michael  lacocca  of  the  Philadelphia  Mint. 

The  3-inch  medal  will  sell  for  $5  at  the  Bureau  of  the  Mint's  exhibit  and  sales 
areas  located  at  the  mints  in  Philadelphia,  Denver,  and  San  Francisco,  and  at 
the  Treasury  Department  in  Washington.  D.C.  It  will  also  be  available  by  mail 
order  from  the  Philadelphia  Mint  for  $5.25. 

Others  in  the  series  will  include  ciistomhouses  in  Yorktown,  Va. ;  Boston, 
Mass. ;  San  Francisco,  Calif. ;  Wheeling,  W.  Va. ;  Galveston,  Tex. ;  New  Orleans, 
I.a. ;  Salem,  Mass. ;  Monterey,  Calif. ;  and  Savannah,  Ga. 
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"The  Historic  Customhouse  program  is  part  of  Customs  contribution  to  the  Bi- 
centennial Era  and  is  in  keeping  with  Federal  efforts  to  accelerate  historic 
preservation  by  identifying  landmarks  in  advance  of  1976."  stated  Commissioner 
Acree.  "Through  the  program,  Customs  is  focusing  attention  on  its  role  as  finan- 
cial mainstay  of  the  young  Republic." 

Georgetown  was  one  of  the  nine  original  Customs  districts  in  the  State  of 
Maryland,  established  by  the  Fifth  Act  of  the  First  Congress  in  1789.  The  granite 
customhouse,  built  in  1858,  is  the  work  of  Treasury  Architect  Ammi  B.  Young, 
one  of  the  leading  American  architects  of  the  19th  century. 

"Customhouses  symbolize  the  deep  roots  of  the  U.S.  Customs  Ser^-ice  in  Ameri- 
can history,"  Commissioner  Acree  said.  "The  collection  of  revenue  and  control 
of  international  trade  are  traditional  functions  of  customs  officers  who  are  sta- 
tioned at  300  ports  of  entry  throughout  the  United  States." 

Commissioner  Acree  noted  that  U.S.  Customs  collects  approximately  $4  billion 
annually  in  duties  and  excise  taxes,  guards  the  Treasury  against  fraud,  and 
enforces  a  wide  range  of  other  statutes  for  some  40  Govenmient  agencies. 


Exhibit  36. — An  act  to  amend  the  Par  Value  Modification  Act,  and  for  other 

purposes 

[Public  Law  93-110,  93d  Congress,  H.R.  6912,  September  21,  1973] 


Par  Value 
Modification 
.4ct,  amend- 
ments. 
86  Stat.  116. 
.31  use  449 
note. 


Repeal. 
48  Stat.  340. 
Gold,  private 
ownership. 


Effective 
date ;  report 
to  Congress. 


87  Stat.  352 
87  Stat.  353 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of 
the  United  States  of  America  in  Congress  assembled.  That  the 
first  sentence  of  section  2  of  the  Par  Value  Modification  Act  is 
amended  by  striking  out  the  words  "one  thirty-eighth  of  a  fine 
troy  ounce  of  gold"  and  inserting  in  lieu  thereof  the  following: 
"0.828948  Special  Drawing  Right  or,  the  equivalent  in  terms  of 
gold,  of  forty-two  and  two-ninths  dollars  \yer  fine  troy  ounce  of 
gold". 

Sec.  2.  The  Par  Value  Modification  Act  is  amended  by  adding  at 
the  end  thereof  the  following  new  .section  : 

"Sec.  5.  It  is  the  sen.se  of  the  Congress  that  the  President  .shall 
take  all  appropriate  action  to  expedite  realization  of  the  inter- 
national monetary  reform  noted  at  the  Smithsonian  on  Decem- 
ber 18.  1971." 

Sec.  3.  (a)  Sections  3  and  4  of  the  Gold  Reserve  Act  of  1934 
(31  U.S.C.  442  and  443)  are  repealed. 

(b)  No  provision  of  any  law  in  effect  on  the  date  of  enactment  of 
this  Act,  and  no  rule,  regulation,  or  order  under  authority  of  any 
such  law,  may  be  construed  to  prohibit  any  person  from  pur- 
cha.sing,  holding,  .selling,  or  otherwise  dealing  with  gold. 

(c)  The  provisions  of  this  .section,  pertaining  to  gold,  shall  take 
effect  when  the  President  finds  and  rei>orts  to  the  Congress  that 
international  monetary  reform  shall  liave  proceeded  to  the  point 
where  elimination  of  regulations  on  private  ownership  of  gold 
will  not  adversely  affect  the  United  States'  international  mone- 
tary position. 

TITLE  II— FOREIGN  CURRENCY  REPORTS 


STATEMENT   OF  FINDINGS 

Sec.  201.  The  Congress  finds  that — 

(1)  movements  of  mobile  capital  can  have  a  significant  im- 
pact on  the  proper  functioning  of  the  international  monetary 
system ; 

(2)  it  is  important  to  have  as  complete  and  current  data 
as  feasible  (m  the  nature  and  source  of  these  capital  flows, 
including  transactions  by  large  United  States  business  enter- 
prises and  their  foreign  affiliates ; 

(3)  it  is  desirable  to  emphasize  this  objective  by  supple- 
menting existing  legal  authority  for  the  collection  of  data  on 
capital   flows  contained  in  section  5(b)    of  the  Emergency 
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55  Stat.  839. 
59  Stat.  515. 


87  Stat.  353 


8i  Stat.  1124. 
15  use  78g. 


Penalty. 


Banking  Act  of  1933   (12  U.S.C.  95a)   and  section  8  of  the 
Bretton  Woods  Agreements  Act  of  1945  (22  U.S.C.  286f). 

AXJTHOEITY   TO   PRESCRIBE   REGULATIONS 

Sec.  202.  (a)  The  Secretary  of  the  Treasury  (hereafter  referred 
to  as  the  "Secretary")  is  authorized  and  directed,  under  the  au- 
thority of  this  title  and  any  other  authority  conferred  by  law, 
to  supplement  regulations  requiring  the  submission  of  reports  on 
foreign  currency  transactions  consistent  with  the  statement  of  find- 
ings under  section  201.  Regulations  prescribed  under  this  title 
shall  require  that  such  reports  contain  such  information  and  be 
submitted  in  such  manner  and  at  such  times,  with  reasonable  ex- 
ceptions and  classifications,  as  may  be  necessary  to  carry  out  the 
policy  of  this  title. 

(b)  Reports  required  under  this  title  shall  cover  foreign  cur- 
rency transactions  conducted  by  any  United  States  person  and 
by  any  foreign  person  controlled  by  a  United  States  person  as 
such  terms  are  defined  in  section  7(f)  (2)  (A)  and  7(f)  (2)  (C)  of 
the  Securities  Exchange  Act  of  1934. 

ENFORCEMENT 

Sec.  203.  (a)  Whoever  fails  to  submit  a  report  required  under 
any  rule  or  regulation  issued  under  this  title  may  be  assessed  a 
civil  penalty  not  exceeding  $10,000  in  a  proceeding  brought  under 
subsection  (b)  of  this  section. 

(b)  Whenever  it  appears  to  the  Secretary  that  any  person  has 
failed  to  submit  a  report  required  under  any  rule  or  regulation 
issued  under  this  title  or  has  violated  any  rule  or  regulation  issued 
hereunder,  the  Secretary  may  in  his  discretion  bring  an  action,  in 
the  proper  district  court  of  the  United  States  or  the  proi:>er  United 
States  court  of  any  territory  or  other  place  subject  to  the  juris- 
diction of  the  United  States,  seeking  a  mandatory  injunction 
commanding  such  person  to  comply  with  such  rule  or  regulation, 
and  upon  a  proper  showing  a  permanent  or  temporary  injunction 
or  restraining  order  shall  be  granted  without  bond,  and  addition- 
ally the  sanction  provided  for  failure  to  submit  a  report  under 
subsection  (a). 

Approved  September  21, 1973. 


Exhibit  37. — An  act  to  provide  a  new  coinage  design  and  date  emblematic  of  the 
Bicentennial  of  the  American  Revolution  for  the  dollars,  half  dollars,  and 
quarter  dollars,  to  authorize  the  issuance  of  special  silver  coins  commemorat- 
ing the  Bicentennial  of  the  Araerican  Revolution,  and  for  other  purposes 


[Public  Law  93-127,  93d  Congress,  S.  1141,  October  18, 1973] 


American 
Revolution 
Bicentennial. 
Coinage  design 
and  date 
emblematic. 


87  Stat.  455 
87  Stat.  456 


Manufacture 
and  storage. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  the  reverse 
side  of  all  dollar,  half-dollar,  and  quarter-dollar  coins  minted  for 
issuance  on  or  after  July  4,  1975,  and  until  .such  time  as  the  Secre- 
tary of  the  Treasury  may  determine,  shall  bear  a  design  deter- 
mined by  the  Secretary  to  be  emblematic  of  the  Bicentennial  of 
the  American  Revolution. 

Sec.  2.  All  dollar,  half-dollar,  and  quarter-dollar  coins  minted  for 
issuance  between  July  4,  1975,  and  January  1,  1977,  shall  bear 
"1776-1976"  in  lieu  of  the  date  of  coinage ;  and  all  dollar,  half- 
dollar,  and  quarter-dollar  coins  minted  thereafter  until  such  time 
as  the  Secretary  of  the  Treasury  may  determine  shall  bear  a  date 
emblematic  of  the  Bicentennial  in  addition  to  the  date  of  coinage. 

Sec.  3.  Until  the  Secretary  of  the  Treasury  determines  that  the 
mints  of  the  United  States  are  adequate  for  the  production  of 
ample  supplies  of  coins  and  medals,  any  facility  of  the  Bureau  of 
the  Mint  may  be  used  for  the  manufacture  and  storage  of  medals 
and  coins. 
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^'|^"Vj'*f  Sec.  4.  Notwithstanding  any  other  provision  of  law  with  respect 

tatkfns."^  t^  ^^^  design  of  coins,  tlie  Secretary  shall  mint  prior  to  July  4. 

84  Stat  1768  1975,  for  issuance  on  and  after  such  date,  45  million  silver-clad 
31  use  391.  alloy  coins  authorized  under  section  101(a)  of  the  Coinage  Act  of 
1965,  commemorating  the  Bicentennial  of  the  American  Revolu- 
tion, of  such  design,  in  such  denomination,  and  containing  such 
quantities  of  such  other  metals  as  he  determines  appropriate.  In 
addition,  the  Secretary  shall  coin  and  issue  not  more  than  an 
additional  15  million  such  coins,  if  he  determines  such  coins  are 
needed  to  meet  public  demand.  Coins  minted  under  this  sec-tion 
may  only  be  distributed  by  the  Secretary  as  proof  or  uncirculated 
coins  at  such  prices  as  he  may  determine.  The  Secretary  is  author- 
ized, by  regidation,  to  limit  the  number  of  silver  coins  minted 
under  this  .section  which  any  one  person  may  purchase.  Coins 
minted  under  this  section  shall  be  treated  as  pieces  subject  to  the 
one  hundred  and  fifty  million  piece  limitation  contained  in  section 
101(d)  of  the  Coinage  Act  of  1965.  and  shall  be  subject  to  sucli 
limitation.  Receipts  from  the  sale  of  coins  under  this  section  shall 
be  covered  into  the  Treasury  as  miscellaneous  receipts. 
87  Stat.  456  Sec.  5.  In  connection  with  the  operations  of  the  Bureau  of  the 

Items.^dls-"^  Mint,  the  Secretary  of  the  Treasury  is  authorized  to  manufacture 

tributlon.  and  distribute  numismatic  items.  Proceeds  from  the  sale  of  numis- 

matic items  shall  be  reimbursed  to  the  current  appropriation  for 
the  cost  of  manufacturing  and  handling  of  such  items. 
Approved  October  18,  1973. 


Exhibit  38. — Press  release,  April  15,  1974,  concerning  amendments  of  Treasury's 

coin  regulations 

Treasury  Secretary  George  P.  Shultz  announced  today  that  he  has  approved 
regulations  [See  exhibit  39]  prohibiting  the  exportation,  melting,  or  treating  of 
pennies,  in  concurrence  with  the  Federal  Reserve  banks.  The  Coinage  Act  of  1J)65 
authorizes  the  Secretary  of  the  Treasury  to  take  this  action  whenever  he  deems 
it  necessary  to  protect  U.S.  coinage. 

Demand  for  more  than  two  billion  pennies  during  the  past  3  months  is  double 
the  demand  for  the  same  period  last  year.  This  unprecedented  increase  in  the  out- 
flow of  pennies  cannot  be  explained  by  legitimate  needs  for  commerce  and  trade, 
but  can  only  be  attributed  to  siJeculation  that  the  metal  content  of  the  penny 
will  ultimately  exceed  its  face  value. 

The  regulations  issued  by  the  Secretary  prohibit  v\-ithout  exemption  any  unau- 
thorized melting  or  treating  of  pennies.  Violators  of  the  regulations,  which  will 
be  enforced  by  the  U.S.  Secret  Service,  are  subject  to  the  statutory  penalty  of  up 
to  $10,000  fine  or  5  years'  imprisonment,  or  both. 


Exhibit    39. — Amendments    regulating    exportation,    melting,    and    treating    of 
pennies,  April  12,  1974  (31  CFR  Part  94— Coin  Regulations) 

In  the  judgment  of  the  Secretary  of  the  Treasury  it  is  necessary  in  order  to 
protect  the  coinage  of  the  United  States  to  prohibit,  except  pursuant  to  authoriza- 
tion granted  by  the  Secretary  of  the  Treasury,  the  exportation,  melting,  and 
treating  of  one-cent  coin  of  the  United  States.  Accordingly,  the  follomng  regula- 
tions are  issued.  The  prohibitions  therein  apply  only  to  coins  containing  bronze 
and  exceptions  are  made  for  one-cent  coins  exported  in  small  amounts  for 
legitimate  use  as  coins  or  for  numismatic  purposes,  and  for  small  amounts  of 
coins  carried  in  the  personal  effects  of  individuals  leaving  the  country.  Because  of 
the  nature  and  purpo.se  of  tliese  regulations  and  the  obvious  necessity  for  making 
them  effective  immediately  it  is  foinid  that  notice  and  public  procedure  are  im- 
practicable, unnecessary,  and  contrary  to  the  public  interest.  The  regulations  are 
effective  immediately.  Thev  read  as  follows : 
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94.1  Prohibition. 

94.2  lExceptions. 

94.3  Definitions. 

94.4  Penalties. 

AuTHOEiTY :  Tlie  provisions  of  this  Part  94  issued  under  sec.  105,  Coinage  Act 
of  1965,  Public  Law  89-81,  31  U.S.C.  395. 

§  94.1     ProMbition. 

Except  as  specifically  -authorized  by  the  Secretary  of  the  Treasury  (or  any 
person,  agency,  or  instrumentality  designated  by  him)  or  as  provided  in  this 
part,  no  one-cent  coin  of  the  United  States  may  be  melted,  treated,  or  exported 
from  the  United  States  or  any  place  subject  to  the  jurisdiction  thereof.  This 
prohibition  shall  not  apply  to  any  Department  or  agency  of  the  United  States. 

§  94.2    Exceptions. 

(The  prohibition  contained  in  94.1  against  exporting  one-cent  coin  of  the  United 
States  shall  not  apply  to  the  follovv^ing : 

1(a)  Exports  of  one-cent  coins  having  an  aggregate  face  amount  value  not 
exceeding  $5  in  any  one  shipment,  to  be  legitimately  used  as  coins  or  for  numis- 
matic purposes.  This  paragraph  does  not  authorize  export  for  the  purpose  of  the 
sale  or  resale  of  coins  for  melting  or  treating  by  any  person  ; 

Kb)  One-cent  coin  of  the  United  States  having  an  aggregate  face  amount  value 
not  exceeding  $1  carried  in  the  personal  effects  of  any  individual  departing  from 
a  place  subject  to  the  jurisdiction  of  the  United  States. 

§  94.3    Dejinitions. 

(a)  "Person"  means  an  individual,  partnership,  association,  corporation,  or 
other  organization. 

1(b)  "Treat"  means  to  melt,  smelt,  refine,  or  otherwise  treat  by  heating  or  by  a 
chemical  or  electrical  process. 

§  94.4    Penalties. 

1(a)  Any  person  who  melts,  treats  or  exports  one-cent  coin  of  the  United  States 
in  violation  of  §  94.1  shall  be  subject  to  the  penalties  provided  in  section  105  of 
the  Coinage  Act  of  1965,  which  provides  : 

(a)  Whenever  in  the  judgment  of  the  Secretary  such  action  is  necessary  to 
protect  the  coinage  of  the  United  States,  he  is  authorized  under  such  rules  and 
regulations  as  he  may  prescribe  to  prohibit,  curtail,  or  regulate  the  exportation, 
melting,  or  treating  of  any  coin  of  the  United  States. 

(6)  Whoever  knowingly  violates  any  order,  rule,  regulation,  or  license  issued 
pursuant  to  subsection  (a)  of  this  section  shall  be  fined  not  more  than  $10,000, 
or  imprisoned  not  more  than  5  years,  or  both. 

i(b)  Any  coins  exported,  melted,  or  treated  (or  any  metal  resulting  from  such 
melting  or  treating)  in  violation  of  any  provision  of  this  part  or  of  the  provi- 
sions of  any  authorization,  license,  ruling,  regulation,  order,  direction,  or  instruc- 
tion issued  by  or  pursuant  to  the  direction  or  authorization  of  the  Secretary  of 
the  Treasury  pursuant  to  this  part  shall  be  forfeited  to  the  United  States 
as  provided  in  section  106  of  the  Coinage  Act  of  1965. 

((c)   Attention  is  also  directed  to  18  U.S.C.  1001  which  provides: 

Whoever,  in  any  matter  within  the  jurisdiction  of  any  Department  or  agency 
of  the  United  States  knowingly  and  willfully  falsifies,  conceals  or  covers  up  by  any 
trick,  scheme,  or  device  a  material  fact,  or  makes  any  false,  fictitious  or  fraudu- 
lent statements  or  representations,  or  makes  or  uses  any  false  writing  or  docu- 
ment knowing  the  same  to  contain  any  false,  fictitious,  or  fraudulent  statement 
or  entry,  shall  be  fined  not  more  than  $10,000  or  imprisoned  not  more  than  5 
years,  or  both. 

Elective  Date.  This  regulation  shall  become  effective  upon  publication  in  the 
Federal  Register. 

(Signed)   George  P.  Shultz, 

Secretary  of  the  Treasury. 
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Exhibit  40.— Remarks  of  Deputy  Assistant  Secretary  Matthew  J.  Marks,  Feb- 
ruary 15,  1974,  before  the  National  Institute  on  Customs,  Tarififs  and  Trade, 
American  Bar  Association,  San  Diego,  Calif.,  on  "The  Countervailing  Duty 
and  Antidumping  Laws  as  Effective  Defenses  Against  Unfair  Trade  Practices 
Over  the  Next  Decade" 

In  his  appearance  before  the  Joint  Economic  Committee  on  February  8, 
Secretary  of  the  Treasury  Shult?;  stated  : 

iThe  tensions  inherent  in  the  major  trade  and  balance  of  payments  adjust- 
ments that  countries  will  experience  shortly — even  with  more  reasonable 
oil  prices — underscore  the  importance  of  maintaining  the  impetus  toward 
trade  liberalization.  The  difficult  problems  ahead  can  be  solved  more  easily 
within  a  context  of  expanding  world  trade  encouraged  by  renewed  progress 
toward  trade  liberalization. 

My  speech  deals  with  a  narrow  but  nevertheless  important  segment  of  this 
broad  picture :  unfair  international  trade  practices  and  how  to  cope  with  them. 
I  plan  to  focus  on  the  administration's  activities  in  enforcing  the  antidumping 
and  countervailing  duty  laws,  past  accomplishments,  prospects  for  change,  and 
what  role  these  activities  will  play  in   the  multilateral  trade  negotiations. 

Antidumping 
How  Antidumping  Act  operates 

The  Antidumping  Act  of  1921.  as  amended,  has  often  been  cited  as  a  very 
complex  statute.  .  .  . 

The  concept  of  dumping  under  U.S.  law,  and  internationally  as  well,  is  never- 
theless quite  simple.  Dumping  occurs  when  foreign  merchandise  is  sold  in  the 
United  States  at  less  than  its  "fair  value."  In  the  normal  situation  this  means 
at  less  than  its  home  market  price ;  and  in  addition  such  less  than  fair  value  sales 
cause  injury  to  a  domestic  indu.stry  in  the  United  States.  If  the  Treasury,  which 
conducts  the  fair  value  investigation,  and  the  U.S.  Tariff  Commission,  which 
performs  the  injury  investigation,  make  affirmative  de*^erminations,  the  Secretary 
of  the  Treasury  is  required  to  is.sue  a  "hndiug  of  dumping."  Merchandise  covered 
by  such  a  finding  is  assessed  si>ecial  dumping  duties  only  to  the  extent  there 
is  price  discrimination.  Normally  such  duties  are  asse.s.«rable  on  all  entries 
effected  after  publication  of  a  notice  of  "withholding  of  appraisement"  by  the 
Treasury  Department.  Thus,  if  the  export  price  to  the  United  States  is  ^10 
while  the  foreign  market  value  is  $12,  a  special  dumping  duty  of  $2  would  be 
assessed  to  equate  the  prices. 

The  intent  of  the  law  is  to  nullify  the  effects  of  injurious  price  discrimination. 
The  Antidumping  Act  does  not.  and  is  not  intended  to,  act  as  a  protectionist 
cushion  for  U.S.  industry,  but  rather  as  a  means  of  defending  domestic  enterprise 
from  unfair  international  pricing  practices. 

Information  regarding  suspected  dumping  supplied  to  the  Commissioner  of 
Customs  by  domestic  complainants  must,  under  the  Antidumping  Regulations, 
contain  data  not  only  concerning  the  alleged  discrimination  between  foreign 
market  and  export  prices  but  also  regarding  the  alleged  injury  being  suffered 
by  a  domestic  industry. 

I  raise  this  point  because  all  too  often  the  fallacious  assumption  is  made  by 
some  complainants  that,  since  the  Treasury  by  law  is  restricted  to  determining 
whether  sales  at  less  than  fair  value  are  taking  place,  it  has  no  need  for  injury 
information  and.  indeed,  no  right  to  inquire  into  this  area  in  determining  whether 
to  initiate  an  antidumping  investigation.  It  would  obviously  make  no  sense  for 
Treasury  to  proceed  with  an  extensive  investigation  only  to  learn  that  no  injury 
conceivably  could  have  existed.  This  would  be  a  waste  of  the  taxpayer's  money 
and  valuable  Treasury  manpower. 

Antidumping  activity  in  recent  years 

Beginning  shortly  after  the  Nixon  administration  assumed  office,  the  Treasury 
undertook  a  major  effort  to  rejuvenate  its  administration  of  the  antidumping 
law.  The  large  consumer  market  in  the  TTnited  States  was  a  prime  target  for 
foreign  firms.  To  gain  a  foothold  in  our  marketplace,  some  foreign  firms  were 
resorting  to  unfair  trade  practices,  including  dumping.  The  new  administration. 
Congress,  and  American  producers  were  all  in  agreement  that  something  had 
to  be  done  better  to  defend  American  industry  from  foreign  dumping  practices. 
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Tightened  administration  of  the  Antidumping  Act  and  substantial  increases 
in  manpower  devoted  to  the  administration  of  antidumping  investigations  brought 
dramatic  results.  Final  actions  taken  by  Treasury  under  the  act  increased  from 
16  in  fiscal  year  1968  to  42  in  fiscal  year  1973.  During  this  same  time  period, 
findings  of  dumping  jumped  from  1  to  8,  reaching  a  peak  of  18  in  fiscal  year  1972. 

Notwithstanding  the  increase  in  Treasury's  workload,  the  time  required  to 
process  antidumping  cases  was  sharply  reduced.  During  fiscal  year  1968,  the 
average  number  of  days  required  by  Treasury  to  complete  an  antidumping 
investigation  was  560,  with  some  cases  taking  more  than  2  years.  The  com- 
parable figure  for  investigations  initiated  in  fiscal  year  1973  is  257  days,  a 
reduction  of  more  than  50  percent. 

It  is  frequently  overlooked  that  foreign  as  well  as  domestic  interests  benefited 
from  this  rejuvenation  of  the  Antidumping  Act.  Foreign  firms  are  now^  relieved 
from  the  long  period  of  uncertainty  which  had  previously  prevailed  as  a  result 
of  drawn-out  antidumping  investigations,  which  some  of  our  trading  partners 
had  described  as  an  American  nontarifE  trade  barrier. 

The  number  of  investigations  initiated  reached  a  peak  of  39  in  fiscal  year  1972, 
and  then  declined  to  27  in  fiscal  year  1973.  In  the  first  half  of  fiscal  year  1974.  only 
four  cases  were  initiated. 

The  decline  in  the  number  of  cases  under  investigation  should  not  be  construed 
as  signifying  a  relaxation  in  the  Treasury's  policy  to  administer  the  Antidumping 
Act  effectively,  swiftly,  and  vigorously.  Exogenous  factors  have  undoubtedly 
played  a  role  in  the  large  drop  in  antidumping  activity.  As  a  result  of  interna- 
tional monetary  realignments,  U.S.  products  have  become  more  price  competitive 
with  imported  merchandise.  Thus  U.S.  markets,  for  the  moment,  have  become 
less  attractive  to  foreign  producers.  In  addition,  with  burgeoning  economic 
demand  abroad,  there  is  diminished  foreign  productive  capacity  available.  This 
situation  may  be  temporary  in  view  of  the  recent  strengthening  of  the  dollar. 
Moreover,  the  need  of  foreign  governments  to  pay  the  increased  oil  cost  in 
dollars  may  lead  to  a  renewed  foreign  export  drive  in  the  U.S.  market. 

Vigorous  and  fair  enforcement  of  the  Antidumping  Act  still  is,  and  will  continue 
to  be,  a  primary  concern  of  this  administration 

Prospects  for  change :  Trade  bill  amendments  to  Antidumping  Act 

Even  though  many  Members  of  Congress  have  comme'^ded  the  Treasury  for 
its  more  effective  administration  of  the  act,  the  executive  branch,  in  close 
collaboration  with  the  Congress,  explored  further  refinements  to  the  statute 
for  inclusion  in  the  trade  bill  package. 

"New  open  disclosure  policy. — The  most  important  amendment  in  the  present 
law — ^and  one  which  was  long  overdue,  I  might  add — would  provide  that  the 
publication  of  final  decisions  by  the  Treasury  Department  and  the  Tariff  Com- 
mission contain  "a  statement  of  findings  and  conclusions  and  the  reasons  or 
bases  therefor,  on  all  the  material  issues  of  fact  or  law  presented."  In  the  past. 
Treasury's  public  notices  of  tentative  and  final  decisions  have  too  frequently 
tended  to  be  skeletonized,  containing  a  minimum  of  information  concerning 
the  facts  gathered  and  the  motivating  rationale  behind  decisions  made  in 
a  particular  investigation.  As  a  result  persons  not  involved  in  tlie  investigation 
in  question,  including  practicing  members  of  the  Customs  bar,  found  it  diflicult 
to  gauge  the  precedential  impact  of  individual  decisions.  The  new  provision, 
which  incidentally  the  Treasury  plans  to  extend  to  tentative  as  well  as  final 
determinations,  will  substantially  correct  this  omission  and  increase  significantly 
the  amount  of  information  available  to  outsiders,  i.e.,  those  not  involved  in 
the  particular  investigation. 

Under  our  new  policy  we  propose,  in  particular,  to  furnish  more  information 
regarding  the  adjustments  made  in  reaching  our  fair  value  determinations,  for 
these  can  be  crucial  to  the  final  decision.  This  will  help  clarify  Treasury's  policy 
on  these  and  other  important  issues.  A  detailed  notice  should  be  of  tremendous 
benefit  to  legal  practitioners,  and  all  others  concerned  with  antidumping,  by 
making  it  easier  to  follow  and  comprehend  Treasury's  precedents  in  the  decision- 
making process. 

I  might  add  that  Treasury  prides  itself  in  adhering  to  the  doctrine  of  stare 
decisis.  I  do  not  mean  to  imply  by  this  that  we  sJiall  never  reverse  earlier  prece- 
dents if  we  are  convinced  that  they  are  wrong.  On  the  contrary,  we  follow  the 
traditional  common  law  bvolutionary  approacJi  in  administering  the  Anti- 
dumping Act.  If  we  abandon  an  earlier  precedent,  I  can  promise  you  that  under 
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the  new  policy  we  shall  fully  explain  what  we  are  doing  and  why.  We  are  li\ing 
in  an  ever-changiug  world  and  there  is  no  justification  for  intellectual  sterility 
in  the  administration  of  the  Antidumping  Act. 

In  this  same  vein  of  apprising  the  public  and  practitioners  of  the  rationale 
behind  Treasury's  antidumping  decision.s,  the  Treasury  now  has  available  for 
inspection  an  informal  book  entitled  "Compilation  of  Adjustments  and  Issues 
in  Recent  Antidumping  Investigations."  Starting  in  August  1072.  this  compilation 
was  prepared  by  a  Treasury  officer  of  the  Office  of  Tariff  and  Trade  Affairs  for 
his  personal  use  in  processing  antidumping  cases.  Although  it  is  not,  and  does 
not  pretend  to  be,  an  official  compilation  of  Treasury  precedents,  it  can  be  of 
considerable  help  to  practitioners  desiring  to  research  specific  technical  issues 
which  have  arisen  in  past  eases. 

I  might  add  as  an  aside,  that  this  new,  more  open  Treasury  policy  of  providing 
significant  information  regarding  our  decisionmaking  process,  will  in  no  way 
conflict  with  our  traditional  practice  of  resi)ecting  and  protecting  the  confiden- 
tiality of  price  and  other  private  business  information  supplied  to  us  in  confidence 
during  investigations.  Our  Antidumping  Regulations  lay  out  clearly  the  tyi)es  of 
information  entitled  to  claims  of  confidentiality.  We  have  no  intention  of  putting 
foreign  or  American  firms  in  a  position  where,  in  order  to  prevail  in  an  anti- 
dumping proceeding,  they  must  disclose  their  innermost  business  secrets  to  their 
competition. 

Sales  below  cost. — Under  the  present  law,  if  the  cost  of  production  of  an  item 
is  $20  and  that  item  is  sold  for  ,$15  in  the  home  market  and  for  $15  to  the  United 
States,  the  sale  is  not  at  less  than  fair  value.  During  the  con.sideration  of  the 
trade  bill,  the  Ways  and  Means  Committee  concluded  that  American  producers 
should  not  have  to  comi^ete  with  foreign  merchandi.se  sold  below  cost.  The  tnide 
bill  therefore  contains  an  amendment  which  allows  the  home  market  price  to 
be  disregarded  for  fair  value  comparison  puritoses  to  the  extent  it  fails  to  reflect 
the  full  cost  of  production. 

To  prevent  application  of  this  change  to  situations  which  were  never  intended 
to  be  encompassed  within  its  scope,  e.g.,  the  sale  below  cost  of  outdated  models 
at  the  end  of  the  year,  H.R.  10710  provides  that  the  new  sales  below  cost  pro- 
vision would  apply  only  when  the  Secretary  of  the  Treasury  determines  that 
such  sales:  "(1)  have  been  made  over  an  extended  period  of  time  and  in  sub- 
stantial quantities,  and  (2)  are  not  at  prices  which  permit  recovery  of  all  costs 
within  a  reasonable  i)eriod  of  time  in  the  normal  cour.se  of  trade  .  .  ." 

Sales  by  another. — Another  proposed  amendment  would  alter  the  methodology 
of  fair  value  price  comparisons.  Under  the  pre.sent  act,  when  a  firm's  sales  in  its 
home  market  are  inadeiiuate  for  fair  value  comi)aris<in  puri»oses.  its  export  prices 
are  required  to  be  compared  with  another  firm's  home  market  prices  in  the  same 
country,  which  the  former  company  neither  knows  nor  controls. 

This  inequity  would  be  corrected  under  the  i)roposed  amendment.  If  a  firm's 
sales  in  the  home  market  are  inadequate  to  provide  a  basis  for  fair  value  com- 
parison. Treasury  will,  under  the  amendment,  turn,  not  to  another  finn's  prices 
in  the  home  market,  but  rather  to  the  first  firm's  prices  to  third  countries,  and 
these  will  be  compared  with  the  prices  at  which  that  firm  sells  to  the  United 
States. 

Other  changes. — Other  changes  in  the  act  containetl  in  the  trade  bill  are  pri- 
marily administrative.  I  would  like  to  mention  three  of  these  very  briefly. 

Time  limits  largely  paralleling  those  .set  forth  in  the  Treasury's  Antidumping 
Regulations  will  be  imposed  by  statute  for  preliminary  Treasury  actions  on 
investigations :  6  months  for  normal  investigations  and  not  more  than  9  months 
for  more  complicated  investigations. 

Treatment  of  sales  from  state-controlled-economy  countries,  likewise  pre.sx'ribed 
by  Treasury  Regulations,  will,  under  H.R.  10710,  become  an  integral  part  of  the 
Antidumping  Act.  Since  state-controlled-economy  countries,  i.e.,  Communist-l)loc 
countries,  oi^erate  under  an  administered  price  system,  their  home  market  prices 
are  relatively  meaningless  for  fair  value  comparison  purposes.  They  frequently 
are  not  reflective  of  prices  that  prevail  under  a  free  market  mechanism.  Accord- 
ingly, in  conducting  antidumping  investigations  of  products  from  these  countries, 
Treasury  uses  the  home  market  price  of  the  nearest  similar  nicrcliandise  sold  in 
a  non-state-controlled-economy  country.  Adjustments  are.  of  course,  made  as 
appropriate  for  any  differences  in  the  jiroducts  of  the  two  countries. 

The  trade  bill  also  requires  that  transcribed  hearings  be  held  by  botli  Treasury 
and  the  Tariff  Commission,  and  that  these  transcripts  be  made  available  to  the 
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public.  Treasury  recently  began  to  transcribe  its  hearings  on  an  experimental 
basis  and  anticipates  no  difficulty  with  this  requirement.  The  Tariff  Commission 
has  traditionally  conducted  transcribed  hearings  in  antidumping  cases. 

The  Ways  and  Means  Committee  report  makes  clear  that  the  traditional  non- 
adversary  nature  of  antidumping  investigations  is  to  be  preserved.  Accordingly, 
the  bill  expressly  exempts  these  heai-ings  from  the  requirements  of  the  Adminis- 
trative Procedure  Act.  Among  other  things,  this  will  enable  both  agencies  to  con- 
tinue to  treat  in  confidence  sensitive  price  and  other  trade  information  furnished 
in  the  course  of  antidumping  investigations. 

International  Anti-Dumping  Code 

Under  the  precepts  of  the  International  Anti-Dumping  Code,  to  which  the 
United  States  is  a  signatory,  the  United  States  and  it.s  principal  trading  partners 
agreed  to  adhere  to  basic  principles  concerning  antidumping  proceedings.  The 
United  States  has  found  the  Code  to  be  valuable  in  that  it  provides  a  common, 
international  forum  for  discussion  of  antidumping  matters  and  a  standard  by 
which  the  administration  of  all  signatory  governments'  antidumping  statutes  can 
be  measured.  A  similar  forum  might  well  be  useful  in  dealing  with  international 
subsidy  practices  and  perhaps  other  nontariff  trade  barriers  as  well. 

Countervailing  Duties 

How  countervailing  duty  law  operates 

The  countervailing  duty  law  was  enacted  in  substantially  its  present  form  in 
1897.  A  cursory  glance  at  this  three-sentence  statute  would  suggest  a  rather 
simple  law  governing  a  relatively  simple  concept :  that  the  Secretary  of  the 
Treasury  shall  impose  an  additional  duty  equal  to  the  amount  of  any  "bounty 
or  grant"  determined  by  him  to  be  paid  or  bestowed  on  dutiable  imports  into  the 
United  States.  Unlike  the  Antidumping  Act,  there  is  no  injury  requirement  in 
the  countervailing  duty  law.  The  law  is  mandatory  in  that  the  Secretary  of  the 
Treasury  must  assess  a  countervailing  duty  once  he  determines  a  bounty  or 
grant  is  being  paid  or  bestowed  on  imiwrts. 

Procedures  for  administering  statute 

Although  the  Treasury  Department  may  open  a  countervailing  duty  investiga- 
tion on  its  own  initiative,  normally  such  investigations  are  launched  upon  re- 
ceipt of  complaints  by  domestic  concerns.  The  Customs  Service  is  charged  with 
analyzing  the  contents  of  the  complaint  and  verifying  its  allegations.  This  nor- 
mally calls  for  an  inquiry  of  the  foreign  government  concerned  regarding  the 
nature  of  any  as.sists  that  it  may  be  paying  or  bestowing  on  the  particular 
exports  to  the  United  States.  Based  on  the  information  obtained  from  the  com- 
plainant and  other  interested  persons  and  from  the  overseas  inquiry,  a  decision 
is  made  on  the  appropriateness  of  initiating  a  formal  inve.stigation. 

If  Treasury  decides  to  proceed,  a  countervailing  duty  proceeding  notice  is 
published  in  the  Federal  Register,  offering  intereste<l  parties  a  given  period, 
normally  30  days,  in  which  to  present  comments  and  views.  Thereafter,  the  Sec- 
retary of  the  Treasury  makes  a  final  decision.  If  affirmative,  countervailing 
duties  are  assessed  30  days  after  publication  of  a  coimtervailing  duty  order  in 
the  Customs  Bulletin. 

The  countervailing  duty  is  always  equal  to  the  bounty  or  grant  being  paid  or 
bestowed  on  exports.  Once  imposed,  countervailing  duties  cannot  be  lifted  until 
the  foreign  subsidy  is  eliminated.  The  purpose  of  countervailing  is,  of  course,  to 
nullify  any  trade  advantage  resulting  from  the  bounty  or  grant. 

What  is  a  bounty  or  grant? — domestic  and  international  implications 

The  apparent  simplicity  of  the  statutory  language  and  investigatory  procedures 
is  disarming  for,  in  fact,  administration  of  this  law  entails  difficult  and  complex 
issues,  probably  some  of  the  mast  difficult  in  the  field  of  unfair  international 
trade  practices.  The  statute  does  not  define  the  term  "bounty  or  grant",  and 
there  is  considerable  controversy,  domestic  and  international,  as  to  what  con- 
stitutes an  unfair  subsidy.  This  is  not  surprising,  in  view  of  the  international 
economic  implications  of  assessing  counter^^ailing  duties  to  offset  the  trade- 
distorting  effects  resulting  from  export  subsidy  schemes. 

Unlike  the  antidumping  area,  where  an  international  agreement  has  been  con- 
cluded with  a  detailed  code  of  conduct  covering  the  actions  that  may  be  taken  to 
counteract  dumping,  in  the  countervailing  duty  area  the  only  international  under- 
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standing  reached  is  contained  in  certain  very  generalized  articles  and  notes  of 
ttie  GATT. 

Also,  unlike  the  Antidumping  Act.  which  deals  with  international  price  dis- 
crimination practices  of  private  companies,  the  countervailing  duty  law  almost 
invariably  deals  with  the  actions  of  foreign  governments.  From  an  international 
trade  relations  standpoint,  this  tends  to  render  more  diflBcuIt  the  reaching  of  a 
decision  as  to  what  constitutes  a  bounty  or  grant,  for,  once  exix>rt  subsidy 
schemes  become  locked  in  as  an  integral  part  of  a  government's  tiscal  ix>licy,  the 
government  concerned  is  understandably  reluctant  to  alter  its  practices.  At  the 
same  time,  foreign  governments  tend  to  react  to  a  U.S.  countervailing  action  as 
an  economically  provocative  act. 

For  its  part,  however,  the  U.S.  Government  cannot  rea.'^onably  be  expected  to 
ignore  foreign  export  subsidy  .schemes  designed  to  nullify  comimrative  advantages 
which  American  firms  enjoy  over  foreign  import  comi>etition. 

There  is  controversy  as  to  whether  injury  should  be  made  a  condition  precedent 
to  the  establishment  of  a  bounty  or  grant.  Most  foreign  govenunent-s  follow  the 
provision  of  GATT  Article  VI  which  couples  injury  and  subsidy  as  conditions 
precedent  to  countervailing.  The  U.S.  law  does  not.  We  are  not  required  to  con- 
form to  the  GATT  Article  VI  requirement  because  of  a  '"grandfather  clause" 
exempting  preexisting  legislation. 

Foreign  govemment.s.  while  conceding  the  legal  correctness  of  the  U.S.  posi- 
tion, contend  it  is  unreasonable  for  a  major  trading  nation  such  as  the  United 
States  to  take  advantage  of  such  a  legal  technicality  more  than  a  quarter  of  a 
century  after  the  signing  of  the  GATT.  They  argue  al.so  that  it  is  in  the  U.S. 
interest  to  allow  foreign  governments  to  subsidize  the  American  consumer  if  this 
does  not  cause  injury  to  Americ-an  industrj-. 

U.S.  representatives  have  at  times  questioned  the  appropriateness  of  an  injury 
requirement  in  countervailing  duty  legislation.  A  reasonable  argument  can  he 
made  that  export  subsidies  are  inherently  bad  in  that  they  are  trade-distorting 
measures  which  nullify  the  principle  of  comiwirative  advantage. 

There  is  also  domestic  controversy  in  the  United  States  as  to  the  meaning  of 
"bounty  or  grant."  Probably  the  broadest  interpretation  of  this  tenn  was  stated 
in  dicta  of  two  early  U.S.  Supreme  Court  opinions  relating  to  rebates  of  indirect 
taxes.  The  dicta  in  the  Court's  Doicnn  and  yichoUhs  opinions  refer  to  the  term.s 
"bounty  or  grant"  as  applying  to  all  tax  rebates,  including  rebates  of  indirect 
taxes.  The  holdings,  on  the  other  hand,  stand  for  the  proposition  that  a  bounty  or 
grant  exists  to  the  extent  a  government  grants  a  larger  rebate,  upon  exportation, 
than  the  tax  originally  assessed.  {Doic^ns  v.  United  States,  113  F.  144  (1902),  afif'd 
187  U.S.  496  (1903)  ;  MrJiolaa  d  Co.  v.  United  States,  F.  Ct.  Cust.  App.  97  (1916). 
afE'd  249  U.S.  34  (1919).) 

For  more  than  three  quarters  of  a  century,  the  Trea.sury  in  its  administrative 
decisions  has  consistently  construed  the  Doicns  and  Xicholas  decisions  in  accord- 
ance with  the  holdings  rather  than  the  dicta.  Nevertheless,  many  in  the  United 
States  insist  that  the  latter  reflect  the  true  intent  and  spirit  of  the  countervailing 
duty  law.  The  Doimis  and  yicholas  dicta  have  fairly  recently  been  quoted  with 
approval  in  two  court  opinions  which  were  dealing  in  their  holdings  with  other 
issues. 

This  leads  to  another  controversial  issue.  Since  the  coointervailing  duty  law 
enactment  in  1897,  international  trade  has  multiplied  astronomically.  And  even 
more  .significantly,  the  tax  and  fi.^cal  systems  which  have  evolvefl  .'^ince  the  final 
years  of  the  19th  century  have  understandsibly  l>ecome  vastly  more  complicated. 
To  say  the  least,  it  is  not  a  simple  matter,  under  such  conditions,  to  construe  the 
term  "bounty  or  grant"  as  a  living  reality  in  the  last  quarter  of  the  20th  century. 
Should,  for  example,  a  rebate  of  the  value-added  tax,  which  has  been  adopted 
by  most  European  countries  as  a  princii»al  source  of  revenue,  be  construed  as  a 
bounty  or  grant  inider  the  coimtervailing  duty  law?  If  the  Dotrns  and  Nichola^s 
dicta  were  applied  to  the  value-added  tax.  the  trade  effects  would  not  be 
inconsequential. 

Working  without  a  statutory  definition  of  "bounty  or  grant,"  the  Treasury 
carved  out  a  general  interiiretation  of  the  statute?  on  a  case-by-case  basis.  From 
these  administrative  decisions,  it  is  pos.sible  to  derive  three  broad  categories 
where  the  Treasury  considers  a  bounty  or  grant  to  exist : 

1.  Straight  subsidies  benefiting  exports,  where  it  is  established,  directly  or 
by  clear  implication,  that  the  payments  are  being  made  for  the  puri>ose 
of  improving  the  international  competitiveness  of  such  exports ; 
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2.  Rebates,  upon  exportation,  of  indirect  taxes,  e.g.,  excise  and  consumption 
taxes,  where  the  rebate  exceeds  the  amount  of  the  tax  originally  assessed  ; 
and 

3.  Rebates,  upon  exportation,  of  indirect  taxes,  where  the  tax  paid  was  not 
directly  related  to  the  product  exported  or  components  thereof. 

Under  GATT  Article  VI,  any  rebates,  upon  exportation,  of  direct  taxes,  e.g., 
income  and  social  security  taxes,  are  countervailable,  while  rebates  of  indirect 
taxes  are  not.  The  Treasury  has  never,  so  far  as  I  am  aware,  countervailed  a 
direct  tax  rebate.  On  the  other  hand,  it  has  never  ruled  that  direct  tax  rebates 
do  not  constitute  "bounties  or  grant.s"  under  the  U.S.  law. 

The  GATT  distinction  was  established  at  a  time  when  most  economists  accepted 
a  general  assumption  that  indirect  taxes  are  invariably  passed  on  to  the  consumer 
while  direct  taxes  are  not.  It  was  on  this  basis  that  Article  VI  provided  for 
different  treatment  of  rebates  of  direct,  as  contrasted  with  indirect,  taxes. 

Most  economists  now  appear  to  be  more  cautious  in  accepting  this  assumption 
as  a  general  truism.  There  seems  little  doubt  that  indirect  taxes  are  frequently 
not  passed  through,  while  on  occasion  direct  taxes  are.  What  happens  often 
depends  on  whether  we  are  dealing  with  a  buyer's  or  seller's  market.  I  have  seen 
no  convincing  quantification  of  the  extent  to  which  direct  and  indirect  taxes  are, 
or  are  not,  passed  through.  The  treatment  of  direct  and  indirect  tax  rebates  might 
well  prove  a  diflScxilt  issue  in  the  multilateral  trade  negotiations. 

The  Treasury,  in  its  administrative  decisions,  examines  the  underlying  effects 
of  foreign  assistance  schemes  in  determining  whether  they  constitute  bounties 
or  grants.  Thus,  it  has  determined  a  bounty  or  grant  was  being  paid  or  bestowed 
on  exports  in  a  case  involving  foreign  regional  assistance  to  a  locally  depressed 
area.  One  of  the  key  elements  leading  to  this  conclusion  in  one  case  was  the  fact 
that  more  than  80  percent  of  the  output  of  the  plant  benefiting  from  the  assistance 
scheme  was  to  be  exported  to  the  United  States. 

While  the  above  categories  do  not  pretend  to  cover  every  instance  where  the 
Treasury  has  countervailed — for  example,  the  Treasury  has  frequently  counter- 
vailed multiple  exchange  rate  systems,  depending  on  how  the  multiple  rate  struc- 
ture operates  and  its  effect  on  foreign  exports  to  tJie  United  States — they  do 
reflect  a  set  of  very  general  guidelines  that  have  emanated  from  decisions  reached 
since  the  law  was  enacted.  One  problem,  of  course,  is  that  the  principles  men- 
tioned relate  only  generally  to  the  ambit  of  the  varied  and  highly  sophisticated 
subsidy  practices  that  affect  international  trade  in  the  1970's.  As  business  firms 
become  more  and  more  export  oriented,  their  governments  increasingly  become 
partners  in  making  their  commodities  as  attractive  as  possible  on  the  world 
market.  Such  a  world  did  not  exist  in  1897,  when  the  Congress  enacted  a  three- 
sentence  statute.  Thus,  the  crucial  question  in  administering  antisubsidy  legisla- 
tion is  how  it  should  be  construed  in  light  of  present-day  realities. 

A  resolution  of  this  important  trade  problem  is  essential,  especially  as  we 
approach  the  multilateral  trade  negotiations.  The  problem  is  accentuated  on 
the  one  hand  by  a  concern  in  certain  segments  of  our  economy  over  allegedly  sub- 
sidized import  competition.  Conversely,  foreign  governments,  many  of  whose 
programs  to  stimulate  exports  have  become  entwined  in  the  basic  fiscal  fabric 
of  their  domestic  economies,  are  hardly  enchanted  at  the  thought  of  making  major 
changes  in  this  area.  The  result  until  now  has  been  a  lethargic  effort  in  the  GATT 
to  inventory  alleged  subsidy  practices  of  all  member  governments,  but  un- 
fortunately without  meaningful  results  thus  far  in  coming  to  grips  with  the  basic 
problem.  What  is  needed  is  a  new  set  of  international  principles  which  will  lay 
down  agreed  rules  as  to  what  is,  and  is  not,  acceptable  in  the  export  subsidy  area. 
Such  a  multilateral  negotiation  will  be  difficult,  as  it  will  involve  much  give-and- 
take  on  all  sides. 

Alternatively,  each  government  could  approach  the  problem  unilaterally  in 
terms  of  its  domestic  antisubsidy  legislation.  To  me  such  an  approach  is  unthink- 
able in  that  it  would  undoubtedly  lead  to  retaliations  and  counterretaliations.  I 
should  emphasize  in  this  connection  that  no  government,  including  the  United 
States,  can  claim  to  be  simon-pure  in  this  area. 

Trade  bill  amendments  to  countervailing  duty  law 

There  are  a  number  of  major  amendments  to  the  countervailing  duty  law  in  the 
trade  bill,  as  approved  by  the  House. 

Twelve  months  time  limit. — The  Secretary  of  the  Treasury,  under  one  amend- 
ment, would  be  required  to  decide  within  12  months  after  a  question  is  presented 
to  him  whether  "bounties   or  grants"  are  being  paid  or  bestowed  under  the 
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statute.  Under  the  present  law.  there  is  no  time  limit  for  the  completion  of  investi- 
gations. In  all  candor,  this  amendment  reflects  the  interest  of  the  Congress  in 
obtaining  more  prompt  action  on  countervailing  duty  complaints,  some  of  which 
have  been  under  consideration  by  Treasury  for  very  extended  periods  of  time 
because  of  problems  such  as  those  I  have  outlined. 

Discretionary  authority. — Another  amendment  would  grant  the  Secretary  of 
the  Treasury  discretionary  authority  for  4  years  to  refrain  from  countervailing 
where  he  determines  that  such  action  would  be  likely  seriously  to  jeopardize  the 
completion  of  the  multilateral  trade  negotiations.  This  provision  reflects  the 
House's  understanding  of  the  difficult  international  problems  I  have  discussed, 
and  its  effort  to  facilitate  an  international  agreement  in  the  subsidy  area  as  part 
of  the  multilateral  trade  negotiations.  If  an  international  agreement  is  reached, 
and  such  agreement  is  approved  by  the  Congress  in  the  manner  provided  for  in 
the  trade  bill,  it  will  very  likely  be  necessary  to  submit  to  Congress  a  new  amend- 
ment to  the  countervailing  duty  law  under  the  .same  procedures  to  bring  the 
present  legislation  into  conformity  with  the  new  international  agreement.  In  the 
absence  of  such  an  agreement,  the  temporary  discretionary  authority  would 
lapse  and  Congress  and  the  executive  branch  would  then  have  to  decide  how 
the  United  States  should  defend  itself,  on  a  unilateral  basis,  against  subsidized 
imports.  I  fervently  hope  that  this  Government  will  not  find  itself  confronted 
with  such  a  decision  I 

H.R.  10710  grants  similar  discretionary  authority  with  respect  to  articles  which 
are  the  product  of  facilities  owned  or  controlled  by  a  developed  country  if  the 
investment  in,  or  operation  of.  such  facilities  is  subsidized.  In  this  case,  however, 
the  discretionary  authority  is  limited  to  1  year. 

The  trade  bill  also  grants  discretionary  authority  to  the  Secretary  to  refrain 
from  countervailing  products  that  are  subject  to  quota  restrictions  or  effective 
quantitative  limitations  on  their  exportation  to  the  United  States,  if  the  Secretary 
of  the  Treasury  feels  that  these  are  an  adecpiate  substitute  for  countervailing. 
There  is  no  time  limit  on  the  exercise  of  this  latter  discretionary  authority. 

Right  of  judicial  rerieir. — I  would  like  to  dwell  briefly  on  the  amendment  to 
the  trade  reform  bill  providing  complainants  with  tlio  right  of  judicial  review 
of  negative  countervailing  duty  decisions  by  the  Secretary  of  the  Treasury. 
Under  a  decision  handed  down  by  the  Court  of  Customs  and  Patent  Appeals  in 
1970,  it  was  determined  that  American  complainants  had  no  right  of  appeal  to  the 
courts  against  a  negative  countervailing  duty  ruling  liy  the  Secretary.  Members 
of  Congress  and  others  have  expressed  concern  that  this  judicial  ruling  might 
adversely  affect  the  ability  of  American  producers  to  obtain  meaningful  relief 
under  the  countervailing  duty  law  and.  therefore,  the  House  approved  an  amend- 
ment of  the  statute  to  provide  for  a  right  of  judicial  review.  It  was  felt  that 
American  producers  should  enjoy  the  same  right  of  judicial  review  in  the  Cus- 
toms Court  as  is  available  for  importers  who  are  presently  entitled  to  judicial  re- 
view of  the  actual  as.ses.sment  of  countervailing  duties. 

Other  changes. — H.R.  10710  makes  other  substantive  amendments  to  the 
statute.  The  most  significant  of  these  would  extend  the  countervailing  duty  law 
to  nondutiable  imports.  This  provision  is  coupled  with  a  requirement  that  the 
Tariff  Commission  determine  injury.  The  injury  requirement  for  duty-free 
articles  would  prevail  only  as  long  as  this  is  required  under  the  international 
obligations  of  the  United  States;  i.e..  GATT  Article  VI.  It  should  be  emphasized 
that  the  injury  requirement  is  applicable  only  to  duty-free  merchandise. 

Summary 

The  amendments  to  the  countervailing  duty  law  reflect  the  very  strong  senti- 
ment of  the  House  of  Representatives  that  the  law  should  be  administered  far 
more  vigorously  than  at  present.  At  the  same  time,  the  temiwrary  discretionary 
authority  granted  to  the  Secretary  provides  for  a  period  of  4  years,  during 
which  intense  efforts  will  have  to  be  made  to  reach  an  international  understand- 
ing on  the  extremely  diflioult  and  complex  issues  which  I  discussed  earlier.  The 
road  toward  achieving  such  an  understanding,  which  can  be  acceptalile  to  the 
executive  and  Congre.ss  as  well  as  to  our  trading  partners,  will  be  long  and  diflS- 
cult.  The  failure  until  now  of  the  Unitetl  States  and  its  trading  jiartners  to  come 
to  grips  with  the  fundamental  problems  inherent  in  this  area  may  have  led  fo 
a  general  hardening  of  jiositions  and  inflexiliility  toward  alternative  approaches. 
Hopefully,  however,  all  interests  recognize  that  we  have  come  to  a  crossroads  on 
thia  issue.  It  can  no  longer  be  swept  under  the  rug  and  put  off  "for  future  con- 
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si  deration."  In  this  atmosphere,  acceptable  solutions  can  and  must  be  found. 
If  we  are  to  continue  to  make  advances  in  the  development  of  a  healthy  world 
trade  structure,  there  is  no  other  choice. 


Exhibit    41. — Other    Treasury    testimony    in    hearings    before    congressional 

committees 
General  Counsel  Schmults 

Statement,  March  27,  1974,  before  the  Subcommittee  on  Securities  of  the 
Committee  on  Banking,  Housing  and  Urban  Affairs,  on  S.  3126,  to  authorize 
the  SEC  to  prohibit  off  exchange  trading  in  the  event  it  determines  such  trading 
is  contrary  to  the  public  interest  and  the  protection  of  investors. 

Statement,  April  24,  1974,  before  the  Sulx?ommittee  on  Merchant  Marine  of 
the  Senate  Committee  on  Commerce,  on  the  denial  of  an  application  for  a  Jones 
Act  waiver  for  shipments  of  fertilizer  and  possible  solutions  to  the  fertilizer 
shortage  in  the  Pacific  Northwest. 

Statement.  April  30,  1974,  before  the  Subcommittee  on  Foreign  Operations 
and  Government  Information  of  the  House  Committee  on  Government  Oi)erations, 
on  access  to  records  on  persons  maintained  by  Government  agencies. 


Tax  Policy 

Exhibit  42. — Statement  of  Assistant  Secretary  Hickman,  November  28,  1973, 
before  the  Subcommittee  on  Energy,  Senate  Finance  Committee,  on  fiscal 
policy  and  the  energy  problem 

Mr.  Chairman  and  members  of  this  committee,  I  am  pleased  to  be  with  you 
this  morning  and  to  discuss  with  you,  on  behalf  of  the  Treasui-y  Department,  the 
question  of  "Fiscal  Policy  and  the  Energy  Crisis."     * 

I  do  not  appear  before  you  as  an  expert  on  the  intricacies  of  the  energy 
problem,  and  I  shall  confine  my  remarks  to  the  role  of  taxes  and  to  aspects  of 
Government  revenues  and  expenditures  as  they  relate  to  the  energy  problem. 

It  is  important,  at  the  outset,  to  distinguish  between  short-term  and  long-term 
problems.  The  immediate  problem  is  how  to  allocate  the  current  reduced  supply. 
The  long-term  problem  is  how  to  make  the  U.S.  demands  for  energy  compatible 
with  the  rest  of  the  world's  demands  for  energy  and  with  the  world's  supply  of 
energy  commodities.  Let  me  look  first  at  the  short  term. 

The  short-term  outlook 

We  are  at  pre.sent  and  at  current  price  levels  faced  with  a  shortage  of 
petroleum  products.  The  fundamental  economics  of  a  shortage  are  often  lost  in 
discussion.  A  shortage  exists  when  there  is  not  enough  of  a  product  to  satisfy 
those  who  would  like  to  buy  it  at  the  existing  price.  In  a  free  market,  shortages  do 
not  exist  as  the  price  simply  rises,  the  number  of  people  who  wish  to  piirchase  the 
products  decreases  as  the  price  rises,  and  ultimately  supply  and  demand  balance 
out.  The  price  at  which  that  occurs  is  often  referred  to  as  the  price  which  "clears 
the  market." 

At  the  pre.sent  time,  we  have  two  special  factors  which  must  be  taken  into 
account  and  which  accentuate  each  other.  First,  we  have  a  system  of  price  con- 
trols which  for  belter  than  a  year  has  held  down  the  price  of  petroleum  products 
in  the  United  States  while  the  prices  of  those  products  have  risen  in  the  free 
world  market.  Second,  we  have  had  an  abrupt  and  .substantial  decrease  in  the 
supply  of  petroleum  products  available  because  of  the  embargo  by  the  Arab 
nations.  Thus,  in  order  for  the  pricing  system  to  perform  its  classic  role  of 
eliminating  petroleum  shortages  by  bringing  supply  and  demand  into  balance, 
there  would  need  to  be  a  major  increase  in  existing  prices — first,  in  order  to 
overcome  the  cumulative  amounts  by  which  controls  have  kept  U.S.  prices  below 
free  market  world  prices,  and,  second,  to  reflect  the  major  reduction  in  total 
supply  caused  by  the  embargo. 

Our  energy  experts  estimate  that  the  supply  of  petroleum  products  will  in 
the  near  term  drop  between  15  to  20  percent  below  the  amount  which  would 
otherwise  be  consumed  at  existing  prices.  There  seems  to  be  general  agreement 
that  a  great  deal  of  the  current  consumption  of  petroleum  products  is  not  really 
necessary  and  that  our  citizens  could,  without  major  inconvenience,  reduce  their 
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consumption  significantly.  The  problem  is  how  best  to  wring  that  nonessential 
eonsimiption  out  of  the  economy. 

Short-term  options 

One  option  which  moves  in  the  direction  of  eliminating  nonessential  con- 
sumption is  to  make  it  inconvenient  and  difficult  for  people  to  obtain  petroleum 
products,  or  simply  to  make  some  of  them  partially  unavailable — thus,  the 
recommendation  to  close  service  stations  on  Sundays.  Similarly,  an  allocation 
directive  under  which  refineries  would  produc-e  less  gasoline  and  more  fuel  oil 
would  inevitably  reduce  the  consumption  of  gasoline,  as  we  cannot  consvmie  that 
which  does  not  exist.  But  it  would  al.so  cause  shortages  of  gasoline  unless, 
through  other  measures,  the  present  demand  for  gasoline  is  lessened. 

A  second  option  to  deal  with  the  shortage  is  rationing.  Rationing  does  not 
really  retluce  the  shortage,  as  there  will  still  be  more  jieople  who  wish  to  buy 
more  ga.soliue  than  the  supply  permits.  It  will  simply  make  the  shortage  com- 
puLsory — individuals  will  not  be  ijermitted  to  buy  as  much  as  they  would  like. 
The  appeal  of  rationing  to  its  advocates  appears  to  lie  in  the  conviction  that  it 
would  make  everyone  share  equally  and  equitably  in  the  shortage.  If  that  were 
a  fact,  it  would  be  an  easy  option.  But  in  the  real  world,  the  requirements  of 
individuals  for  petroleum  products  vary  enormously  and  continuously,  and  no 
system  of  human  decisionmaking  can  cope  with  all  of  those  variations,  even  if 
there  were  agreement  on  the  criteria,  which  there  is  not.  What  seems  fair  to 
one  man  often  seems  unfair  to  another. 

A  third  approach  is  to  eliminate  the  shortage  by  permitting  prices  to  rise  until 
demand  is  reduced  sufficiently  to  meet  the  supply.  Such  a  price  increa.se  might  or 
might  not  be  accompanied  by  a  tax.  which  I  shall  di.scu.ss  in  a  moment. 

Proponents  of  a  price  increase  argue  that  even  Congress  cannot  repeal  the 
laws  of  supply  and  demand  and  that  the  market  is  the  fairest  way  to  eliminate 
the  shortage  because  it  allows  people  individually  to  decide  what  is  most  impor- 
tant to  them  rather  than  leaving  that  decision  to  some  government  agency.  One 
family  might  decide,  for  example,  that  it  preferred  to  have  less  gasoline  and 
more  beefsteak;  and  another  family  might  decide  that  it  was  willing  to  trade 
the  extra  beefsteak  for  a  somewhat  more  expensive  vacation.  Each  family  could 
make  its  own  choice  and  would  not  be  bound  by  the  decision  of  a  rationing  board 
that  no  one  would  be  permitted  enough  gasoline  for  an  extended  vacation.  A 
further  argument  for  price  increases  is  that  they  will  tend  to  increase  the  supply 
of  products.  In  the  case  of  petroleum,  a  price  increase  will  cause  more  wells 
to  be  drilled  and  will  cause  hitherto  uneconomic  wells  and  processes  to  become 
profitable  and  go  into  production. 

Those  who  oppose  permitting  the  market  to  eliminate  the  shortage  argue  that 
the  price  increase  which  would  be  required  to  bring  supply  and  demand  into 
balance  would  be  so  large  that  it  would  be  a  hardship  on  many  people  and, 
further,  that  market  forces  may  not  operate  rapidly  enough  to  prevent  critical 
shortages.  For  example,  they  suggest  that  the  market  might  not  operate  rapidly 
enough  to  insure  that  households  would  have  enough  fuel  this  winter  or  that 
certain  businesses  would  not  close  down.  A  further  complication  arises  from  tlie 
impact  of  a  major  rise  in  petroleum  prices  on  our  price  control  .system  and  the 
battle  against  inflation. 

Before  I  turn  to  the  subject  of  a  price  increase  accompanied  by  an  excise  tax, 
let  me  call  your  attention  to  some  data  concerning  the  magnitude  of  price 
increases  which  might  be  required  to  bring  us  up  to  a  free  market  price. 

Table  1,  which  follows,  is  an  estimate  of  the  price  increases  which  seem  likely 
to  occur  if  prices  of  petroleum  products  were  freed.  The  assumptions  on  which 
the  estimates  are  made  appear  on  the  notes  which  follow  the  table.  Different 
economists  will  make  .somewhat  different  assumptions  and  will,  of  course,  get 
different  answers.  I  cannot  say  they  would  be  wrong.  'Hiere  is  no  way  to  predict 
numbers  such  as  this  with  any  precision,  and  I  do  not  pre.sent  the  numbers  to 
you  as  firm  convictions  but  only  as  an  indication  of  the  orders  of  magnitude  in 
which  we  are  talking  based  upon  what  .seem  to  be  reasonable  assumptions.  You 
will  note  that  table  1  indicates  somewhat  lesser  price  increases  in  the  longer 
term  than  in  the  shorter  term.  This  is  because  many  of  the  adaptations  to 
increased  prices  will  be  made  by  people  only  over  a  longer  period  of  time,  e.g., 
we  could  expect  higher  prices  to  cause  people  to  purchase  smaller  automobiles, 
but  everyone  will  not  convert  immediately. 
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Table  2  shows  the  recent  prices  of  gasoline  in  other  countries  compared  to  the 
U.S.  price.  In  evaluating  those  numbers,  you  should  keep  in  mind  that  those 
prices  must  be  paid  by  foreign  workers  out  of  real  incomes  which  are  in  most 
cases  substantially  less  than  the  income  of  workers  in  the  United  States. 

Table  3  indicates  how  these  numbers  relate  to  the  expenditures  of  a  low-income 
and  an  average-income  family.  You  will  note  that  the  expenses  of  gasoline  are 
only  a  minor  part  of  the  total  expense  of  owning  an  automobile  and  other  trans- 
portation expenses.  You  will  note  further  that  retail  prices  for  gasoline  (exclud- 
ing taxes)  have  in  recent  years  diminished  in  relation  to  other  prices,  so  that 
in  a  period  of  increasing  prices,  gasoline  has  become,  in  a  sense,  a  bargain  item. 

Table  4  illustrates  how  a  25-cent  increase  in  the  price  of  gasoline  might  affect 
the  budget  of  an  average  family. 

Table  5  contains  some  illustrative  prices  and  price  changes  of  some  common 
food  items  to  provide  some  perspective  as  to  what  the  price  indicated  in  table 
1  amounts  to  in  terms  of  recent  food  price  increases. 

Table  6  gives  us  some  insight  into  the  extent  to  which  the  cost  of  gasoline  is 
an  expense  of  getting  to  work.  If  gasoline  should  become  more  expensive,  there 
would,  of  course,  be  many  people  who  would  minimize  that  expense  by  carpool- 
ing  or  by  using  public  transportation. 

Table   1. — Estimated  impact  of  emergency  supply  restrictions  on  retail  prices  of 

gasoline  and  fuel  oil 


Increase  in  retail  gasoline  and 
Emergency  condition  fuel  oil  prices 

Short  term  Long  term 

Supply  reduced  by: 

10  percent Sji/gal.  5«f/gal. 

15  percent 12<t/gal.  7si/gal. 

20  percent 15ji/gal.  lOji/gal. 


Basic  assumptions: 

Current  (November  1973)  consumption  of  crude  and  refinery  products:  6.4  billion  bbls./yr. 

Crude  prices  on  which  current  refinery  product  prices  are  based: 

Foreign  crude... $6.50  bbl. 

Domestic  crude $4.18  bbl. 

Average $4.60  bbl. 

Retail  prices: 

Gasoline - --  430  gal. 

Fuel  oil - 22.40  gal. 

Elasticity  of  supply,  relative  increase  in  flow  of  oil  in  response  to  increase  in  price,  is  zero. 

Elasticity  of  demand,  relative  decline  in  consumption  of  oil  products  in  response  to  increase  in  price,  is: 
—.143,  short  term  (1  jr.) 
-.229,  long  term  (2  yrs.  +) 


Table  2. — Average  retail  prices  of  gasoline  in  selected  European  cities,  July  1973 

U.S.  0/gallon 


Place 


Service  station 

price  excluding 

tax 


Tax 


Service  station 

price  including 

tax 


Hamburg,  Germany 

Rome,  Italy* 

LeHavre,  France 

Rotterdam,  Netherlands. 

London,  U.K 

United  States 


32.2 

79.7 

111.9 

22.9 

76.3 

99.2 

26.7 

76.2 

102.9 

37.4 

74.9 

112.3 

27.8 

48.2 

76.0 

26.8 

11.9 

38.7 

•Gasoline  prices  were  increased  on  Sept.  30,  making  prices  roughly  $1.13  per  gallon  for  regular  grade  and 
$1.19  per  gallon  for  premium. 
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Table  3. — Illustrative  expenditures  for  a  family  of  four 

(Shows  annual  budgets  for  four-person  families,'  one  at  an  intermediate  level  of  living,  the  other  at  a  lower 
level  of  living,  in  1971.  These  budgets  were  derived  from  Department  of  Labor  publications] 


INTEEMEDIATE 

Level 

LowEB  Level 

Amount 

Percent  of  after- 
tax income 

Amoimt 

Percent  of  after- 
tax income 

Total  budget                                    -  .  . 

$10,971 

$7, 214 

Consumption 

8,626 

89.8 

6,841 

88.7 

Food.. 

Housing. 

Transportation  (excluding  gasoline) 

2,532 

2,638 

734 

26.4 
27.4 
7.6 
»2.4 
12.6 
6.4 
7.1 

1,9&4 
1,516 
408 
128 
848 
609 
368 

29.8 
23.0 

6  ?. 

Gasoline 

Clothing 

Medical  care 

Other 

230 

1,196 

612 

684 

«2.0 
12.9 
9.2 
6.6 

Other  costs 

660 

6.8 
4.4 

367 

387 
629 

6  4 

Social  security  and  disability  payments 

419 

6  9 

1,366 

'  Weighted  a/er^e  for  both  owners  and  nonowners  of  automobiles. 

'  In  the  10  years  since  1963,  the  general  price  level  has  increased  by  about  47  percent  while  the  price  of  gaso- 
line (excluding  taxes)  has  only  increased  about  33  percent. 


Table  4. — Illustration 

Mr.  T  lives  10  miles  from  work  and  commutes  each  day  by  car.  During  each  week,  Mrs.  T  drives  to  and 
from  the  shopping  center,  2.5  miles  from  their  home,  three  times  and  makes  five  other  trips  of  5  miles  each 
taking  the  children  to  piano  lessons,  etc.  Mr.  and  Mrs.  T  go  to  the  movies  2.5  miles  from  their  home  once,  to 
and  from  the  bowling  alley  2.5  miles  from  their  home  once,  and  to  and  from  church  2.5  miles  from  their  homo 
once  each  week.  Mr.  and  -Mrs.  T  also  drive  1,500  miles  on  their  vacation  and  850  miles  on  other  trips  each 
year.  Under  these  circumstances,  if  Mr.  and  Mrs.  T's  car  gets  15  miles  per  gallon,  the  following  additional 
amoimts  would  be  spent  for  gasoline  if  the  prices  were  increased  by  $0.25  per  gallon. 

Increased  commuting  cost  per  week $1.64 

Increased  personal  driving  cost  per  week 84 

Total  per  week 2.48 

Increased  cost  of  vacations  and  trips  per  year 30.76 

If  Mr.  and  Mrs.  T  were  to  reduce  their  consumption  by  26-30  percent,  they  might  do  so  without  severe 
problems  as  follows: 

Carpool  for  commuting  (sharing  costs  with  one  person) $0.  82 

10-percent  reduction  in  personal  driving .  08 

10-percent  reduction  in  vacations  and  trips 3.08 

Reduction  in  cost  per  week  (excluding  vacation  and  trips) .90 

Note  #/— Only  about  25  percent  of  the  average  car  owner's  expenses  of  operating  his  car  are  attributable  to 
gasoUne.  Accordingly,  a  100-percent  increase  in  gasoUne  costs  will  only  increase  total  car  ownership  expenses 
on  the  average  by  20  percent. 

A'ote  KS—Mi.  and  Mrs.  T  may  choose  to  spend  the  additional  amounts  on  gasoUne  rather  than  reduce 
consumption.  It  is  Ukely  that  Mr.  and  Mrs.  T  will  choose  to  give  up  some  gasoUne  for  some  things  and  will 
choose  to  give  up  some  other  things  in  exchange  for  gasoUne  (.e.g. ,  a  carton  of  cigarettes  a  week  at  $3.04  per  carton , 
a  six-pack  of  beer  a  week  at  S1.43  per  six-pack,  or  substitute  3  pounds  of  hamburger  for  3  pounds  of  sirloin 
at  a  reduction  of  $3.00).  With  mandatory  fuel  rationing,  Mr.  and  Mrs.  T  would  not  be  able  to  make  the  sub  - 
stitutions  which  are  the  most  satisfactory  to  them;  the  choice  would  l>e  made  for  them  by  the  Government. 

Note  #3— Illustration  is  based  on  driving  10,000  miles  per  year,  which  is  sUghtly  above  the  national  average 
based  on  Department  of  Transportation  statistics  for  1U70.  Lower  income  groups  drive  considerably  fewer 
miles  on  an  average. 
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Table  5. — Increase  in  average  retail  -prices  of  selected  food  commodities  from  August 

1972  to  August  1973 


Item 


Retail  price 


Increase 


Steak 

Chicken 

Milk 

Eggs 

Bread 

Pork  chops. 
Shrimp 


1972 

197S 

Percent 

$1.58 

$1.86 

17.7 

.41 

92 

124.4 

.59 

.65 

10.2 

.51 

.96 

88.2 

.25 

.27 

8.0 

1.26 

1.99 

57.9 

1.18 

1.38 

16.9 

Table  6. — Who  commutes  to  work  by  car? 

The  table  below  indicates  that  few  lower  income  workers  commute  to  work  by  car.  Given  that  lower 
income  people  reside  in  cities  and  other  forms  of  transportation  are  available  in  cities,  the  percentages  are 
not  surprising.  For  families  with  incomes  over  $15,000,  81  percent  commute  to  work  by  car  while  less  than 
20  percent  of  those  families  with  incomes  less  than  $3,000  commute  by  car. 

Miles  driven  commuting  by  money  income  class 

[Money  income  in  thousands  of  dollars] 


Commuting 

Aver- 

miles per  day 

<.5 

.5-1 

1-2 

2-3 

3-4 

4-5 

5-7.5 

7.5-10 

10-15 

>15 

age 

0* 

99.5 

87 

89 

87 

76 

66 

49 

36 

22 

19 

41.9 

Less  than  10 

0 

2 

6 

6 

12 

16 

21 

23 

25 

23 

20.0 

10-20 

0 

3 

2 

2 

7 

8 

12 

17 

21 

21 

15.2 

20-40 :. 

0 

5 

2 

3 

4 

6 

11 

15 

19 

24 

14.4 

40  or  more 

.5 

4 

1 

1 

2 

4 

7 

9 

12 

13 

8.5 

•Includes  those  who  do  not  work. 

Source:  Survey  Research  Center,  University  of  Michigan. 

Use  of  an  excise  tax 

An  option  which  has  been  the  subject  of  recent  public  discussion  is  the 
imposition  of  an  excise  tax  on  crude  petroleum  or  other  petroleum  products. 

It  is  important  to  understand  that  an  excise  tax,  such  as  an  excise  tax  on 
crude  oil  or  on  gasoline,  is  in  this  context  only  a  variation  of  the  price  increase 
option.  The  essence  of  the  proposal  is  that  prices  to  consumers  be  permitted  to 
rise  to  the  point  where  the  shortage  is  eliminated  by  decreased  demand.  Some 
who  argue  that  this  would  create  a  windfall  for  oil  producers  then  argue  for  an 
excise  tax  to  absorb  that  windfall.  That  argument  obviously  leads  to  other  argu- 
ments about  what  is  and  what  is  not  a  "windfall." 

From  the  consumers'  point  of  view,  the  result  of  the  tax  is  simply  a  price 
increase.  The  price  increase  represents  a  greater  percentage  of  income  in  the  lower 
income  classes  than  in  the  higher  income  classes  as  do  almost  all  increases  in 
the  prices  of  basic  commodities.  The  price  increase  might  be  termed  "regressive" 
although  that  term  is  not  usually  associated  with  a  price  increase.  However, 
the  effect  of  the  excise  tax  is  to  take  away  the  benefits  of  the  price  increase  from 
those  who  own  and  produce  oil.  Since  those  persons  are,  generally  speaking,  in 
higher  income  categories,  the  tax  is  highly  progressive.  The  imposition  of  an 
excise  tax  under  these  circumstances  is  to  be  distinguished  from  normal  excise 
iaxes,  which  are  imposed  on  top  of  a  free  market  price.  In  the  latter  ease,  the 
incidence  of  the  tax  is  apt  to  fall  on  the  consumer  rather  than  the  producer  and 
is  apt  to  be  regressive  in  some  degree. 

In  judging  the  desirability  of  enacting  or  not  enacting  an  excise  tax,  the 
following  arguments  are  often  made. 
In  favor  of  imposing  an  excise  tax: 

•  Permits  some  substitution  of  political  judgments  where  it  is  believed 
that  a  free  market  won't  respond  quickly  enough  or  in  a  satisfactory 
manner.  It  must  be  noted  that  this  could  also  be  achieved  through 
mechanisms  other  than  a  tax,  such  as  allocation. 
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•  Eliminates  alleged  windfall  profits.  This,  too,  might  be  achieved  by  devices 

other  than  an  excise  tax. 
Against  imposing  an  excise  tax: 

•  History  suggests  that  it  is  almost  impossible  to  make  such  a  tax  a  tempo- 

rary one. 

•  A  tax  takes  away  the  incentive  for  increased  supplies  which  is  provided 

by  increased  profits,  forcing  more  of  the  adjustment  to  be  made  in 
demand. 

•  A  tax  creates  large  additional  revenues,  with  twin  dangers  that  with- 

drawal of  large  amounts  from  the  economy  may  be  deflationary  and 
that  those  revenues  may  not  be  sensibly  used. 
As  indicated,  it  is  possible  to  impose  an  excise  tax  on  only  a  single  product, 
say  gasoline,  and  not  on  other  petroleum  product-s.  If  large  enough,  such  a  gaso- 
line tax  could  bring  supply  and  demand  for  all  petroleum  products  into  balance, 
although  some  increase  in  the  price  of  other  petroleum  products  would  doubt- 
less occur.  In  connection  with  proposals  for  imposing  an  excise  tax  on  gasoline 
alone,  the  following  arguments  are  often  made : 
Against  imposing  a  tax  on  gasoline  only: 

•  Puts  the  entire  adjustment  burden  on  one  commodity,  producing  more 

severe  dislocations  than  if  the  tax  were  distributed  more  widely. 
Smaller  increases  in  more  commodities  are  usually  more  acceptable. 

•  A  gasoline  tax  has  more  impact  at  low-income  levels  than  a  tax  on  crude. 

(But  note  that  perhaps  40  percent  of  all  families  having  after-tax  ex- 
penditures of  $6,000  per  year  or  less  do  not  have  cars  and  thus  pay  no 
gasoline  taxes  directly.) 

•  Provides  no  incentive  to  turn  down  thermostat,  insulate  ttie  house,  turn 

off  lights  (as  the  cost  of  electricity  generated  by  oil  increases),  etc. 

•  A  gasoline  tax  is  highly  visible,  highly  resented,  and  highly  emotional. 
In  favor  of  imposing  a  tax  on  gasoline  only: 

•  Satisfies  those  who  believe  private  automobiles  should  be  di.<5Couraged. 

•  The  public  generally  acknowledges  that  much  driving  is  discretionary. 

(But  they  also  recognize  the  discretionary  nature  of  other  items.) 

•  Would  require  a  very  major  price  increase  for  gasoline  and  .should,  there- 

fore, have  a  major  i)sychological  effect.  One  might  expect  a  greater  re- 
sponse to  a  large  change  in  one  commodity  than  to  small  changes  in 
many,  although  such  an  expectation  is  not  based  on  solid  evidence. 

•  The  case  for  a  gasoline  tax  rests  on  the  assumption  that  expenditures  for 

gasoline  are  le.ss  essential  than  for  other  petroleum  products,  and  that 
a  heavy  gasoline  tax  would  have  less  impact  on  jobs  and  production 
than  lesser  taxes  spread  over  more  products.  But  note :  Some  industries 
would  be  very  hard  hit  by  major  cutbacks  in  gasoline.  For  example, 
motels  and  resorts,  and  the  companies  which  build  them,  sell  them 
furniture,  food,  et  cetera,  could  be  severely  damaged.  Another  example  : 
private  aviation,  the  companies  which  lease  i)lanes  and  own  airports, 
could  be  similarly  affected.  Many  existing  airstrips  might  be  converted 
to  real  estate  subdivisions,  with  a  permanent  loss  of  airstrips  to  the 
communities.  Thus,  a  basic  issue  would  be  whether  jobs  and  production 
would  be  adversely  affected  more  by  large  cutbacks  in  gasoline,  or 
by  more  modest  cuts  in  a  broader  range  of  products. 
In  making  judgments  as  to  the  desirability  of  any  tax,  additional  questions  to 
be  considered  would  include  the  following  : 

•  If  the  purpose  of  the  tax  were  to  absorb  the  windfall  to  producers,  how 

would  that  windfall  be  measured  ? 

•  How  would  a  tax  be  designed  so  that  it  would  disappear  when  the  wind- 

fall disappeared? 

•  How  could  the  tax  be  designed  so  that  it  did  not  inhibit  or  render  un- 

economical activities  which  would  enlarge  the  supply  of  petroleum 
products  ? 

•  How  would  the  Government  deal  with  the  very  large  excise  tax  revenues 

which  would  flow  from  a  tax  large  enough  to  "clear  the  market"?  That 
revenue  might  well  be  as  much  as  $20  to  $.S0  billion.  Taking  that  much 
money  out  of  the  economy  could  be  severely  deflationary.  Even  if  it 
were  expended  by  the  Government  for  desirable  projects,  there  could 
he  a  substantial  lag  between  the  time  of  tax  collection  and  the  time  of 
revenue  expenditure. 
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•  'Should  some  portion  of  tax  revenues  be  rebated  to  consumers?  If  so,  what 

kind  of  system  would  be  required  to  dispense  relatively  small  amounts 
to  millions  of  families?  Would  the  system  have  to  make  the  same  kind 
of  decisions  as  a  rationing  system  as  to  what  families  were  entitled 
to  what  benefits? 

•  Would  some  other  form  of  tax,  say  an  excess  profits  tax,  be  better 

suited  to  absorbing  the  windfall  if  it  should  be  determined  that  a 

windfall  exists?  Would  it  be  possible  to  devise  an  excess  profits  tax 

vphieh  would  operate  more  satisfactorily  than  previous  excess  profit 

taxes,    wtiich    were    notorious    for    their    complexity,    inequity,    and 

Inefficiency  ? 

It  should  be  apparent  from  the  simple  recital  of  these  many  considerations 

that  the  use  of  a  tax  or  taxes  to  eliminate  or  ameliorate  the  present  shortages  is 

an  extraordinarily  complex  matter,  with  major  long-range  implications. 

Long-term  considerations 

In  the  long  term,  we  must  learn  to  accommodate  to  the  laws  of  supply  and 
demand.  If  energy  resources  grow  scarcer,  increased  prices  should  provide 
an  incentive  to  develop  other  sources  of  supply,  and  should  render  economic 
operations  which  are  not  presently  profitable.  Already,  we  are  told,  the  prospect 
of  higher  prices  has  occasioned  much  greater  exploration  and  development 
activity.  Even  in  the  relatively  near  term,  the  experts  foresee  an  increase  in 
production  from  properties  which  have  hitherto  been  uneconomical  and  from 
processes  such  as  secondary  recovery.  At  some  point,  processes  such  as  production 
of  petroleum  from  oil  shale  may  become  profitable  and  come  on  stream. 

The  tax  law  presently  provides  incentives  to  the  discovery  and  production  of 
petroleum  through  the  provisions  for  percentage  depletion  and  for  the  immediate 
writeoff  of  intangible  drilling  costs.  In  April  of  this  year,  the  Treasury  presented 
to  the  Ways  and  Means  Committee  of  the  House  proposals  for  tax  change 
which  would  rechannel  some  of  the  incentive  now  provided  by  the  percentage 
depletion  provisions  into  a  new  tax  credit  for  exploratory  drilling.  While  the 
proposals  in  question  were  in  part  a  response  to  certain  tax  reform  goals,  they 
were  also  intended  to  provide  a  more  efficient  incentive  for  the  discovery 
of  new  reserves.  Also  included  in  the  April  proposals  was  a  proposal  which  would 
lessen  what  seemed  to  the  Treasury  to  be  an  undue  tax  benefit  permitted  under 
existing  law  with  respect  to  foreign  drilling.  That  proposal,  if  enacted,  would 
tend  to  lessen  the  incentive  to  drill  abroad. 

We  believe  that  those  several  proposals  are  timely  and  will  be  helpful  in  the 
search  for  new  energy  sources.  However,  the  greatest  incentive  to  energy  develop- 
ment will  continue  in  the  future,  as  in  the  past,  to  be  the  prospect  for  profits 
provided  by  a  free  and  efficient  market.  The  opportunity  for  a  taxpayer  to  save 
5,  10,  or  15  percent  of  his  profits  through  tax  benefits  is  of  small  moment  if  there 
are  no  profits  in  the  first  place. 

While  I  have  talked  today  almost  exclusively  about  petroleum  products,  we 
are  all  aware  that  they  are  only  a  part  of  the  total  picture.  In  the  search  for 
other  energy  sources,  as  in  the  case  of  petroleum,  however,  the  basic  problems 
are  not  tax  problems  and  are  not  susceptible  of  tax  solutions.  But  we  must  remain 
alert  to  see  that  our  tax  laws  do  not  inhibit  solutions  and  to  ensure  that  they  are 
adapted,  where  appropriate  \Aithin  the  context  of  the  total  tax  system,  to  facilitate 
.solutions.  We  shall  be  plea.sed  to  work  with  your  committee  to  that  end. 


Exhibit  43. — Remarks  of  Assistant  Secretary  Hickman,  October  2,  1973,  before 
the  House  Ways  and  Means  Committee,  concerning  pension  legislation 

I  do  not  have  a  formal  written  statement  this  morning.  I  had  not  anticipated 
that  we  would  be  asked  to  make  a  formal  presentation.  I  said  yesterday  afternoon 
when  the  invitation  came  that  I  would  be  glad  to  appear  but  that  it  would  be 
necessary  for  me  to  speak  from  notes. 

This  area  is  an  area  in  which  reform  is  badlv  needed  and  long  overdue. 
This  administration  has  pushed  for  reform  in  two  Congresses  in  respect  of  those 
provisions  which  relate  to  the  tax  laws  and  in  three  Congresses  in  respect  of 
tho.se  provisions  which  relate  to  the  fiduciary  and  disclosure  matters. 

In  broad  outline,  the  bill,  as  it  came  to  you  from  the  Senate,  conforms  to  the 
administration's  recommendations.  We  are  pleased  to  see  it.  and  we  can  enthusi- 
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astically  support  the  intent  of  most  of  it.  We  are  pleased  to  see  that  it  is  moving 
along  briskly  in  the  legislative  process. 

We  applaud  the  sincere  efforts  and  hard  labor  of  the  many  people  in  Congress 
in  both  the  Labor  and  tax-writing  Committees  who  have  spent  so  much  time 
on  this  very  complex  matter.  However,  despite  our  pleasure  in  the  fact  that 
the  bill  is  moving  along  with  rapidity,  we  are  very  concerned  about  the  literally 
hundreds  of  technical  difficulties  in  the  bill  as  it  is  presently  drafted. 

It  is  the  best  drafted  and  most  comprehensive  of  those  bills  dealing  with 
this  subject  presently  available,  but  it  is  riddled  with  errors.  That  is  not,  I 
hasten  to  add,  anyone's  particular  fault.  It  is  the  result  of  the  fact  that  it 
moved  through  the  Senate  very  quickly.  The  technicians  concerned  thought  they 
knew  what  the  Senate  intended  generally,  but  there  was  simply  not  sufficient 
time  to  work  all  of  these  technical  problems  out. 

The  Treasury  had  more  than  100  technical  corrections  in  the  bill — not  things 
that  went  to  substantive  policies,  but  just  things  that  went  to  clear  up,  for 
example,  provisions  that  were  contradictory  and  were  never  intended  to  be 
such.  None  of  those  got  into  the  bill  as  it  came  to  you  from  the  Senate.  We 
now  need  to  digest  the  Senate  bill,  to  hear  from  taxpayers,  and  to  iron  out 
the  technical  problems  which  we  know  are  there  and  which  we  are  sure  the 
taxpayers  will  find  when  they  try  to  apply  the  provisions  of  the  bill  to  their 
own  particular  situation. 

After  all  of  the  years  of  hard  work  which  have  culminated  in  this  bill,  we 
believe  that  it  would  be  disastrous  if  the  failure  to  spend  a  few  extra  weeks 
should  result  in  legislation  with  defects  which  will  plague  us  for  years  to 
come. 

You  have  asked  me  today  to  give  Treasury's  po.sition  on  the  Senate  bill,  and 
I  intend  to  do  so  in  broad  terms.  We  have  had  this  *J!+6-page  bill,  like  the  public, 
for  a  little  over  a  week.  We  are  not  yet  finished  with  our  analysis  of  even  some 
of  the  fundamental  points  in  the  bill,  to  say  nothing  of  the  so-called  technical 
problems.  Thus,  some  of  what  1  have  to  say  today  has  to  i)e  tentative. 

H.R.  2  as  amended  and  H.R.  10489,  bills  introduced  by  members  of  the  Labor 
Committee,  we  have  not  had  an  opportunity  to  analyze  at  all.  although  it  does 
appear  that  H.R.  2  contains  many  elements  of  the  earlier  S.  4.  reported  Ity  the 
Senate  Labor  Committee  and  ultimately  melded  into  the  present  Senate  bill. 

The  entire  subject  of  pensions  is  inextricably  intertwined  with  taxes.  Our 
present  system  is  shaped  by  provisions  in  the  Internal  Revenue  (\ide  which  give 
and  withhold  tax  benefits,  (^nly  a  small  iiart  of  the  pension  system  exists  outside 
of  these  detailed  provisions  of  the  Code.  An  expert  staff  has  developed  in  the  IRS 
to  administer  these  provisions,  and  a  very  large  corps — lawyers,  accountants, 
actuaries— has  grown  up  in  the  private  sector  to  assist  the  public  with  the  tax 
details  of  the  present  pension  system.  Virtually  all  of  the  provisions  of  the 
Senate  bill  deal  in  one  way  or  another  with  tax  provisions.  Some  of  the  provisions, 
such  as  those  relating  to  fiduciary  duties  and  to  reporting  and  disclosure,  lie 
primarily  in  nontax  areas,  within  the  jurisdiction  of  the  Labor  Department 
rather  than  the  Treasury.  Even  there,  however,  tax  aspects  exist  and  must  be 
dealt  with. 

We  support  the  basic  approach  of  retaining  primary  administration  of  the 
pension  system  in  the  Treasury  and  in  retaining  the  jurisdiction  and  expertise  of 
this  committee  in  the  legi.slative  proce.ss.  At  the  same  time,  we  recognize  that 
there  are  certain  aspects  which  are  more  fundamentally  the  concern  of  the 
Labor  Department,  and  we  believe  that  cooi>eration  between  Treasury  and 
Labor  is  both  necessary  and  desirable  to  an  effective  overall  system. 

Before  I  comment  specifically  on  the  substance  of  the  bill,  I  would  like  to 
make  a  substantive  comment  of  overriding  importance. 

In  a  voluntary  system,  excessive  new  requirements  can  produce  fewer,  rather 
than  more,  benefits.  The  pension  system  is  voluntary.  We  have  made  it  attrac- 
tive by  providing  very  substantial  tax  benefits. 

We  cannot  and  should  not  force  people  to  grant  pensions.  We  are  in  this 
bill  proposing  to  add  new  requirements  which  must  be  met  in  order  to  qualify 
for  the  tax  benefits.  Many  of  these  requirements  will  be  exi>ensive — in  some  cases, 
for  some  employers,  onerous.  Money  which  is  spent  in  meeting  the.se  require- 
ments will  tend  to  result  in  les.ser  pen.sion  benefits  than  now  exist  or  than  would 
otherwise  exist.  If  we  go  too  far  in  striving  to  impose  the  perfect  pension  on 
everyone,  the  inevitable  response  will  be  the  wholesale  termination  of  plans, 
the  reduction  of  benefits,  and  the  drying  up  of  new  pension  plans.  A  reasonable 
balance  must  be  sought  in  order  to  avoid  these  counterproductive  results. 
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It  does  not  advance  analysis  in  this  area  to  say  that  more  benefits  are  better 
than  less.  We  all  agree  on  that. 

The  two  important  questions  are : 

First,    how   much   additional   cost  can   we   realistically   expect  employers 

to  absorb  without  reducing  benefits  or  discouraging  the  creation  of  new  plans 

for  the  50  percent  of  our  work  force  which  have  no  plans  at  all? 
/Second,  how  can  those  increased  pension  costs  be  most  effectively  spent? 

Where  do  we  get  the  most  mileage  from  the  dollars  that  are  spent? 

If  I  may,  before  I  move  into  the  specific  provisions  of  the  bill,  I  should  like 
for  a  moment  to  call  your  attention  to  several  basic  facts  which  I  have  here 
on  the  board  and  which  need  to  be  kept  in  mind  as  we  deal  with  these  plans. 

Charts — relevant  data 

The  first  chart  is  a  chart  of  historical  data  which  shows  over  a  period  of  30 
years,  from  1943  to  1973,  in  the  first  column  the  increase  in  consumer  prices, 
in  the  second  column  the  increase  in  manufacturing  weekly  wages,  and  in  the  third 
column — just  to  bring  it  down  to  something  close  to  home — the  increase  in  con- 
gressional salaries. 

Chart  1. — Historical  data 


Year: 

1943 

1973 

Rate     of     growth     com- 
pounded— percent 

Projected  to  44-year  career 
span  (1987) 


Consumer 
Price  Index 

Manufacturing 
weekly  wages 

Congres- 
sional 
salaries 

100 
261 

$43 
$166 

$10,000 
$42,600 

3 

4.6 

6 

396 

$310 

$84,146 

What  the  chart  illustrates  is  that  over  extended  periods  of  time  there  are 
very  substantial  dollar  increases  in  compensation  attributable  to  the  general 
inflationary  bias  in  the  economy  plus  the  increases  in  real  wages  that  have 
occurred.  When  we  begin  to  deal  in  terms  of  dollars  that  will  relate  to  the  pen- 
sion that  a  man  is  to  receive  44  years  after  he  enters  the  work  force  at  age  21,  we 
must  take  into  account  that  the  dollar  compensation  that  we  are  talking  about 
now,  if  present  trends  continue,  will  be  very  much  smaller  than  the  dollar  com- 
pensation on  which  he  will  be  living  at  the  time  that  pension  becomes  effective. 

This  basic  consideration  flows  in  and  out  of  most  of  the  technical  problems 
we  have  in  the  bill.  You  will  see  in  the  Consumer  Price  Index,  for  example,  that 
over  a  30-year  period  we  have  gone  from  100  to  261,  which  at  a  compound 
growth  rate  is  roughly  3  percent.  If  we  project  that  out  another  44  years,  so 
that  we  are  talking  about  the  normal  career  span  of  an  employee,  we  get  up  to 
395.  Similarly,  in  the  case  of  average  weekly  manufacturing  wages,  we  have 
grown  from  $43  to  $165  per  week  in  that  30-year  period,  which  is  a  compounded 
growth  rate  of  approximately  4.6  percent.  The  present  dollar  amount  will  nearly 
double  in  the  next  14  years. 

Roughly  the  same  thing  has  happened  in  the  case  of  congressional  salaries. 
They  have  gone  from  $10,000  in  1943  to  $42,000  in  1973,  which  is  a  growth  rate 
of  5  percent  and  is  pretty  much  the  same  as  the  growth  in  the  manufacturing 
weekly  wages.  You  get  a  somewhat  different  number  depending  on  what  year 
you  start,  and  this  chart  perhaps  indicates  a  greater  growth  rate  in  congres- 
sional salaries  than  you  would  get  if  you  started  somewhat  earlier,  because 
1943  was  the  last  year  of  a  number  of  years  at  $10,000  and  these  congressional 
salaries  needed  to  catch  up  even  at  the  beginning  of  this  period  in  1943. 

In  any  event,  the  point  is  that  if  you  had  started  out  as  a  Congressman  at 
age  21  in  1943  and  you  expected  to  stay  until  age  65 — for  a  44-year  period — 
this  normal  growth  would  carry  you  from  $10,000  to  $84,000.  If  you  were  then 
putting  limits  on  pensions,  you  would  find  it  unrealistic  to  deal  entirely  with 
pensions  that  were  geared  to  a  $10,000  salary  when  you  knew  that  you  were 
going  to  end  up  with  a  much  higher  rate  of  pay  than  that,  just  by  natural  eco- 
nomic forces. 
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This  second  chart  is  a  chart  which  is  just  mathematical. 
Chart  2. — Compounding  factors 


Years 

3  percent 

5  percent 

5 

$1.2 

$1.3 

15 

1.6 

2.1 

25 

2.1 

3.4 

35 

2.8 

5.5 

40 

3.3 

7.0 

44 

3.7 

8.6 

It  Illustrates  compounding  factors.  It  shows  you  how  at  these  rates  of  interest 
a  dollar  will  grow  over  this  span  of  years.  You  will  see  that  at  a  3-percent  rate 
an  original  dollar  grows  from  $1.2  after  the  fifth  year  to  $3.7 — nearly  four 
times — over  a  normal  career  span,  just  from  the  normal  inflationary  bias  in  the 
economy. 

At  a  5-percent  interest  rate,  growth  is  much  faster,  from  $1.3  after  5  years  up 
to  $8.6  after  44  years.  So,  if  you  are  comix)unding  at  the  rate  of  5  percent  over  a 
44-year  span,  you  multiply  the  original  dollar  nearly  nine  times. 

Chart  3  illustrates  what  that  means  when  you  translate  it  into  terms  of  people 
who  are  entering  the  economy  today. 

Chart  3. — Projected  annual  earnings  starting  work  at  age  21; 
$7,000  pay 


With  no 
increases  in 
skill  levels 
(5  percent) 


With  3-percent 
increase  in 
skill  levels 
(8  percent) 


At  entry  in  1973. 

After: 

10  years 

20  years 

30  years 

44  years 


$7,000 

11.402 
18, 574 
30,256 
69, 905 


$7,000 

15.112 

32, 626 

70,440 

208, 896 


If  a  worker  comes  into  the  economy  at  a  wage  rate  of  $7,000  in  his  first  year 
and  if  we  assume  the  5-percent  general  increase  in  wage  level.s^that  is,  a  com- 
bination of  the  increa.se  in  real  wages  and  inflation — that  man  can  expect,  if 
those  rates  continue,  to  go  from  $7,000  in  1973  to  $59,905  when  he  is  65  years  old. 

I  give  you  these  figures  because  they  are  so  astounding.  Almost  everybody  has 
a  first  reaction  that  it  is  unrealistic  to  suppo.se  that  .somebody  who  starts  now  at 
$7,000  will  in  44  years  be  earning  $59,000.  But  that  is  in  fact  what  has  happened 
and  what  we  can  realistically  expect  to  continue  to  happen  if  our  economy  con- 
tinues to  operate  in  the  future  as  in  the  past. 

This  kind  of  figure  describes  the  situation  of  an  individual  only  if  his  income 
rises  in  accordance  with  normal  inflation  (if  normal  inflation  at  this  point  is 
3  percent)  and  with  the  growth  of  real  wages.  But  the  normal  person  is  also  in- 
creasing his  skills.  Hopefully,  he  will  be  worth  more  after  20  or  25  years  than  he 
was  when  he  started  out.  So  that  yon  then  have  to  add,  for  the  normal  individual, 
an  increa.se  in  skills  onto  the  increase  that  is  produced  by  general  economic 
factors. 

We  have  assumed  in  the  last  column  a  3-percent  increase  in  skill  levels.  We 
got  that  figure  not  because  there  is  any  one  true  increase,  but  because  it  is  the 
rate  of  increase  which  would  occur  today  in  the  ease  of  a  professional  who  enters 
the  civil  service  at  the  bottom  of  grade  7  and  goes  to  the  top  of  grade  15,  which 
is  not  abnormal  for  somebody  who  is  on  the  ball,  so  to  spe;ik,  and  would  be  the 
kind  of  progression  which,  at  least  in  today's  values,  would  bo  at  least  not  an 
abnormal  skill  progre.^sion  for  i>eople  in  that  category.  If  you  add  this  com- 
pounding factor  for  somebody  entering  the  worliing  force  in  1973,  you  find  he  ends 
up  44  years  later  with  over  $200,000.  I  know  that  is  an  astounding  number,  and 
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we  all  think  it  is  unrealistic ;  but  we  are  looking  ahead  44  years  and  that  is  a 
very  long  time  during  which  these  economic  forces  and  percentages  will  be 
working. 

Thus,  as  you  consider  this  entire  problem  of  pensions,  you  must  keep  in  mind 
that  the  wage  levels  are  rising  and  that  you  are  planning  ultimately  for  pensions 
that  will  be  geared  to  what  the  man  is  earning  at  the  time  he  retires,  and  you 
will  only  be  fooling  yourselves  if  you  close  your  eyes  to  that  fact. 

Chart  4  illustrates  another  point  which  is  important  to  keep  in  mind.  It  is  that 
pension  costs — the  whole  problem  of  vesting,  portability,  et  cetera — ^are  very 
much  affected  by  so-called  turnover  rates. 

Chart  4. — Turnover  is  typically  faster  for  younger  workers 
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Source:  Medium  Turnover  Table,  A.  S.  Hansen  Co.  Study  of  Pension  Plans 
(1970). 


I  would  say  to  you  frankly  tliat  nobody  has  a  very  good  turnover  figure.  There 
are  no  ofl5cial  statistics.  This  is  a  medium  turnover  rate  by  one  of  the  leading 
artuarial  firms  in  the  country,  the  kind  of  thing  they  use  for  their  planning  as 
representative  of  a  medium  situation. 

'You  will  see,  as  you  would  expect,  that  the  turnover  rate  is  much  greater 
among  the  younger  employees  than  it  is  among  employees  who  are  older.  The 
younger  employees  are  coming  in,  taking  temporary  jobs,  getting  trained,  and 
doing  things  in  their  earlier  years — ^^things  which  they  will  go  beyond  in  later 
years.  They  are  experimenting  in  their  youth  and  have  less  financial  constraints 
to  tie  them  down.  All  of  this  contributes  to  a  turnover  rate  at  age  20  of  12.5  per- 
cent, which  goes  down  to  9  at  age  30  and  then  drops  off  rather  significantly. 

In  the  young  age  groups  there  is  a  very  substantial  amount  of  churning,  people 
coming  on  to  jobs  and  leaving  jobs.  This  is  an  annual  rate,  so  that  each  year 
there  is  this  kind  of  turnover  in  these  age  groups.  You  have  an  almost  complete 
turnover  in  the  span  of  a  relatively  few  years.  That  basic  fact  comes  into  play 
as  we  talk  about  some  of  the  vesting  and  portability  rules  that  we  have  proposed 
and  that  have  been  modified  by  the  Senate. 

The  Senate  bill 

Let  me  now  turn  to  the  specific  provisions  of  the  Senate  bill.  I  vplll  give  you 
our  general  comments  on  them.  I  will  not  try  at  this  point  to  get  into  all  of  the 
technical  details.  I  would  say  to  you,  however,  that  many  of  the  things  that  are 
called  technical  are  in  fact  very  substantive  in  nature  and  miay  cost  a  given 
employer  thousands  or  hundreds  of  thousands  of  dollars  and  have  a  very  big 
effect  on  the  operation  of  the  system. 

AH  of  these  things  in  the  last  analysis  need  to  be  carefully  considered.  The  fact 
that  I  do  not  today  spend  time  on  them  does  not  mean  that  they  are  not  important. 
It  just  means  that  we  can't  cover  everything  today,  and  in  many  of  the  so-called 
technical  areas  we  are  not  yet  prepared  to  tell  you  how  we  think  the  system  would 
best  operate. 

We  would  hope  to  make  our  views  known  from  time  to  time  as  the  subjects 
come  up  because,  of  course,  it  is  important  to  be  sure  that  these  things  really 
work. 

Participation. — ^The  first  part  of  the  Senate  bill  deals  with  the  subject  of  par- 
ticipation. This  has  to  do  with  the  point  in  time  at  which  an  employee  belongs  to 
the  plkn,  and  at  whit?h  the  clock  begins  to  run  on  his  benefits. 
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We  do  not,  in  general,  take  exception  to  the  Senate  rules.  They  are  somewhat 
different  from  those  that  we  propose.  We  feel  that  on  balance  they  are  acceptable, 
but  I  would  caution  you  that,  again,  we  are  looking  at  an  overall  package  which 
we  must  weigh  in  the  balance. 

It  is  very  easy  to  take  each  of  these  components  and  say,  "Well,  that  is  ju.st  a 
tiny  change  and  we  don't  really  object  to  that  i>articular  tiny  change."  But  when 
you  add  all  of  these  things  together  in  the  scale — all  of  these  tiny  changes  that 
one  is  tempted  to  make — you  may  find  that  you  have  made  a  very  major  change 
on  blalance,  which  may  be  a  serious  deterrent  to  new  plans  and  to  the  expanded 
coverage  of  existing  plans. 

Vesting. — Vesting  is  an  area  in  which  tliere  has  been  a  good  deal  of  technical 
argument.  We  think  the  Senate  bill  goes  a  long  way  toward  a  better  vesting  rule. 

There  is  at  the  present  time  no  vesting  rule  of  uniform  application.  What  in 
fact  happens  is  that  the  Internal  Revenue  Service  in  the  various  regions  and 
districts  around  the  country  seems  to  have  devised  different  vesting  rules  accord- 
ing to  their  regional  notions  of  what  is  and  is  not  fair.  We  think  that  is  a  very 
undesirable  situation  and  that  the  rules  should  be  uniform. 

We  do  feel,  however,  tliat  the  Senate  vesting  rules,  which  are  in  total  impact 
comparable  to  those  which  we  propo.sed,  are  inefficient  in  the  way  in  which  they 
.si)end  the  increased  pension  costs.  Vesting  costs  money.  There  is  an  employer 
cost  to  it.  The  question  is :  Where  do  you  get  the  most  mileage  for  the  dollar  of 
additional  cost  that  you  are  imposing  on  the  system?  We  beUeve  that  the  rule  of 
50,  which  we  proposed  in  our  original  bill,  is  a  preferable  vesting  formula.  We 
believe  that  it  spends  pension  dollars  more  efficiently  where  they  are  needed  most. 
It  tends  to  create  more  pension  dollars  for  those  who  are  older — and  one  must 
remember  that  ultimately  people  do  become  older — and  it  liolps  those  who 
change  jobs.  People  who  change  jobs  frequently  leave  behind  them  accrued  i)en- 
sion  benefits.  That  is  what  we  are  dealing  with  when  we  deal  with  vesting. 

The  Senate  formula  tends  to  give  amounts  which  are  individually  not  sigmificant 
to  a  very  large  number  of  employees,  at  a  time  when  they  don't  need  it  and  won't 
use  it  for  retirement.  The  rule  of  i^O,  on  the  other  hand,  concentrates  those  same 
dollkrs  of  pension  costs  on  older  workers  who  are  closer  to  retirement  and  who 
need  it  and  will  use  it  for  their  retirement.  Since  the  younger  workers  eventually 
become  older,  they,  too,  will  share  in  these  benefits  at  a  later  iK)int  in  time.  I 
will  take  you  through  a  couple  of  charts  that  illustrate  some  of  these  liasic  points. 

Chart  5  illustrates  the  kind  of  thing  that  happens  under  the  Senate  bill.  It  is. 
in  part,  a  function  of  what  I  was  showing  to  you  earlier  about  the  very  large 
increase  in  dollar  incomes  between  the  time  a  man  enters  the  work  force  and  the 
time  he  leaves  at  age  65. 

Chart  5. — Senate  rule  often  vests  insignificant  benefits 


Age  at  hire:  21      Years  on  job  as         Pension  as  per- 

Age  at  percent  of  44-yr.        cent  of  pension  Lump-sum 

termination—  working  life  if  worked  to  pajnaent 

age  65 


31  23  '9^00  of  1  $35 

35  32  1.7  414 

37  36  3.6  1,010 

Assumes:  Pay  $7,000  at  &g?.  30—5  percent  growth. 

Plan:  1}/^  percent  high  five  pay  per  year  of  participation. 


What  we  see  here  is  that  under  the  Senate  rule,  for  example,  if  you  have  hired 
a  man  at  age  21  and  he  terminates  employment  at  age  31.  he  would  have  spent  a 
total  of  10  years  on  the  job.  which  is  23  percent  of  his  total  working  life.  Yet,  the 
pension  in  which  he  would  be  vested  under  the  j^nsion  rule  represents  only 
eighteen  one  hundredths  of  1  percent  of  the  pension  that  he  v.ould  have  received 
if  he  bad  stayed  with  that  employer  to  age  65.  If  the  man  leaves,  even  after  a 
period  as  long  as  10  years  (but  nonetheless  34  years  from  retirement)  and  he  is 
working  at  the  lower  wage  levels  that  relate  to  those  exirlier  years,  he  is  going  to 
take  away  with  him,  no  matter  how  you  vest  it,  only  a  very  small  amount  of 
money. 

That  eighteen  one  hundredths  of  1  percent  ends  up  as  a  lump-sum  payment  of 
$35.  That  is  not  even  cigarette  money.  It  will  fund  about  a  pack  every  week.  So 
that  realistically  one  cannot  expect  that  kind  of  employee  to  leave  the  $35  on 
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deposit  with  the  employer,  and  you  can't  expect  the  employer  to  erect  elaborate 
bookkeeping  devices  to  keep  track  of  it. 

It  is  simply  not  a  significant  amount,  partly  because  the  employee's  income 
levels  in  these  early  years  are  so  much  smaller  than  his  income  levels  later  in  his 
career.  Nonetheless,  if  you  pay  out  $35  a  year  to  all  of  those  young  people  who 
are  constantly  turning  over,  as  we  saw  back  on  chart  4,  you  are  going  to  pay  out 
a  very  large  amount  of  money. 

What  you  are  doing  is  paying  a  large  amount  of  money  for  benefits  that  are 
not  significant  to  the  people  who  get  them,  and  which  do  not  end  up  in  the  pension 
system  in  the  end. 

You  see  that  the  same  thing  occurs  in  attenuated  form  as  you  get  out  even  to 
ages  in  the  high  thirties.  At  age  35  he  has  been  on  the  job  nearly  a  third  of  his 
working  life,  and  the  pension  that  would  be  vested  under  the  iSenate  rule  is  1.7 
percent  of  the  pension  that  he  would  have  if  he  worked  to  age  65.  It  is  worth  in 
lump  sum  $414.  He  would  pay  a  tax  on  that  when  it  w,as  distributed.  It  is  con- 
ceivable, I  suppose,  that  a  man  who  is  35  years  old  with  a  wife  and  children  and 
installment  payments  and  a  house  and  groceries,  et  cetera,  would  in  fact  stow 
$414  less  tax  away  for  his  retirement,  but  it  is  doubtful. 

The  same  thing  happens  at  age  37.  He  spent  36  percent  of  his  working  life  but 
he  still  has  a  very  small  amount  of  the  total  pension  he  would  have  if  he  stayed. 
He  comes  out  with  a  lump  sum  of  $1,010,  on  which  he  would  have  to  pay  tax.  In 
working  these  numbers  out,  we  have  assumed  a  generous  pension  plan,  so  that 
these  numbers  are  on  the  high  side  of  the  range  of  what  one  might  expect. 

What  you  see  happening  here  is  that  it  is  the  later  years  of  a  pension  system, 
as  applied  to  a  particular  individual,  which  result  in  most  of  the  pension  that  he 
is  paid.  That  is  because  wage  levels  have  risen  for  him  so  considerably  during 
those  later  years.  He  needs  to  have  a  pension  geared  to  the  ultimate  earnings 
that  he  has  at  the  time  of  retirement.  What  happens  at  the  earlier,  the  much 
lower,  salary  levels  is  really  not  very  significant. 

Chart  6  that  I  have  illustrates  that  the  rule  of  50  assists  those  workers  who 
change  jobs. 

Chart  6. — Rule  of  50  assists  workers  who  change  jobs 


Actual  pension  at  age  65  as  per- 
cent of  pension  earned  without 
Over  career  (age  21  to  65)  employee  changing  jobs 

works  at  each  job—  ■ • 

Senate  rale  Rule  of  50 


4  years  (11  jobs) 9.0  22.5 

6  years  (8  jobs) - 15.8  30.0 

10  years  (5  jobs) 30.2  47.0 

15years(3  jobs)... 62.7  60.1 

Assumes:  Pension  benefit  is  IH  percent  cf  final  5-year  salary  per  year  of 
participation. 

5  percent  annual  salary  growth. 

6  percent  interest. 

Participation  at  minimum  of  age  30  or  1  year  service. 


Here  again,  we  have  tried  to  put  these  data  in  money  terms.  We  have  assumed 
four  different  situations.  We  have  an  employee  who  has  worked  4  years  at  each 
job  so  he  has  11  jobs,  and  an  employee  who  worked  10  years  and  has  5  jobs,  and 
an  employee  who  worked  15  years  and  has  3  jobs. 

Obviously,  people  don't  change  on  regular  intervals  of  that  sort,  but  it  gives 
you  an  idea  of  how  the  numbers  work  out.  The  numbers  in  the  columns  would 
change  somewhat,  depending  on  the  exact  terms  of  jobs  you  use,  but  the  general 
principle  would  be  the  same. 

The  chart  shows  the  percentage  of  the  pension  earned  at  age  65,  the  actual 
pension  that  he  would  get  at  65,  as  a  percentage  of  the  pension  which  he  would 
have  earned  without  changing  jobs.  So  we  are  indicating  here  the  penalty  that 
the  system  necessarily  puts  on  people  who  change  jobs. 

You  will  see  that,  no  matter  how  you  slice  it,  the  man  who  changes  jobs  comes 
off  a  lot  more  poorly  than  the  man  who  sticks  with  one  job  for  his  entire  working 
career.  The  question  is  :  How  do  we  bring  those  closer  together? 

In  the  situation  in  which  the  man  has  had  three  jobs,  even  then  he  ends  up 
with  about  60  percent  of  the  pension  that  he  would  have  had  if  he  had  stayed  on 
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the  same  job.  He  loses  benefits  by  moving  from  employer  to  employer,  in  large 
part  because  his  years  of  service  with  prior  employers  relate  to  lower  salary 
levels,  while  if  he  had  stayed  with  a  single  employer,  he  would  get  credit  for  all 
years  of  service  in  terms  of  his  final  salary  levels. 

You  will  also  see  that  the  Senate  rule  for  the  man  who  has  been  a  frequent 
job  changer  gives  him  only  9  percent  of  the  i)ension  he  would  have  had  if  he  had 
stayed  on  in  that  same  job  until  age  65,  whereas  the  rule  of  50  gives  him  22.5 
percent.  That  is  still  perhaps  not  enough,  but  it  is  a  lot  better  than  D  percent. 

Again,  for  the  man  who  has  changed  jobs  every  6  years,  he  would  get  under  the 
Senate  rule  only  15.8  i^rcent  of  the  pension  which  he  would  have  earne<l  if  he 
had  stayed  on  the  job,  whereas  under  the  rule  of  50  he  gets  30  i>ercent. 

Similarly,  down  here  for  the  man  with  five  jobs  over  his  career,  he  would  get 
30.2  percent  under  the  Senate  rule  and  47.0  percent  imder  the  rule  of  50. 

So  the  rule  of  50  provides  a  significant  greater  pen.sion  for  the  man  who  has 
changed  jobs  and  for  the  older  worker  who  needs  that  protection  the  most  by 
minimizing  the  degree  to  which  the  natural  working  of  the  system  tends  to  cut 
him  back. 

Now,  you  will  see  that  in  the  last  case,  the  rule  of  50  turns  out  to  be  not  quite 
so  good  as  the  Senate  rule  for  the  man  who  has  changetl  three  times.  The  com- 
parison is  .about  63  percent  and  60  i)ercent,  respectively.  Chart  7  illustrates  that 
such  minor  variations  are  a  result,  in  substantial  part,  of  what  assumptions  you 
make  as  to  how  many  years  he  actually  held  which  job. 

Chart  7. — Relative  percentage  will  change  slightly  with  different 
job  span  assumptions 


Job  No. 

Three  jobs  with 
durations  of:— 

Actual    pension    at    age    65    as 
percent     of     pension     earned 
without  changing  jobs 

Senate  rule         Rule  of  50 

1 

2 

3 

..  15, 15,  and  U  years 

..  4,  20,  and  20  years 

..  24, 10,  and  10  years 

62.7 
73.3 
49.8 

60.2 
73.3 
57.7 

If  you  change  the  assumptions  with  respect  to  those  three  jobs  a  little  bit, 
you  get  slightly  different  numbers.  But,  in  any  event,  they  are  not  too  far  apart 
under  the  Senate  rule  and  the  rule  of  50.  In  the  second  case  on  this  chart,  they 
are  the  same.  In  the  first,  which  is  the  same  case  we  saw  on  chart  6,  the  Senate 
rule  is  better.  And  the  last  case  is  one  where  the  Senate  rule  is  not  quite  so  good 
as  the  rule  of  50. 

So,  for  all  of  these  reasons,  it  does  appear  to  us  that  the  nile  of  50  provides 
a  more  efficient  vesting  formula.  It  helps  the  people  who  change  jobs,  and  it  does 
that  because,  as  people  get  older,  under  the  rule  of  50  they  are  practically 
sure  to  accrue  .something,  whereas  under  the  Senate  rule  it  doesn't  make  any 
difference  whether  they  are  old  or  not.  So,  at  .some  point  in  his  career,  we  tilt 
the  scale  in  favor  of  the  older  worker  and  see  that  he  comes  out  with  something. 
Since  everybody  ultimately  gets  older,  everybody  ultimately  shares  in  that  kind 
of  a  formula. 

Now,  one  of  the  criticisms  sometimes  made  against  the  rule  of  50  is  that 
it  discriminates  against  the  hiring  of  older  people.  We  say  to  you  categorically 
that  that  is  not  true.  We  have  had  a  great  deal  of  difficulty  in  getting  across 
to  people  why  it  is  not  true.  But  it  is  not  true. 

I  will  try  once  again  to  tell  you  why  it  is  not  true.  It  is  that  the  older  worker 
is  more  apt  to  stay  on  the  job.  We  saw  in  chart  4  that  the  turnover  rates  are 
less  in  the  case  of  the  older  worker  than  in  the  case  of  the  younger  worker. 
Therefore,  the  cost  of  vesting — which  is  the  cost  of  dealing  with  those  people 
who  leave — is  much  less  in  the  ca.se  of  older  employees  than  it  is  with  younger 
employees.  However,  the  cost  of  the  basic  pension  is  much  greater  in  the  case 
of  older  employees,  assuming  it  is  a  defined  benefit  type  of  plan  (i.e..  a  plan 
stated  in  terms  of  the  employee's  getting  so  many  dollars  out  when  he  retires, 
as  distinguished  from  a  "money  purchase"  plan,  which  is  state<l  in  tenns  of 
how  many  dollars  the  employer  puts  into  the  plan  with  the  ultimate  benefit 
simply  dependent  on  what  that  contribution  is  worth  when  he  retires) . 
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So,  chart  8  shows  the  difference  in  the  cost  of  the  pension  for  an  older  employee 
and  a  younger  employee. 


Chart  8. — The  rule  of  50  does  not  promote  age  discrimination  in 

hiring 


Age  at  hire 


One-time  cost  per  $100/year 
pension 


Zero  vesting  Rule  of  50 


56  $570 

35 125 

Extra  pension  cost  of  hiring  older  man. .  445 

Assumes:  Straight  hfe  annuity— male,  5  percent  interest. 
Typical  turnover  rate  declining  with  age. 
Immediate  participation. 


$585 
155 
430 


The  first  column  shows  the  cost  of  the  basic  pension.  It  is  a  $100-a-year  pen- 
sion for  each  year  of  service.  If  the  employer  provides  a  $100-a-year  pension, 
as  some  of  the  major  corporate  plans  do — one  of  the  very  largest  ones  has 
that  kind  of  benefit-^that  will  cost,  at  age  55,  $570.  That  is  because  that  money 
is  at  work  for  only  a  few  years.  Bilt  in  the  case  of  an  employee  age  35,  the 
cost  for  that  employee's  benefit  is  $125. 

So,  when  you  are  talking  about  age  discrimination,  there  is  very  substantial 
age  discrimination  built  into  the  mere  system  of  pensions.  I  don't  think  we 
should  throw  pensions  out  because  of  that,  but  it  is  a  fact  of  life. 

The  cost  of  vesting,  however,  is  less  in  the  case  of  the  older  employee, 
because  he  is  less  likely  to  leave,  than  it  is  in  the  case  of  the  younger  employee. 
You  will  see  that  in  the  chart.  In  the  case  of  the  employee  aged  55  with  zero 
vesting,  the  cost  of  the  initial  pension  is  $570,  but  the  incremental  cost  of 
vesting  is  only  $15  more — $585  compared  with  $570.  In  the  case  of  the  younger 
employee,  the  pension  itself  costs  much  less,  $125,  but,  because  he  is  much 
more  apt  to  leave  and  therefore  to  have  a  vesting  cost — because  vesting  is  the 
cost  that  the  employer  pays  for  people  who  leave — the  incremental  cost  is  $30. 
So  that  you  have  gone  up  $15  in  the  case  of  the  older  employee  on  account  of 
vesting  and  $30  in  the  case  of  the  younger  employee. 

What  has  actually  happened  is  that  the  extra  pension  cost  of  hiring  an  older 
man  as  compared  with  the  fellow  35  has  decreased  by  using  the  rule  of  50  from 
$445  under  zero  vesting  to  $430  under  the  rule  of  50. 

That  is  a  slippery,  hard  concept  to  get  hold  of.  But  it  is  a  fact  that  the  rule 
of  50  does  not  discriminate  on  an  age  basis  because  the  older  people  are  much 
less  likely  to  leave  and  therefore  the  cost  of  vesting,  which  is  the  cost  of 
leaving,  is  less. 

The  last  chart  I  should  like  to  take  you  through  while  we  are  on  these  basic 
aspects  of  vesting  and  participation  relates  to  the  question  of  whether  or  not 
there  should  be  a  permissible  exclusion  from  participation  for  older  workers. 

Chart  9. — Pension  costs  could  prevent  hiring  after  age  60,  unless 
exclusion  permits 


Age  at 
participation 


IJ^  percent  of  final  pay  per 
year  of  participation 


50  percent  of  final  pay  QO- 
year  minimum  with  pro- 
ration) 


Monthly 
pension 


Cost  as  per- 
cent of  pay 


Monthly 
pension 


Cost  as  per- 
cent of  pay 


32 _.  $413  4 

62 38  12 

Assumes:  $10,000  pay— 6  percent  interest. 


$417 
125 


What  the  chart  shows  is  that  there  are  situations  where,  because  of  the  high 
cost  of  pension  plans — not  vesting,  but  pension  plans— if  you  require  participa- 
tion for  people  who  are  close  to  retirement,  you  will  be  able  to  provide  the  pension 
only  if  the  employer  puts  in  a  lot  of  money,  because  that  money  has  such  a  short 
period  in  which  to  grow  and  compound. 


EXHIBITS  485 

Under  the  various  assumptions  in  chart  9.  there  are  very  much  higher  pension 
costs  for  older  people  than  for  younger  people.  In  the  kind  of  plan  shown  on  the 
left,  the  cost  of  putting  a  man  62  in  the  pension  plan — of  liis  participating  at 
all — would  be  12  percent  of  his  pay.  In  the  kind  of  plan  shown  on  the  right,  which 
is  not  an  unusual  kind  of  plan,  that  cost  could  rise  to  40  percent  of  his  total 
pay. 

At  this  point,  one  has  to  make  one  of  these  diflBcult  judgmental  decisions  about 
whether  or  not  it  is  more  important  that  the  man  should  have  a  theoretical  pension 
right  or  that  he  should  work.  We  say  to  you  that  is  a  tough  question  and  nobody 
likes  it  because  both  of  the  answers  are  imattractive.  But  we  believe  that  it  is 
more  important,  when  you  get  to  that  point,  that  the  man  be  able  to  have  a  job 
than  that  he  have  the  pension  right,  because  he  wouldn't  get  a  pension  anyway 
if  he  doesn't  get  the  job. 

Under  those  circumstances,  we  believe  that  something  needs  to  be  done  as  you 
reach  the  employee  who  is  at  an  advanced  age,  for  whom  the  cost  of  providing  the 
pension  is  very  large.  Otherwise  he  will  not.  in  fact,  get  hired. 

Retroactive  vesting. — So  much  for  the  type  of  vesting  rule.  There  is  another 
feature  of  the  Senate  bill  about  which  we  have  some  considerable  concern.  It 
is  that  the  Senate  bill  vests  benefits  for  periods  prior  to  enactment.  This  creates 
for  many  employers  and  plans  a  very  large,  one-shot  expense.  In  the  aggregate 
for  all  plans,  it  roughly  doubles  the  expense  of  the  vesting  provisions. 

It  is  true  that  very  many  plans  already  have  employees  covered  by  equal  or 
better  vesting  rules  than  those  in  the  Senate  bill.  Tlie  Senate  bill  will  not  increase 
their  vesting  costs.  But  there  are  a  very  large  number  of  plans  where  that  is  not 
true.  Many  of  these  are  multiemployer  plans  which  exist  in  declining  industries 
and  which  jiresently  have  verj*  high  turnovers  in  the  labor  force  and  very  low 
vesting  rules.  The  Senate  vesting  provision  would  be  retroactively  applied  to 
benefits  accruing  over  as  much  as  30  to  40  years,  during  which  the  parties  were 
led  to  understand  that  they  had  no  such  commitment.  If  such  employers  now.  all 
at  once,  find  that  they  have  that  extra  lialiility.  it  may  be  that  there  will  simply 
be  plan  terminations.  There  will  certainly  not  be  new  plans  or  increased  benefits 
for  this  kind  of  employer. 

So  that  one  again  has  to  weigh  what  you  are  taking  away  from  people  in  terms 
of  overall  benefits  against  what  you  are  giving  to  a  few  people  in  the  form  of 
vesting  benefits.  We  are  concerned  that  the  coverage  retroactively,  all  of  a 
sudden,  of  periods  of  10,  20.  30  years  into  the  past  and  the  imposition  of  liabilities 
with  respect  to  those  periods  as  a  c<indition  to  continued  operation  in  the  future, 
will  be  the  kind  of  thing  that  will  cause  the  collapse  of  a  number  of  plans.  We 
think,  under  those  circumstances,  it  would  be  better  to  be  a  little  less  Draconian 
and  have  a  few  more  benefits. 

Excise  tax  on  vesting. — A  third  aspect  of  the  Senate  provisions  on  vesting  is 
an  excise  tax  on  vesting.  I  am  frank  to  say  we  do  not  understand  it.  Because  we 
don't  understand  it.  we  oppose  it.  It  doesn't,  as  we  see  it,  respond  to  a  known 
problem.  As  near  as  w^e  can  tell,  it  is  a  solution  roaming  around,  hunting  for  a 
problem. 

What  it  says,  in  effect,  is  that  whenever  a  plan  provides  less  than  the  plan 
provides,  then  a  stiff  tax  is  imposed  on  the  difference.  It  just  makes  no  sense. 
We  think  it  should  come  out.  It  is  inappropriate  in  the  vesting  area. 

Uniformity  of  vesting. — I  next  turn  to  an  aspect  of  vesting  which  we  believe 
to  be  of  major  importance,  which  is  the  uniformity  of  vesting.  As  I  have  said  to 
you,  the  Internal  Revenue  Service  now  operates  with  a  myriad  of  vesting  rules 
applied  largely  at  the  whim  of  a  myriad  of  personnel  around  the  country.  This 
bill  would  be  a  major  step  toward  uniformity  and.  in  that  respect,  very  desirable. 

It  is  not  entirely  clear  from  the  Senate  bill— at  least  it  is  not  clear  from  the 
committee  report— whether  notwithstanding  these  uniform  vesting  rules  there 
might  be  a  different  and  higher  vesting  rule  which  the  Service  could  seek  to 
apply  in  particular  instances.  We  think  that  is  getting  right  back  into  the  frying 
pan  w'hich  we  thought  we  had  left. 

The  argument  is  that  if  you  have  a  situation  in  which  there  is  a  very  high 
turnover  rate  among  the  lower  paid  employees,  then  if  you  don't  vest  them  faster, 
you  are  discriminating  against  lower  paid  employees.  But  the  fact  is,  as  you  saw 
from  the  charts,  there  is  always  a  high  turnover  rate  among  yoimger  w^orkers, 
who  are,  in  most  cases,  the  lower  paid  employees,  so  that  you  have  this  situation 
in  any  business. 

The  question,  then,  becomes :  Is  there  some  ix)int  at  which  the  turnover  rate 
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for  the  lower  paid  employees  becomes  so  great  and  they  are  so  transient  that 
somebody  should  give  them  a  benefit  that  other  employees  don't  have? 

We  think  not.  We  think  it  is  important  that  this  uniformity  concept  be  written 
into  the  law  clearly.  There  is  no  reason  why  a  transient  employee  should  get 
better  vesting  in  one  company  just  because  it  happens  to  have  higher  turnover 
than  he  would  get  if  he  went  to  a  company  which  did  not  have  higher  turnover. 

If  an  employer  fires  an  employee  in  order  to  prevent  vesting,  we  think  that 
ought  to  be  stopped  and  the  requirement  that  such  an  employee  be  vested  is  a 
necessary  remedy.  We  think  that  ought  to  be  clear  in  the  committee  report. 

There  are  also  situations  where  a  high  turnover  rate  causes  many  forfeitures 
in  the  plan.  Everybody  participates  but  few  stay  long  enough  to  collect,  so  the 
forfeitures  end  up  being  an  unduly  high  benefit  for  those  who  remain  or  for 
those  who  are  the  higher  paid  employees  who  run  the  company.  We  think  that, 
too,  is  undesirable.  But  the  solution,  we  believe,  in  that  kind  of  a  case  is  to  limit 
the  undue  benefit — to  see  that  the  forfeitures  don't  operate  in  that  way.  The 
solution  is  not,  in  our  view,  to  create  a  new  windfall  for  the  transient  employees 
who  happen  to  be  coming  in  and  out. 

We  do  believe  that  employees  should  be  treated  alike  and  that  transient  em- 
ployees in  one  company,  in  the  absence  of  outright  discrimination,  should  not  be 
treated  differently  from  employees  in  another  company. 

Funding. — Funding  is  another  major  topic  covered  in  the  Senate  bill.  This 
is  the  process  by  which  plans  are  required  to  put  away  in  cash,  money  suflBcient 
to  meet  their  obligations.  It  is  very  important  to  the  overall  solvency  of  plans. 
Again,  it  is  something  that  needs  to  be  done  gradually  because  a  one-shot  liability 
that  must  be  met  today  and  is  very  large  may  sink  the  company  and  the  plan, 
which  would  be  to  no  one's  benefit.  So  that  over  a  long  pull,  we  have  got  to  get 
better  rules  about  funding  for  the  plans  that  do  exist. 

The  administration  bill  proposed  more  stringent  funding  requirements  than 
the  Senate  bill  to  be  applied  to  unfunded  liabilities.  But  those  more  stringent 
rules  had  to  be  considered  in  the  light  of  the  fact  which  I  just  adverted  to,  that 
the  administration  bill  would  require  vesting  of  accrued  benefits  only  from  the 
date  of  legislation.  So,  while  the  rule  was  more  stringent,  the  base  to  which  it 
was  applied  was  less. 

The  Senate  bill  vests  benefits  accrued  prior  to  enactment,  so  the  base  to  which 
the  funding  rules  apply  becomes  much  larger.  That  sharply  increases  the  total 
amount  of  unfunded  liabilities  which  must  be  fimded. 

We  believe  that  the  administration  funding  rule  in  combination  with  the 
Senate  vesting  rule  would  indeed  be  too  stringent  in  some  cases.  Therefore,  at 
least  for  the  moment,  if  the  Senate  vesting  rule  is  to  prevail,  then  we  think  the 
Senate  funding  rule  should  also  prevail. 

If  you  should  elect  to  change  the  vesting  rules  in  respect  to  postenactment 
and  preenactment  coverage,  then  we  hope  you  would  give  consideration  again 
to  the  somewhat  tighter  funding  rules  which  the  administration  had  proposed. 

So,  taken  in  balance  with  the  vesting  rules,  we  see  no  particular  problem  with 
the  Senate  version  of  funding.  I  say  we  see  no  problem  at  the  moment,  but 
there  has  been  insuflicient  time  for  intelligent  reaction  from  the  public  on  this 
score.  These  are  very  complex  actuarial  computations,  and  they  will  need  to  be 
studied  by  the  actuaries  in  each  company,  with  each  plan,  to  see  whether  they 
create  unanticipated  problems. 

We  are  frank  to  say  that  we  don't  know  where  all  the  problems  lie,  and  we 
are  sure  we  will  be  educated  as  taxpayers  come  to  talk  to  us. 

H.R.  2  has  still  another  rule,  which  the  committee  may  wish  to  consider 
but  which  we  have  frankly  had  in.suflScient  time  to  study. 

Prohibition  against  nonqualified  plans. — Next  is  the  prohibition  in  the  Senate 
bill  against  nonqiialified  plans.  We  are  strongly  opposed  to  this  provision.  The 
typical  nonqualified  plan  is  simply  an  mifunded  plan.  An  employer  agrees  to 
continue  the  salary  payments  of  his  employees  after  retirement.  It  may  be  a 
small  company  and  he  has  no  funded  plan.  Often  such  an  employer,  as  a  matter 
of  course,  when  somebody  retires  continues  his  salary  or  some  portion  of  it. 
Hundreds  of  thousands  of  citizens  are  retired  under  such  circumstances. 

The  bill  would  simply  forbid  it.  It  would  require,  among  other  things,  that 
the  Secretary  of  the  Treasury  get  an  injunction  against  such  payments  where 
they  exist.  It  is  one  thing  to  deny  tax  benefits  for  plans  which  do  not  qualify,  but 
it  is  senseless  to  cut  off  existing  pensions  for  deserving  citizens  who  will  not 
otherwise  get  them.  This  provision  seems  to  proceed  on  the  assumption  that 
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half  a  loaf  is  worse  than  no  loaf.  We  don't  think  that  is  a  basically  unsound 
assumption. 

The  portability  fund. — We  believe  the  portability  fund  is  unwise  and  we  op- 
pose it.  While  it  is  voluntary  and  therefore  basically  harmless,  we  believe  it  is 
cumbersome,  costly,  and  of  little  practical  utility.  It  is,  in  fact,  a  bank,  a  recep- 
tacle into  which  people  may  place  their  vested  credits — the  ."i!35,  the  .$414.  that 
we  saw  in  earlier  charts — and  leave  them  in  the  infusion  system  if  they  desire. 
That  is  all  right.  But  we  have  another  technique  for  doing  it  which  we  think  is 
better. 

The  portability  fund  seems  to  us  to  be  just  another  bureaucratic  institution 
added  to  the  tangle  that  we  already  have. 

Termination  insurance. — Termination  insurance  is  a  fundamental  and  highly 
publicized  a.spect  of  the  bill.  We  strongly  oppose  the  Senate  provisions  with 
respect  to  termination  insurance.  That  does  not  mean  that  we  are  callous  to  the 
problems  which  the  termination  of  unfunded  plans  may  create  for  employees. 
We  agree  that  unfunded  plan  terminations  create  serious  hardship  for  the 
employees  affected.  It  is  often,  indeed,  a  personal  tragedy. 

In  1973,  8,450  employees,  or  four  one-hundredths  of  1  percent  of  a  covered  work 
force  of  some  23  million  employees,  suffered  some  loss  of  vested  benefits.  Ter- 
mination insurance  would  help  )io)ne  of  those  people  to  .9omc  extent.  Such  bene- 
fits must  be  balanced  against  the  disadvantages  which  will  adversely  affect  many 
employees,  employers,  and  plans.  If  a  single  firm  with  lO.CKH)  employees  fails  to 
establish  a  plan  because  its  credit  po.sition  will  not  i)ermit  it  to  withstand  the 
liabilities  associated  with  termination  insurance,  the  loss  to  employees  will  be 
greater  than  the  1973  losses  from  unfunded  terminations. 

The  central  dilemma  with  respect  to  termination  insurance  revolves  around 
the  problem  of  employer  liability.  As  to  existing  plans,  the  bill  would  impose 
a  substantial,  unbargained-for  and  hitherto  unforeseeable  direct  liability  on  em- 
ployers to  guarantee  the  predicted  pen.'<ion  benefits.  This  is  particularly  serious 
and  perhaps  even  unconstitutional  where  the  bill's  new  minimum  vesting 
standards  substantially  and  voluntarily  increase  the  vesting  liability. 

So,  all  of  a  sudden,  you  not  only  have  increased  liabilities  for  the  funding 
and  vesting  of  the  plan,  but  you  also,  at  the  same  time,  have  an  absolute  retro- 
active liability  for  vested  amounts,  which  you  never  had  before. 

One  of  the  disturbing  and  most  troublesome  a.spects  about  tliat  liability  is  that 
new  liabilities  may  have  to  be  booked — at  least  for  weak  employers  where  the 
danger  of  nonpayment  is  significant — which  would,  in  turn,  trigger  defaults  in 
trust  indentures  and  bank  loans,  creating  business  contractions  and  insolvencies, 
and  unemployment  for  the  very  workers  the  plan  seeks  to  protect. 

So  that,  again,  one  can  easily  fall  into  a  very  countenirwluctive  .situation  if 
the  booking  of  the  liabilities,  in  fact,  leads  to  the  demise  of  tlie  company. 

There  are  special  problems  with  respect  to  employers  in  multiemployer  plans, 
who  have  hitherto  agreed  to  pay  a  certain  amoun*:  of  cents  per  hoiir  of  work.  It 
has  previously  been  a  widespread  practice  for  employers  to  pay  a  certain  amount 
of  cents  per  hour  into  a  common  fund.  It  appears  under  the  bill  that  emi)loyers 
under  tho.se  agreements,  who  never  agreed  to  paying  more  than,  .«:ay,  10  cents  an 
hour,  may  be  liable  if  indeed  the  10  cents  fails  to  purchase  the  hoped-for  benefits 
from  the  fund.  So  that  such  employers  would  now  be  directly  and  individually 
liable  for  pension  commitments  made  on  the  basis  of  fallible  actuarial  exi>ecta- 
tions  by  union-management  actions  in  which  the  individual  employer  had  maybe 
one  vote  and  maybe  no  vote  at  all. 

If,  for  example,  you  have  an  industrywide  contractors'  plan,  with  thousands 
of  employers  in  it  who  agreed  to  put  10  cents  for  each  hour's  work  into  the  plan, 
eacli  one  of  those  employers  will  be  liable  to  the  plan  if  it  fails  to  produce  the 
benefits  whicli  the  plan  told  the  employees  it  would  like  to  provide. 

As  to  the  50  percent  of  the  work  force  which  still  lias  no  pension  protection, 
such  employer  liability  will  deter  the  establishment  of  new  plans.  If  plans 
are  to  be  established,  the  termination  insurance  provisions  will  deter  the  estab- 
li.shment  of  defined  benefit  types  of  plans,  which  favor  the  older  employees. 

Note  that  it  is  not  the  premium  that  is  the  disturbing  thing.  It  is  that  under- 
lying the  premium  is  the  fact  that  the  employer  is  liable  for  the  full  amount  by 
which  the  plan  falls  sliort.  The  insurance  company  recovers  its  liability  back  from 
the  employer,  if  he  has  assets  to  pay  it. 

Within  recent  days  a  proiwsal  has  been  put  forward  which  would  provide 
termination  insurance  through  a  plan  with  private  elements,  which  would  re- 
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place  the  Government  corporation  provided  in  tlie  Senate  bill.  Preliminary  anal- 
ysis shows  this,  too,  has  major  drawbacks.  However,  we  believe  the  committee 
should  take  time  to  consider  whether  this  insurance,  if  it  is  to  be  done,  can  be 
better  provided  by  an  existing  industry  rather  than  a  new  Government 
bureaucracy. 

Reporting,  disclosure,  and  fiduciary  aspects. — In  respect  of  reporting  and  dis- 
closure, the  thrust  of  the  Senate  bill  follows  the  proposals  which  this  administra- 
tion has  advanced  on  three  separate  occasions.  Accordingly,  we  favor  them. 
However,  the  Senate  did  make  some  technical  changes  in  those  proposals.  As 
we  go  through  these  portions  of  the  bill,  we  wnll  have  suggestions  which  we  hope 
you  will  take  into  account  for  technical  changes  in  the  Senate  bill.  We  are 
working  on  this  now  and  have  not  yet  finished  our  analysis. 

In  respect  of  fiduciary  standards,  the  provisions  of  the  bill  again  follow  the 
administration's  proposals  and,  on  the  whole,  we  do  not  object  to  the  technical 
changes  that  have  been  made.  We  believe  these  matters  are  primarily  the  con- 
cern of  the  Department  of  Labor,  but  there  are  aspects  of  them  which  do  affect 
taxes.  Again,  we  are  studying  them  and  will  have  comments. 

Administrative  aspects  and  the  "head  tax". — In  respect  of  administrative  as- 
pects, the  bill  provides  for  a  new  branch  of  the  IRS  and  a  new  Assistant  Com- 
missioner. The  bill  will  thus  dictate  management  by  statute.  We  believe  effective, 
efficient  management  should  be  left  to  administrators  and  that  it  is  funda- 
mentally unwise  to  look  in  management  functions  by  statute.  AVe  think  statutes 
should  tell  management  what  to  do  but  not  how  to  do  it. 

This  is  the  only  statutory  Assistant  Commissioner  which  the  Code  provides 
for  the  Internal  Revenue  Service.  In  the  past,  there  has  from  time  to  time  been 
at  the  Internal  Revenue  Service  a  reshuffling  of  duties  of  the  Assistant  Commis- 
sioners to  promote  greater  efficiency  and  better  working  relationships.  We  don't 
believe  we  should  have  to  come  to  this  committee  and  bother  you  with  requests 
to  change  the  duties  and  operation  of  the  Service  on  a  day-to-day  basis. 

On  the  other  hand,  we  have  no  objection  to  trying  this  out.  We  are  willing  to 
commit  the  Service  to  giving  such  an  arrangement  a  fair  trial  if  we  can  be  sure 
that  the  expanded  duties  will  not  be  at  the  expense  of  the  Service's  present 
duties  to  collect  the  revenue. 

The  bill  also  provides  a  head  tax,  ostensibly  for  audit  expense.  It  is  a  $1  per 
head  tax  on  plan  participants.  We  don't  believe  this  tax  can  be  justified  as  a  user 
charge  in  respect  of  audit  costs.  Some  large  employers  would  be  saddled  with 
audit  costs  running  up  to  a  million  dollars,  when  in  fact  the  larger  companies 
have  fewer  audit  problems  than  the  myriad  of  smaller  employers.  Further,  this 
provision  appears  to  be  an  entering  wedge  to  bad  budgeting  practices,  namely, 
the  earmarking  of  receipts. 

Individual  retirement  accounts. — Article  VII  of  the  Senate  bill  contains  pro- 
visions for  individual  retirement  accounts.  We  enthusiastically  applaud  this 
provision.  It  fills  a  major  gap  by  allowing  the  50  i>ercent  of  American  workers 
who  have  no  private  pension  protection  to  assist  themselves  in  a  modest  way. 

The  Senate  bill  extends  this  relief  only  to  those  who  are  not  now  participants 
in  qualified  plans,  even  though  those  plans  provide  very  inadequate  benefits.  The 
original  administration  proposal  would  have  permitted  relief  also  for  those  em- 
ployees who  participate  in  plans  which  are  so  inadequate  that  they  are  below 
the  $l,500-a-year  contribution  level  which  the  individual  retirement  accounts 
contemplate. 

We  hope  the  committee  will  give  favorable  consideration  to  restoring  those 
provisions  which  would  permit  self-help  for  people  with  inadequate  plans  as  well 
as  for  those  with  no  plans. 

Self-employed. — The  provision  for  the  self-employed  in  the  Senate  bill  largely 
incorporates  the  administration's  recommendations.  These  recommendations  are 
a  long  step  in  the  right  direction  of  removing  artificial  distinctions  based  on  the 
form  of  doing  business,  a  distinction  which  has  fostered  unnecessary  incorpora- 
tion and  has  led  to  the  wholesale  incorporation  of  businesses  which  ought  to  stay 
as  noncorporations. 

If  your  committee  is  to  place  limits  on  corporate  plans  as  the  Senate  bill  does, 
we  urge  you  to  consider  whether  those  same  limits,  whatever  they  are,  might 
also  become  the  limits  for  the  self-employed.  That  consideration  should  also  in- 
clude a  thorough  reconsideration  of  the  other  differences  between  corporate  and 
noncorporate  plans  which  are  also  important. 
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Within  the  limits  of  budgetary  constraints,  greater  uniformity  would  l>e  highly 
desirable  in  this  area.  It  would  produce  greater  equity  and  greater  simplicity 
and  reduce  the  tendency  toward  unnecessary  incorporations. 

Lump-sum  distributions. — Lump-sum  distributions  are  the  distributions  made 
in  one  lump  sum  to  an  employee  who  leaves  a  plan.  We  agree  that  the  present 
rules  are  impossibly  complex  for  the  taxpayers  and  for  the  Internal  Revenue 
Service. 

We  urge  they  be  changed.  We  originally  believed  that  the  Senate  provisions 
would  be  a  substantial  improvement.  On  continuing  reflection,  we  have  become 
concerned  that  the  provisions  may  open  new  loopholes  for  the  sophisticated 
planning  which  has  always  flourished  in  this  area.  That,  in  turn,  will  introduce 
new  complexities.  We  have  discussed  this  with  the  staff,  but  I  am  sorry  to  say 
we  do  not  at  this  time  have  an  answer  which  we  l>elieve  to  be  adequate. 

Limitations  on  corporate  ;j?o?w.— I  turn  now  to  the  last  item,  which  is  the  lim- 
itations on  corporate  plans.  The  original  administration  propo.'^als  did  not  include 
limitations  on  corporate  plans,  which,  as  I  have  .><aid  earlier,  have  been  largely 
unlimited  over  many  years.  However,  the  Senate  \ot<^'\  by  floor  amendment,  by 
a  vote  of  89  to  2,  to  impose  such  limitations.  The  administration  did  not  oppose 
that  action. 

The  action  of  the  Senate  raises  a  very  fundamental  question.  It  is :  Should 
there  be  some  .ceiling  on  the  extent  to  which  the  Government  should  assist, 
through  special  tax  benefits,  in  providing  retirement  pay  for  any  given  person? 
The  real  issue  is  not  whether  pensions  larger  than  $75,000  should  be  paid,  becau.se 
we  assume  they  would  be.  But  the  issue  is  whether  there  shoukl  be  tax  support 
given  for  benefits  in  excess  of  some  such  amount. 

A  second  issue  is  whether  profit-sharing  plans  should  be  treated  differently 
than  other  retirement  plans.  Is  the  desirable  goal  of  employees  .sliaring  in  their 
employer's  profits  an  important  national  goal  deserving  of  tax  a.ssistance  over 
and  above  the  extent  to  which  it  provides  adecjuate  retirement  benefits?  Again, 
you  are  not  faced  with  the  question  of  whetlier  profit  sharing  is  to  be  allowed, 
but  rather  with  the  issue  of  the  extent  to  which  the  tax  dollars  should  be  use<l  to 
further  that  goal. 

All  of  these  questions  must  be  answered  by  your  committee  in  the  context  of 
the  basic  fact  that  the  present  pen.sion  and  profit-sharing  l)enefits  reduce  tax 
revenues  by  roughly  $4  billion  a  year,  nearly  2  i)ercent  of  our  total  tax  receipts. 
Yet,  for  that  very  large  sum  we  provide  benefits  for  le.'^s  than  half  of  our  workers. 

A  number  of  technical  problems  with  resjject  to  limitations  must  still  be 
worked  out,  some  of  which  can  be  worked  out  by  the  staff,  but  a  munber  of 
which  raise  substantive  issues  which  should  be  considered  by  the  committee. 

One  of  the  most  important  of  those  is  the  kind  of  issue  raised  by  the  cost-of- 
living  data  I  showed  you.  It  is  the  issue  of  whether  it  is  realistic  to  put  any  flat 
dollar  limitation  on  pensions  when  you  are  looking  45  years  down  the  road  to  a 
very  substantial  rise  in  earnings  and  costs.  We  believe  any  limitation,  if  it  is  a 
dollar  limitation,  should  be  covered  by  some  kind  of  cost-of-living  adjustment. 

Conclusion 

In  conclusion,  I  have  tried  to  touch  on  very  broad  issues.  I  hope  it  is  apparent 
at  this  point  that  the  subject  is  a  vast  one.  I  know  that  you  are  aware  that  it 
intimately  affects  the  well-being  of  millions  of  taxpayers. 

It  is  of  great  importance.  It  deserves,  and  I  am  sure  it  will  receive,  your  most 
careful  attention. 

ADDITIONAL    COMMENTS    BY    MR.    HICKMAN    IN    RESPONSE   TO    QUESTIONS 

In  response  to  questions  concerning  the  timing  of  committee  action  on  the  bill: 
I  am  not  suggesting  any  particular  timetable  for  the  committee,  but  I  think 
that  the  committee  should  take  whatever  time  is  neces.sary  to  be  assured  that 
we  have  adequate  response  from  the  public  so  that  we  understand  the  i)roblems 
that  they  have  found  in  the  bill.  I  think  that  does  necessarily  mean  that  a  2- 
week  schedule  of  committee  deliberations  is  insuflScient.  That  cannot  happen  in 
that  period  of  time. 

I  think  that  it  [committee  action]  should  be  done  at  the  earliest  possible  time 
that  your  committee  and  the  Senate  committee  can  iron  the  problems  out  of  the 
bill.  I  think  that  will  take  a  reasonable  period  of  time.  It  depends  on  when  Con- 
gress wishes  to  go  home,  I  think,  whether  you  can  realistically  get  it  done  [this 
year]. 
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I  think  the  most  important  thing  we  face  at  the  moment  is,  first,  time  for  the 
staffs  to  clean  up  the  Senate  bill,  or  at  least  to  get  it  fixed  up  so  that  it  seems 
to  work ;  and,  second,  we  need  time  for  the  public  to  respond  in  a  meaningful 
way  to  the  questions  of  how  the  bill  affects  them.  In  that  process  I  think  we 
learn  about  a  great  many  defects  that  those  of  us  here  in  Washington  perhaps 
did  not  realize  were  in  the  plan. 

I  therefore  think — if  you  want  just  my  candid  opinion  about  how  best  to 
proceed — that  the  most  sensible  thing  to  do  would  be  to  hold  off  for  a  couple  of 
weeks  while  we  have  a  chance  for  those  things  to  happen  and  then  for  the  com- 
mittee to  reconvene  and  deal  with  the  problems  on  the  basis  of  a  more  solid 
factual  foundation  and  a  better  drafted  bill.  Then  I  think  you  could  hopefully 
move  steadily  from  beginning  to  end.  I  don't  believe  there  is  any  magic  date  at 
which  you  need  to  finish  this  assuming  that  you  keep  it  in  a  steady  way.  It  is 
much  more  important  that  we  have  good  legislation  than  that  it  be  done  1  week  or 
2  weeks  earlier. 

In  response  to  a  question  concerning  the  $15,000  limitation  on  benefits  from 
qualified  plans: 

We  are  very  strongly  opposed  to  any  limitation  on  how  much  of  a  pension 
anybody  can  get  from  any  company.  But  that  is  a  different  question  than  we 
have  here.  The  question  at  hand  is  how  much  of  whatever  pension  is  granted 
should  the  Government  contribute  to  with  tax  dollars. 

That  is  all  that  we  hope  we  are  concerned  with  here.  I  realize  that  there  is 
in  the  bill,  as  it  presently  stands,  a  prohibition  against  so-called  nonqualified 
plans,  which  when  read  in  conjunction  with  this  limitation  on  the  qualified  plans 
and  depending  on  how  you  read  the  limitation  on  nonqualified  plans  would 
seem  to  put  an  absolute  cap  on  pensions.  We  think  that  ought  to  come  out. 
There  ought  not  to  be  an  absolute  cap  on  what  anybody  can  get.  That  is  a 
question  of  negotiation  between  the  private  parties.  But  there  may  be  a  question 
as  to  what  the  tax  benefits  should  be. 

In  response  to  the  suggestion  that  article  7  {dealing,  in  part,  with  self-employed 
plans  and  individual  retirement  accounts)  entails  a  large  revenue  loss  and  should 
be  deleted: 

The  biggest  single  item  in  that  revenue  loss,  some  $355  million,  is  the  pro- 
vision which  would  permit  those  people  in  the  one-half  of  the  work  force  who  do 
not  share  in  the  $4  billion  that  we  are  already  losing  to  assist  themselves  in 
some  modest  way.  That  is  where  the  revenue  loss  is. 

...  we  felt  that  it  was  important  that  the  one-half  of  the  work  force  that 
does  not  share  in  these  tax  benefits  should  have  a  chance  at  least  gradually  and 
in  some  modest  way  to  equalize  the  treatment. 

They  are  at  a  terrific  disadvantage.  The  amount  we  are  now  losing  on  account 
of  retirement  plans  is  very  large  in  the  total  budget  and  a  great  many  people 
do  not  share  in  it.  They  tend  to  be  people  who  are  not  busy  here  in  the  Halls 
of  Congress.  They  are  little  people.  They  are  not  represented  by  unions.  They 
are  typically  not  employees  at  large  corporations. 

They  are  just  people.  And  they  are  getting  the  short  end  of  the  stick.  We  felt 
it  was  time  we  made  a  real  effort  to  extend  treatment  to  them.  A  great  many 
of  them  are  the  women  that  Mrs.  GriflBths  is  especially  worried  about. 


Exhibit  44. — Statement  by  Secretary  Shultz,  February  4,  1974,  before  the  House 
Ways  and  Means  Committee,  on  fiscal  effects  of  and  administration's  tax  pro- 
posals dealing  with  the  energy  problem 

I  am  pleased  to  be  with  you  this  morning  to  discuss  the  fiscal  effects  of  the 
energy  problem  and  the  administration's  tax  proposals  which  deal  with  aspects 
of  this  situation. 

The  proposals  I  will  discuss  today  have  several  purposes.  The  first  proposal 
is  for  an  emergency  windfall  profits  tax.  It  is  designed  to  recover  excessive 
profits  from  oil  producers.  The  next  groiip  of  proposals  were  among  those  I  pre- 
sented to  your  committee  last  April.^  They  affect  incentives  for  the  domestic  pro- 
duction of  oil  and  gas  and  include  the  proposals  for  a  minimum  taxable  income. 


1  Published  In  1973  Annual  Report,  pp.  366-80. 
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for  a  limitation  on  artificial  accounting  losses,  and  for  an  exploratory  drilling 
credit. 

The  remaining  proposals  are  designed  to  eliminate  several  undesirable  tax 
rules  which  now  exist  in  connection  with  foreign  oil  and  gas  operations.  Elimi- 
nation of  those  rules  would  make  foreign  investment  in  oil  somewhat  less  de- 
sirable than  it  now  is.  We  believe  the.se  proposals  relating  to  foreign  operations 
to  be  important  in  the  overall  picture,  but  they  are  directed  at  limited  situ- 
ations and  should  not  be  confused  with  the  broader  effort  to  recover  excessive 
profits. 

Before  I  commence  that  detailed  discussion,  let  me  give  you  a  brief  overview 
of  the  problem. 

The  overview 

Prior  to  the  Arab-bloc  embargo,  the  U.S.  demand  for  oil  had  increased  to  an 
annual  rate  of  about  17  million  barrels  of  oil  per  day,  only  11  million  of  which 
were  produced  here.  Our  domestic  oil  output  and  capacity  stabilized  at  about 
11  million  barrels  per  day  around  1970.  In  fact,  the  current  rate  of  exploration 
and  development  of  new  domestic  reserves  is  barely  suflScient  to  cover  the 
natural  decline  in  productivity  from  existing  oilfields.  This  situation  is  attribut- 
able to  a  number  of  interrelated  factors,  including : 

Government  regulation  of  natural  gas  prices  at  artiflcaUy  low  levels  since 
around  1960.  Low  gas  prices  obviously  reduce  the  potential  profitability  of 
the  gas  discovery  effort.  Since  most  gas  is  "associated"  with  oil,  whatever 
makes  gas  discovery  less  profitable  makes  the  discovery  of  both  oil  and  gas 
less  profitable. 

Rising  costs  of  discovering  additional  onshore  reserves.  After  a  century 
of  intensive  di.scovery  effort,  the  remaining  onshore  prospects  are  less  at- 
tractive than  offshore  prospects.  The  best  onshore  prospects  today  are  wells 
much  deeper  than  most  now  in  operation  and  they  involve  much  higher 
discovery  costs. 

Delays  in  drilling  Outer  Continental  Shelf  prospects.  Although  costly  to 
drill,  these  prospects  should  yield  large  oil  and  gas  capacities.  The  delays 
have  been  due  in  large  part  to  Government  leasing  policies;  and  concerns 
with  environmental  questions. 

Delays  in  the  output  from  Alaskan  and  offshore  California  fields.  These 
fields  should  yield  large  oil  and  gas  reserves  but  their  production  has  also 
been  delayed  due  to  Government  leasing  policies  and  concerns  with  environ- 
mental questions. 

Government  regulation  of  domestic  crude  oil  prices.  Crude  oil  prices  were 
frozen  at  August  1971  levels  until  January  1073  when  small  price  increases 
were  allowed.  "New  oil"  prices  were  freed  after  2  years  of  controls  in  August 
of  1973,  but  "old  oil"  prices  are  still  controlled.  The  presence  of  price  con- 
trols discouraged  additional  investment  which  could  have  increased  pro- 
iuctive  capacity. 
T)  satisfy  our  increasing  energy  demands  in  the  face  of  the  restrictions  on 
domestic  supplies  resulting  from  the  above  factors,  we  turned  increasingly  to 
imports. 

But  under  the  mandatory  import  program  that  had  been  in  effect  since  1959, 
quotas  existed  which  significantly  limitetl  imi)ort.s  of  oil  and  refinery  protlucts. 
As  demand  grew  but  domestic  production  held  steady  after  1970,  import  quotas 
were  increased,  but  not  at  a  rate  which  kept  up  with  increases  in  demand.  Invest- 
ment in  additional  refinery  capacity  in  this  country  rhus  became  unattractive 
becatise  of  the  uncertainty  that  .sufficient  supplies  of  crude  oil — either  domestic  or 
imported — would  be  available  for  refining.  Accordingly,  many  U.S.  companies 
built  refineries  offshore  and  most  of  the  increase  in  U.S.  imports  took  the  form 
of  re  ined  products  such  as  middle  distillate  fuels  and,  particularly,  heating  oils. 
By  the  beginning  of  1973.  these  domestic  circumstance.s — controlled  prices  of 
oil  a  ad  gas,  ri.sing  discovery  costs,  delays  in  exploration  and  production  for 
environmental  and  other  reasons,  and  a  growing  reliance  on  imports  to  satisfy 
incre  ising  demands — converged  with  a  growing  foreign  demand  for  oil  stimu- 
lated by  worldwide  economic  boom  conditions.  The  result :  World  oil  prices  began 
to  ar  Vance  from  their  historical  levels.  And.  when  the  dollar  was  devalued  for 
the  p  »cond  time  in  February  1973,  the  dollar  price  of  oil  in  world  markets  began 
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The  continued  high  level  of  demand  for  oil  through  the  first  9  months  of  1973 
quickly  brought  foreign  production  to  maximum  shortrun  capacity,  further  in- 
creased world  oil  prices,  and  set  the  stage  for  the  world  crisis  precipitated  by  the 
embargo  invoked  by  Arab-bloc  producers  in  October  1973,  and  the  consequent 
skyrocketing  of  oil  prices. 

Most  of  the  profits  produced  by  these  very  major  increases  in  the  price  of  im- 
ported crude  oil  have  gone  to  the  foreign  governments  that  own  or  control  the 
oil,  in  the  form  of  higher  taxes  or  royalties.  However,  a  significant  part  of  the 
increased  profits  from  this  source  has  gone  to  U.S.  companies  and  individuals 
in  the  business  of  producing  and  shipping  this  oil,  primarily  as  a  result  of  sales 
in  foreign  countries  and,  to  a  lesser  degree,  as  a  result  of  sales  to  U.S.  consumers. 


Table  1. — Net  income  after  tax  and  the  rate  of  re- 

[In  millions 


1973 


1972 


Company 


Net        %b        Net 

income      re-     income 

turn 


% 


1971 


Net 
income 


% 


1970 


Net 
income 


1969 


Net 
income 


Totals 9,087.3  15.1 

Amerada  Hess  Corp. »  151. 8  23. 5 

Ashland  Oil  Corp 98.3  17.3 

Atlantic  Richfield  Co 270. 2  8. 9 

Cities  Service  Co 135.6  9.8 

Clark    Oil    &     Refining 

Corp 30.5  29.9 

Continental  Oil  Co 242. 7  14. 0 

Exxon  Corp 2,440.0  18.5 

Getty  Oil  Co... 135.0  8.8 

Gulf  Oil  Corp... "760.0  14.0 

Kerr-Mc  Gee  Corp »58. 8  10.8 

Marathon  Oil  Co 129.4  15.2 

Mobil  Oil  Corp 842.8  15.7 

Murply  Oil  Corp 53.6  24.4 

Phillips  Petroleum  Co 230. 4  12.1 

SheUOilCo. 332.7  10.9 

SkeUyOilCo 44.0  7.5 

Standard  Oil  of  CaUf 843.6  14.4 

Standard  Oil  Co.  (Ind.)..  511.2  12.4 

Standard  Oil  Co.  (Ohio)..  74. 1  6. 6 

Sun  Oil  Co 230.0  12.3 

Texaco,  Inc 1,292.4  25.0 

Union  Oil  of  CaUf 180.2  10.6 


5,951.7      9.7      6,007.3    10.2      5,556.7    10.4      5,549.9      10. 


46.2 
68.0 
192.5 


8.3 
13.5 
6.5 


99. 1      6.  9 


8.3 
170.2 

1, 531.  8 

76.1 

447.0 

50.6 

79.8 
574.2 

14.3 

148.4 
260.5 

37.6 
547.1 
374.7 

59.7 
154.7 
889.0 
121.9 


10.4 

12.5 
5.2 
8.3 

10.1 
10.2 
10.9 

7.6 
8.1 


6.8 
10.5 
10.0 


12.4 
7.6 


133.3 

40.5 
210.5 

104.5 

3.6 

140.1 

1,516.6 
120.1 
561.0 

40.7 

88.7 

540.8 

11.1 
132.3 

244.5 

38.3 
511.1 
340.6 

58.8 
151.6 
903.9 
114.7 


24.0 
8.8 
7.3 

7.7 

4.7 
9.1 

13.1 

8.5 
10.2 

10.8 
11.7 
10.9 

6.2 
7.6 
8.7 

7.0 
10.4 


13.4 

7.4 


114.0 
52.0 
209.5 


25.7 
11.7 
7.5 


118. 6      8. 9 


10.8 
160.3 

1, 309. 5 
103.2 
550.0 

35.9 

86.5 

482.7 

9.3 
132.3 
237.2 

36.1 

454.8 
314.0 

64.4 
139.1 
822.0 
114.5 


14.0 
10.7 

12.0 
7.8 
10.4 

10.3 
11.8 
10.4 

6.5 

7.8 
8.6 

7.0 
9.8 
9.3 

6.3 

8.4 
13.1 
7.6 


86.5 
56.9 
230.1 


13.0 
146.4 

1, 242.  6 
105.8 
610.6 

33.6 

89.4 
456.5 

6.2 
127.8 
291.2 

38.4 
453.8 
321.0 

51.9 
152.3 
769.8 
138.9 


23.7 
13.3 
8.5 


127. 2      10. 0 


18.7 
9.8 

12.3 
8.3 
12.1 

10.3 
12.1 
10.4 

4.5 

7.7 
10.9 

7.7 
10.3 
10.0 

5.3 
9.4 
13.1 
9.5 


»  FuU  year's  income  estimated  on  the  basis  of  income  reported  for  the  first  9  months  of  1973. 
b  Equity  as  of  Sept.  30, 1973. 
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Through  the  Federal  Energy  OflBce,  the  administration  has  requested  sacri- 
fices in  oil  use  from  all  citizens  so  that  as  little  as  possible  disruption  to  our 
lives  and  our  economy  will  result  from  the  oil  supply  disruption.  The  adminis- 
tration believes  that  it  would  be  unfair  for  U.S.  producers  to  be  advantaged  while 
their  fellow  citizens  are  making  the  sacrifices  required,  by  retaining  excessive 
profits  from  the  abnormally  high  prices  caused  by  the  shortage. 

Increased  profits  from  higher  prices  to  oil  owners  which  occurred  in  1973 
are  refiected  in  table  1,  which  compares  reported  profits  and  rates  of  return  <>u 
equity  for  the  years  1969-1972  and  the  9-month  period  ended  September  30,  1973, 
for  22  of  the  largest  U.S.  oil  companies.  It  is  important  to  keep  in  mind  that  in- 
creased profits  are  not  necessarily  "excessive"  profits. 


turn  on  equity  of  selected  oil  companies  {196S-197S) 
of  dollars] 


1968 

1967 

1966 

1965 

1964 

1963 

Net 
income 

% 

Net 
income 

% 

Net 
income 

% 

Net 
income 

% 

Net 
income 

% 

Net 
income 

% 

6,639.4 

11.8 

6, 176. 6 

12.0 

4.701.9 

11.7 

4,203.7 

11.2 

3,846.9 

10.8 

3,679.7 

11.0 

89.8 
63.6 
105.8 

19.8 

14.6 

7.8 

76.8 
48.4 
130.0 

22.2 
15.5 
10.2 

73.1 
45.0 
113.5 

22.6 
17.6 
9.4 

63.4 
35.8 
90.1 

22.2 
15.5 
8.1 

69.4 
23.7 
47.1 

23.0 
14.0 
7.3 

62.4 
18.1 
44.0 

22.7 
11.7 
7.0 

121.3 

9.9 

127.8 

10.9 

120.1 

11.0 

100.6 

10.2 

84.5 

9.1 

77.5 

8.6 

12.1 
160.0 

20.4 
10.6 

11.6 
136.1 

23.4 
10.1 

9.6 
115.6 

24.2 
10.3 

8.7 
96.2 

27.8 
10.2 

2.1 
100.1 

8.9 
11.1 

1.5 

87.4 

6.8 
10.5 

1,276.7 

98.3 

626.6 

13.0 
8.3 
13.2 

1,165.0 

118. 2 
568.3 

12.3 
10.5 
12.9 

1,090.1 

92.3 

504.8 

12.1 
9.0 
12.3 

1,021.4 

57.7 

427.2 

11.9 
6.9 
11.2 

1,050.6 

43.0 

395.1 

12.6 
5.6 
11.0 

1,019.5 

43.0 

371.4 

12.8 
6.1 
10.9 

36.4 

83.3 

430.7 

12.0 
12.7 
10.3 

32.1 

73.9 

385.4 

11.5 
12.3 

9.8 

33.0 

68.8 
356.1 

12.9 
12.3 
9.5 

25.1 
60.1 
320.1 

14.6 
11.3 

9.1 

20.7 
60.4 

294.2 

14.7 
11.8 

8.8 

18.8 
49.1 
271.9 

16.8 
10.2 
8.6 

7.3 
129.9 
312.1 

6.4 
8.0 
12.3 

8.2 
164.0 
284.9 

6.2 
11.0 
13.8 

8.4 
13S.4 
255.2 

7.6 
10.3 
13.4 

6.4 
127.7 
234.0 

6.1 
9.9 
13.4 

4.3 

115.0 
198.2 

4.9 
9.3 
12.3 

4.8 
lOS.  1 
179.9 

6.7 

8.9 

12.0 

40.3 
451.8 
309.5 

8.6 
10.7 
10.1 

42.0 
409.4 
280.9 

9.3 
10.3 
9.6 

37.0 
401.2 
255.9 

8.8 
10.8 
9.1 

34.0 
391.2 
219.3 

8.8 
11.1 
8.1 

25.7 
345.3 

194.9 

7.1 

10.5 

7.5 

24.2 
322.1 
183.1 

7.0 
10.5 
7.3 

70.1 
164.4 
819.6 
149.8 

13.0 
10.9 
14.6 
10.9 

67.1 
156.2 
754.4 
145.0 

14.5 
15.2 
14.8 
11.2 

66.9 
100.6 
692.1 
134.2 

13.3 

10.8 
15.0 
11.2 

49.7 

85.6 

63S.7 

112.8 

12.7 
10.1 
14.9 
10.4 

43.8 

68.6 

677.4 

92.9 

12.0 
8.8 
14.6 
14.7 

38.9 

61.2 

647.6 

55.2 

11.4 

8.4 
15.6 
9.9 

Source:  Standard  and  Poors'  Industrial  Survey,  Moody's  Industrial  Manual,  quarterly  financial  state- 
ments filed  with  the  Securities  and  Exchange  Commission  (10  Q  Forms). 
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Our  preliminary  investigation  indicates  that  the  1973  profit  increases  are 
primarily  attributable  to  foreign  inventory  profits  from  skyrocketing  prices, 
increased  profits  from  increases  in  foreign  product  prices,  and  eflScieucies  in 
foreign  refinery  and  other  operations  unrelated  to  the  prices  paid  by  U.S.  con- 
sumers. A  number  of  the  companies  have  pointed  out  that  the  higher  1973  profits 
must  be  interpreted  in  the  light  of  the  lower  than  normal  profits  realized  in 
1972  and  the  several  years  immediately  prior. 

Whatever  conclusions  may  be  drawn  from  the  1973  figures,  if  the  shortage  in 
1974  produces  even  higher  prices  for  oil,  that  fact  will  cause  increased  profits 
to  major  oil  companies  from  domestic  oil  sales.  The  estimated  amount  of  in- 
crease attributable  to  this  single  element  may  be  seen  from  table  2. 

Table  2 

Annual  profit  after  income  tax 
Average  price — $/bbl.  crude '  [billion  $] 

Increase '  Total 

1973 '9.0 

1974: 

6.50 1.7  10.7 

8.00 3.4  12.4 

9.00 4.5  13.5 

10.00 5.6  14.6 

'  The  estimated  average  price  for  domestic  crude  oil  as  of  Jan.  1, 1974,  is  $5.25  in  the  case  of  old  oil  and  $9.50 
In  the  case  of  new  oil. 
'  The  increased  net  incomes  shown  for  1974  relate  only  to  domestic  crude  oil  production. 
'  Estimated  1973  net  income  after  taxes  from  table  1. 

While  the  administration  believes  oil  owners  should  not  be  permitted  excessive 
profits  at  the  expense  of  their  fellow  Americans,  let  us  be  clear  that  U.S.  oil 
prices  must  adjust  upward  if  higher  cost  methods  of  extracting  oil  are  to  be 
used  to  satisfy  our  demands.  Higher  costs  of  producing  oil  will  mean  higher 
prices  for  oil.  Producers  will  not  produce  unless  prices  cover  their  costs.  And 
Government  production  would  be  no  solution,  for  a  Government  producer  would 
have  the  same  costs  or,  if  less  efiicient,  greater  costs.  However,  shortrun  price 
increases  for  oil  above  the  level  necessary  to  call  forth  the  supplies  we  need 
give  rise  to  windfall  profits.  Those  windfalls  may  be  taxed  very  heavily  to  the 
producers  of  oil  without  impeding  the  desired  free  market  processes  and  without 
imposing  additional  costs  on  consumers. 

The  windfall  profits  tax  is  designed  : 

First,  to  tax  very  heavily  windfall  profits  to  owners  of  oil. 

Second,  to  avoid  interference  with  the  legitimate  profit  expectations  which 
will  be  required  to  meet  our  demands  and  make  us  independent  of  foreign  sup- 
plies, and 

Third,  to  avoid  any  tax-generated  price  increases  for  consumers. 

EJconomic  background 

The  ability  of  oil  producers  to  increase  the  production  of  oil  during  the  next 
2  or  3  years  is  considered  by  experts  to  be  quite  limited.  Prospects  have  to  be 
found,  geological  and  geophysical  work  has  to  be  done,  wells  have  to  be  drilled, 
pipelines  have  to  be  built,  and  refineries  may  have  to  be  expanded  or  built. 
Therefore,  price  increases  do  not  have  the  effect  of  stimulating  nearly  im- 
mediate supply  increases  as  is  the  case  with  some  other  products,  such  as 
foodstuffs. 

The  expert  consensus  is  that  only  a  small  amount  of  additional  oil  from 
domestic  sources  can  be  expected  in  the  next  6  to  18  months.  Tliere  are  marginal 
wells  which  were  previously  capped  and  which  might  be  economically  produced 
now  at  the  increased  prices  available  for  oil.  but  this  supply  source  is  not 
major  in  the  overall  context.  Within  18  to  24  months,  oil  could  begin  to  be 
economically  produced  at  current  increased  price  levels  by  secondary  and  ter- 
tiary recovery  methods.  Over  a  3-  to  5-year  period,  significant  additional  pro- 
duction at  current  increased  price  levels  could  probably  be  obtained  from  new 
domestic  prospects.  And  after  3  to  4  years,  the  Alaska  pipeline  should  be 
completed. 

In  contrast  to  the  short  run,  then,  over  a  period  of  about  3  to  5  years,  it  is 
reasonable  to  expect  that  oil  supplies  can  be  increased  significantly.  Historically, 
the  amount  of  the  increase  in  supplies  of  oil  has  been  at  least  1  percent  for  every 
1-percent  increase  in  the  price  of  oil.  Table  3  shows  the  relationship  between 
price  increases  and  supply  increases  for  the  years  1936  to  1972. 
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Over  each  of  the  two  5-year  periods  from  1953-1958  and  1963-1968,  a  price  in- 
crease of  9  percent  was  followed  by  a  productive  capacity  increase  of  35  percent 
and  an  actual  production  increase  of  17  percent.  Additionally,  available  econ- 
ometric studies  indicate  that  oil  supplies  will  be  increased  by  at  least  50  percent 
as  a  result  of  a  50-percent  price  increase,  given  suflScient  time.  Based  wpon  these 
data,  it  is  reasonable  to  assume  that  after  about  3  to  5  years,  and  allowing  for 
some  inflation,  if  the  price  of  oil  increases  by  about  50  percent  from  mid-1973 
levels,  to  around  $7  per  barrel,  sufficient  domestic  oil  supplies  should  flow  to 
satisfy  about  85-90  percent  of  our  demands.  Accordingly,  we  have  for  planning 
purposes  estimated  that  the  "long-term  supply  price"  is  about  $7  per  barrel. 
But  that  $7  per  barrel  flgure  is  an  estimate  and  the  ultimate  figure  may  be  some- 
what more  or  somewhat  less. 

Therefore,  a  tax  which  bites  hard  on  immediate  price  increases  should  not 
interfere  with  the  production  of  needed  oil  supplies  if  it  gradually  phases  out  so 
that  after  3  years  there  will  be  no  tax  on  oil  prices  at  around  $7  or  less  per 
barrel. 

Taxing  the  windfall  profit 

A  windfall  profit  is  one  resulting  from  a  change  in  price  caused  by  a  cir- 
cumstance which  is  accidental  and  transitory,  such  as  a  temporary  shortage  of 
a  product  because  of  a  strike  or,  in  this  case,  the  cartel-embargo  of  foreign  gov- 
ernments. It  is  diflScult  to  separate  ordinary  market  prices  from  prices  which 
permit  windfall  profits  in  this  context.  The  price  of  new  oil  produced  in  the 
United  States  rose  from  about  ?4  to  more  than  $9,  between  May  and  December  31, 
1973,  because  of  our  demands  for  that  oil.  That  is  a  very  major  price  increase 
and  some  price  increase  was  necessary  to  call  forth  the  needed  additions  to  our 
domestic  supplies  which  will  occur  over  a  period  of  3  to  5  years.  Over  the  near 
term,  however,  some  part  of  that  price  reflects  a  windfall  resulting  from  actions 
by  the  Arab-bloc  nations. 

Thus  for  the  next  year  or  two,  the  price  rises  which  have  already  occurred  are 
more  than  sufficient  to  call  forth  the  additional  domestic  oil  which  will  in  fact 
be  produced  during  that  period.  Some  part  of  present  prices  produces  windfall 
profit  and  additional  price  increases  resulting  from  the  cartel-embargo  vpould  be 
pure  windfall. 

A  determination  of  the  amount  on  which  to  impose  the  windfall  profits  tax 
requires  selection  of  a  base  amount  which  can  be  received  without  tax  and  from 
which  to  determine  the  taxable  amount.  In  this  respect  it  is  similar  to  and  will 
act  as  an  excess  profits  tax.  The  Cost  of  Living  Council's  ceiling  price  as  of 
December  1,  1973  (CLC  Reg.  §  150.353)  was  selected  as  the  reference  point  for 
the  base  price.  It  is  a  known  price  and  no  new,  separate  or  costly  calculations  will 
have  to  be  made.  It  also  significantly  exceeds  historical  oil  price  levels  and  it 
was  the  maximum  price  permitted  on  any  domestic  production  until  late  August 
1973. 

Under  the  windfall  profits  tax,  the  rates  of  tax  on  selling  prices  of  oil  in  ex- 
cess of  base  prices  range  from  10  percent  to  85  percent  under  the  following 
graduated  rate  schedule : 

Table  4. — Per  4^-gallon  barrel  of  crude  oil 


Amount  in  excess  of  base  price 


Bracket 
rate 


Bracket 
tax 


Cumulative 
tax 


[$] 

0-0.50 

0.51-0.75 

0.7&-1.10 

1.11-1.70 

1.71-2.50 

2.51  and  over 


[%] 


[cents] 


[cents] 


0 

0 

0 

10 

2y? 

2y2 

20 

7 

9V5 

30 

18 

27  3«^ 

50 

40 

67V5 

85 

In  accordance  with  Treasury  regulations  to  be  prescribed,  the  top  level  of  the 
lowest  bracket  (initially  0  to  $0.50)  and  the  bottom  level  of  each  higher  bracket 
will  be  automatically  adjusted  upward  monthly  in  the  uniform  percentage  re- 
quired to  make  the  10-percent  rate  of  tax  applicable  after  36  months  only  to 
amounts  in  excess  of  the  expected  average  longrun  supply  price  of  about  $7  per 
barrel.  Each  higher  bracket  will  be  adjusted  upward  to  apply  to  a  constant  num- 
ber of  cents  per  barrel  above  the  next  lower  bracket.  That  portion  of  the  price 
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increase  which   remains   after  payment  of  the  above  windfall  profits  tax  is 
subjected  to  ordinary  income  tax. 

As  you  can  see  from  table  5,  the  windfall  profits  tax  on  the  oil  will  be  large  if 
the  oil  shortage  is  severe  enough  to  cause  large  price  increases  in  oil  and  modest 
if  the  shortages  and  price  increases  are  modest : 

Table  5. — Net  price  received  by  oil  producer  after  proposed  emergency  windfall 

profits  tux 

[Base  price  of  $4  per  barrel] 


Month 

Price 

1 

6 

12 

18 

24 

30 

36 

$10 

$6.35 

$6.47 

$6.67 

$6.94 

$7.30 

$7.80 

$8.47 

9 

6.20 

6.32 

6.52 

6.79 

7.15 

7.65 

8.32 

8 

6.05 

e.17 

6.37 

6.64 

7.00 

7.43 

7.78 

7 

5.90 

6.02 

6.22 

6.42 

6.63 

6.85 

7.00 

6 

5.58 

5.65 

5.75 

5.84 

5.94 

6.00 

6.00 

If  we  have  underestimated  the  longrun  supply  price,  the  tax  imposes  little 
penalty.  For  example,  suppose  it  turns  out  that  3  years  hence  a  price  of  $8,  rather 
than  $7,  is  necessary  to  elicit  a  domestic  supply  equal  to  S5-90  percent  of  con- 
sumption at  the  then  corresponding  product  prices.  In  that  event,  a  tax  would 
still  apply  but  it  would  only  be  22  cents  a  barrel,  less  than  .3  percent  of  the  price. 
Thus,  producers  who  believe  the  $7  price  is  too  low  can  noiiethele.s.s  i)roceed  on 
the  basis  of  their  own  price  judgments  in  the  knowledge  that  when  the  windfall 
disappears  and  their  investments  become  productive,  the  tax  should  also  dis- 
appear, and  that  even  if  the  tax  does  not  then  disappear,  it  will  impose  only  a 
minor  and  vanishing  jieualty.  This  is  to  be  contrasted  with  the  situation  which 
would  resvdt  if  prices  were  controlled.  A  .$7  price  ceiling  would  be  equivalent 
to  a  100-percent  tax  on  prices  above  that  amount,  and  if  the  long-tonu  supply 
price  should  turn  out  to  be  higher  than  $7 — or  if  producers  expect  it  to  be — 
we  simply  would  not  get  the  supplies  we  need. 

However,  the  tax  rates  and  bracket  changes  have  been  designed  so  that  an 
owner  of  oil  will  be  discouraged  from  withholding  production  until  after  the  tax 
rate  declines  or  the  tax  expires.  The  price  of  oil  is  or  sliortly  will  be  as  high 
as  it  is  likely  to  be  for  the  next  5  years  (in  terms  of  1974  dollars)  and  will  begin 
a  gradual  decline  to  the  long-term  supply  price.  Higher  prices  now  increase  the 
incentives  to  increase  supplies,  and  gradually  increasing  supplies  will  gradually 
reduce  prices.  Accordingly,  apart  from  the  tax,  the  owner  of  oil  must  attempt 
to  produce  the  oil  quickly  to  take  advantage  of  tlie  higher  existing  prices.  Taking 
the  rate  of  decline  of  the  tax  into  account  along  with  the  expected  price  decline, 
we  estimate  that  the  gain  from  delaying  production  of  oil  to  avoid  the  tax  would 
be  less  than  one-half  of  1  percent  per  month  on  the  average  (see  table  6  below). 
Therefore,  we  believe  that  no  sensible  producer  will  fail  to  convert  his  oil  to 
money  since  the  value  of  the  use  of  that  money  would  be  greater  than  the  one- 
half  of  1  percent  per  month  he  could  gain  by  leaWng  his  oil  in  the  ground. 

Table  6. — Illustrative  effect  of  the  windfall  profits  tax  on  net  proceeds  realized  by  oil 
producers,  for  two  patterns  of  oil  prices 


Number  of  months  after  enactment 


Hypothetical  Net  Average 

prevailing  producer  increase, 

price  of  oil  proceeds  per  month 


Pattern  A: 

1 

12 

24 

36 

Pattern  B: 

1 

12 

24 

36 


PereerU 


$10.00 

$6.35 

9.00 

6.52 

0.24 

8.00 

7.00 

.59 

7.00 

7.00 

.00 

9.00 

6.20 

8.00 

6.37 

.26 

7.00 

6.63 

.33 

7.00 

7.00 

.46 
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The  combination  of  graduated  rates  and  a  scheduled  upward  adjustment  of  the 
brackets  accomplishes  three  major  purposes  : 

First,  the  graduated  rates  impose  very  high  rates  of  tax  on  extraordinary 
price  increases  and  windfall  profits  which  are  attributable  more  to  an 
externally  induced  shortage  in  crude  supplies  than  to  longrun  market  con- 
ditions, but  impose  a  lesser  amount  of  tax  on  relatively  small  increases  above 
the  Cost  of  Living  Council  ceiling  price. 

Second,  the  automatic  upward  adjustment  of  the  tax  brackets  recognizes 
that  windfalls  will  be  short-lived  and  that  prices  should  peak  in  the  near 
future  and  return  to  lower  levels  as  they  gradually  result  in  greater  sup- 
plies. Most  important,  it  recognizes  that  if  producers  are  to  make  the  invest- 
ments which  will  be  required  to  make  us  independent,  they  must  be  able  to 
count  on  an  absence  of  burdensome  special  taxes  on  prices  when  those  in- 
vestments become  productive  several  years  hence. 

Third,  the  phaseout  of  the  tax  as  the  windfall  disapi^ears  assures  that 

the  tax  will  not  cause  higher  prices  for  consumers,  for  the  technical  reasons 

I  shall  discuss  later. 

The  tax  will  be  imposed  on  the  oil  producer  at  the  time  of  sale  of  the  crude 

oil  or  at  the  end  of  the  month  in  which  produced  if  not  sold.  It  is  contemplated 

that  the  tax  will  be  collected  and  remitted  on  a  monthly  basis  as  follows : 

(i)     The  purchaser  of  crude  oil  will  withhold  and  remit  the  amount  of  the 
tax  from  the  sales  price  paid  to  the  oil  producer  by  the  15th  day  following 
the  end  of  each  month  for  all  crude  petroleum  purchased  during  the  month, 
(it)     In  the  case  of  crude  produced  but  not  sold,  as  in  the  case  of  an  inte- 
grated producer,  the  tax  will  be  paid  by  the  producer  by  the  15th  day  fol- 
lowing the  end  of  the  month  of  production. 
In  computing  percentage  depletion,  the  amount  of  the  windfall  profits  tax  is 
subtracted  from  gross  income  from  the  oil  property  before  computing  percentage 
depletion.  The  effect  of  this  is  to  deny  percentage  depletion  on  the  amount  of 
the  windfall  which  is  taxed  away. 

Because  the  period  of  extraordinary  profits  is  expected  to  be  limited  in  dura- 
tion, it  is  important  that  Congress  reconsider  the  tax  after  several  years  of 
experience.  Accordingly,  the  tax  is  to  expire  by  its  terms  60  months  after  the 
date  of  enactment. 
Price  rollbacks  are  not  a  reasonable  alternative  to  the  windfall  profits  tax 

It  would  be  a  fundamental  mistake — for  everyone  except  foreign  oil  pro- 
ducers— to  roll  back  oil  prices  to  some  former  level.  The  reasons  are  several : 

First,  consumers  will  end  up  paying  about  the  same  prices  in  any  event.  The 
most  they  would  be  spared  is  a  few  cents  a  gallon  for  a  few  months.  (A  $1  re- 
duction in  the  price  paid  for  hew  oil,  for  example,  would  translate  initially  into 
less  than  a  one-half  cent  per  gallon  decrease  in  the  price  of  gasoline  and  the 
market  would  quickly  offset  that  initial  decrease.)  The  principal  effect  would  be 
to  shift  profits  from  the  United  States  to  abroad. 

Second,  the  mere  presence  of  ceilings  of  any  sort  will  tend  to  dampen  the  new 
investment  required  to  produce  the  increased  oil  we  need.  Investors  are  under- 
standably wary  of  activities  which  come  to  be  governed  primarily  by  the  laws 
of  politics  rather  than  the  laws  of  economics. 

Third,  ceiling  prices  which  are  less  than  the  prices  producers  think  will  pre- 
vail will  deter  them  from  investing— regardless  of  whether  it  is  the  price  au- 
thority or  the  producers  whose  cost  assumptions  are  correct.  Judgments  on  com- 
plex matters  like  this  always  differ.  Even  supposing  the  Government's  price 
controllers  could  correctly  guess  the  long-term  supply  price  and  use  that  as  a 
ceiling,  the  ceiling  would  inhibit  needed  investment  by  producers  whose  judg- 
ments differ.  In  order  to  get  to  the  long-term  supply  price,  the  ceiling  would 
have  to  be  set  substantially  higher. 

Although  it  is  plainly  true,  many  observers  fail  to  recognize  that  whatever 
we  do  with  price  controls  cannot  affect  the  price  of  the  more  than  30  iiercent  of 
our  oil  we  now  import  to  satisfy  our  demands.  The  price  of  that  oil  fluctuates 
according  to  world  demands  and  world  supplies.  Recognizing  this,  our  Cost  of 
Living  Council  rules  permit  refiners  to  pass  through  the  foreign  price  they  must 
pay.  Thus,  the  prices  of  U.S.  petroleum  products  are  .subject  to  controLs.  but  the 
control  system,  in  a  sense,  rides  on  top  of  the  price  of  crude — and  products  go 
up  in  price  when  the  world  crude  oil  price  goes  up  regardless  of  what  we  do  to 
control  the  price  of  domestic  crude  oil.  This  means  that  the  price  levels  at  which 
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no  more  petroleum  products  wiU  be  bought  by  consiuners,  the  so-called  market 
clearing  prices,  cannot  be  controlled  by  controlling  domestic  crude  oil  prices. 
Consumers  will  eventually  pay  the  same  prices  for  petroleum  products  whether 
or  not  domestic  crude  prices  are  controlled.  What  we  do  when  we  control  do- 
mestic prices  at  levels  below  world  market  levels  is  simply  to  i>ermit  our  re- 
liners  to  buy  our  domestic  oil  too  cheaply — compared  with  world  prices — and  to 
bid  higher  for  foreign  oil  to  satisfy  our  consumers'  demands.  This,  in  turn,  means 
that  the  larger  amounts  spent  by  consumers  go  not  to  domestic  producers  and  to 
our  Government  in  taxes,  but  to  foreign  oil  producers  and  foreign  governments. 

Of  course,  we  could  prevent  this  by  denying  U.S.  cx)nsumers  the  right  to  buy 
the  foreign  oil  products  for  which  they  are  willing  to  i^ay  or  by  not  permitting 
cost  passthroughs  for  foreign  oil  prices.  But  if  we  do  so,  we  will  only  be  spiting 
ourselves  since  either  of  these  measures  will  prevent  foreigners  from  exporting 
oil  to  the  United  States  at  a  time  when  we  need  it,  before  we  have  increased  our 
degree  of  self-suflBciency. 

Price  rollbacks  sound  good  to  consumers  until  the  consequences  are  appreciated. 
The  consequences  would  be  large  transfers  of  dollars  to  foreigners  and  an  ul- 
timate reduction  in  oil  for  the  U.S.  consumers,  all  ironically  incurred  for  price 
reductions  which  would  be  minor  and  evanescent. 

Windfall  profits  tax  compared  with  alternative  taxes 

We  believe  that  the  windfall  profits  tax  will  be  considerably  more  effective 
and  eflSeient  than  would  either  an  excise  tax  or  an  excess  profits  tax. 

The  windfall  profits  tax  differs  from  an  excise  tax  in  that  it  will  in  fact  op- 
erate to  tax  profits,  as  the  portion  of  the  price  to  which  it  will  apply  is  above 
the  level  required  to  cover  costs  in  all  but  excei)tional  cases.  At  the  present  i)rice 
of  $10  for  new  oil,  the  tax  in  its  first  month  would  exceed  profits  only  if  costs 
exceed  $6.35  a  barrel  (see  table  5) — which  is  hardly  likely  for  production  planned 
months  ago  when  prices  were  much  lower.  (Prices  were  controlled  at  levels  below 
$4  until  late  Augu.st. )  If  in  some  small  fraction  of  cases  that  should  not  be  true, 
the  tax  could  not  exceed  profits  by  more  than  a  few  cents  per  barrel. 

An  ordinary  excise  tax  shares  with  the  windfall  profits  tax  the  virtue  of  sim- 
plicity but,  in  contrast,  is  not  necessarily  a  tax  on  profits  and  is  an  undesirably 
blunt  instrument  to  use  in  this  case.  Excise  taxes  are  usually  stated  as  so  much 
per  unit  or  as  a  percentage  of  the  price  of  the  unit.  An  excise  tax  stated  as  so 
many  cents  per  barrel  or  gallon  of  oil  would  have  to  be  paid  regardless  of  the 
amount  by  which  oil  prices  rose  (or  didn't  rise).  That  is  undesirable  since  the 
tax  would  not  be  related  to  the  windfall.  An  excise  tax  .stated  as  a  i>ercentage  of 
the  sales  price  would  tax  more  heavily  those  who  produce  oil  of  higher  cpiality 
and  price  than  those  who  produce  oil  of  lower  quality  and  price,  which  is  unde- 
sirable since,  again,  the  tax  would  not  be  related  to  the  windfall. 

A  classic  excess  profits  tax  of  the  type  in  effect  during  World  War  II  or  the 
Korean  war  would  be  a  nightmare  of  complexity  and  uncertainty.  It  would  he 
very  diflBcult  to  design  and  administer  a  tax  which  would  not  imi)air  the  ability 
and  incentive  of  oil  producers  to  make  the  investment  nece.ssary  to  produce  the 
additional  oil  needed  to  make  us  independent. 

While  prior  excess  profits  taxes  differed  significantly,  they  contained  the  com- 
mon elements  of  (i)  a  determination  of  profit  in  excess  of  .some  ba.se  amount, 
(ii)  the  application  of  a  high  rate  of  tax  to  the  excess  amount,  and  (Hi)  complex 
exceptions  designed  to  alleviate  the  penal  nature  of  the  high  tax  rate  in  situations 
in  w^hich  the  general  rule  determination  of  excess  profits  yielded  an  inequitable 
result.  The  following  problems  existed  in  prior  exce.ss  pn^fits  tax  laws : 

Determination  of  base  period  and  fair  rate  of  return. — Xo  iieriod  can  be  se- 
lected which  was  a  normal  period  for  all  taxpayers.  That  is  to  say,  during  any 
taxable  year  or  years  selected,  some  taxpayers'  rates  of  return  on  investment  or 
profits  will  be  higher  or  lower  than  others  for  many  extraneous  reasons,  such  as 
strikes,  floods,  et  cetera.  Two  basic  methods  have  been  used  to  detennine  a  nonnal 
profit  for  the  base  period.  One  method  is  to  compute  a  rate  of  return  on  invested 
capital  during  the  base  period,  treat  that  as  a  normal  profit  rate,  and  impose  a 
tax  on  any  profits  realized  in  excess  of  that  rate.  The  other  is  to  treat  the  ab- 
solute amount  of  profits  realized  during  the  l)ase  iieriod  as  nonnal  profits  and 
impose  a  tax  on  any  profits  realized  in  excess  of  that  amount.  Combinations  of 
the  two  basic  methods  have  also  been  u.sed.  The  a.s.sumption  of  nonnality  for 
any  historical  rate  of  profits  or  any  absolute  amount  of  profits  for  a  particular 
taxpayer  for  a  particular  period  is  subject  to  challenge  because  of  the  infinite 
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variations  in  taxpayers'  situations.  For  example,  during  wliatever  base  period  is 
selected,  some  taxpayers'  businesses  were  contracting,  some  expanding;  some 
used  heavy  amounts  of  equity  capital,  some  relied  heavily  on  debt ;  some  engaged 
in  heavy  research  and  development  expenses,  others  maximized  earnings  by  post- 
poning research  and  development  expenses,  and  on  and  on. 

Exceptions  for  abnomialities. — Because  of  the  problems  referred  to  above  and 
others,  complex  machinery  has  always  been  required  to  adjust  the  inevitable 
inequities  arising  from  the  selection  of  base  periods  and  the  calculation  of  base 
period  profits.  Administrative  boards  and  courts  become  entangled  for  years 
over  these  questions.  The  World  War  II  and  Korean  war  excess  profits  tax  cases 
spawned  over  54,000  applications  for  over  $61/2  billion  of  relief  because  of  claimed 
abnormalities  in  the  computation  of  excess  profits.  Thousands  of  lawsuits,  the 
last  of  which  has  not  yet  been  decided,  required  large  expenditures  of  time  and 
manpower  for  both  Government  and  taxpayer  in  complex  economic  arguments 
over  how  much  was  too  much  profit. 

Incentive  for  wasteful  expenditures. — Since  the  tax  is  conventionally  imposed 
at  a  high  rate  and  only  on  net  profits,  it  has  the  effect  of  causing  expenditures 
which  would  not  otherwise  be  made  and  which  are  wasteful.  For  example,  the 
corporate  taxpayer  at  a  48-percent  income  tax  rate  must  use  52  cents  of  its  own 
money  for  every  $1  expended.  However,  if  the  marginal  tax  rate  is  raised  to  85 
percent  by  the  addition  of  an  excess  profits  tax,  only  15  cents  of  every  $1  of  excess 
profits  spent  by  the  taxpayer  comes  from  its  pocket — the  other  85  cents  will  be 
taken  in  taxes  if  not  spent.  Experience  teaches  that  this  leads  to  wasteful  prac- 
tices and  ineflBciencies  which  increase  or  maintain  product  prices  to  consumers 
without  creating  corresponding  benefits  to  society. 

Applying  an  excess  profits  tax  only  to  the  net  profit  of  oil  production  would  be 
even  more  difficult,  for  the  following  reasons : 

Increased  coverage. — The  expected  windfalls  will  accrue  to  all  owners  of  oil, 
who  include  thousands  of  individuals,  trusts,  estates,  specially  taxed  corpora- 
tions such  as  insurance  companies,  and  other  corporations  not  generally  associ- 
ated by  the  public  with  oil  companies.  Accordingly,  the  windfall  tax  must  apply 
to  all  owners  of  oil,  not  just  to  large  oil  companies,  if  it  is  to  be  effective.  The 
World  War  II  and  Korean  war  excess  profits  taxes  have  applied  only  to  cor- 
porate taxpayers.  It  is  safe  to  say  that  as  complex  to  administer  as  prior  taxes 
have  be<^n,  an  excess  profits  tax  affecting  thousands  of  noncorporate  taxpayers 
would  be  greatly  more  complex. 

Determination  of  excess  profits. — It  would  be  necessary  to  determine  the  ex- 
cess profits  from  oil  production  alone  if  the  tax  were  to  be  confined  to  the  wind- 
fall. Complex  allocations  of  income  and  expense  would  have  to  be  made.  In  the 
case  of  the  numerous  individuals,  estates,  and  trusts  who  keep  minimum  formal 
records,  the  allocation  problem  would  be  even  more  sizable. 

Taxable  income  management. — Taxable  income  management  through  wasteful 
expenditures  would  be  easier  to  achieve  for  oil  producers  since  their  incomes  are 
reduced  currently  through  the  deduction  of  most  of  the  costs  of  new  wells  and  i^er- 
centage  depletion.  Wasteful  drilling  practices  and  wasteful  expenditures  for 
overhead  items  could  reduce  the  impact  of  the  tax  to  a  large  extent  without 
corresponding  benefits  to  society  from  productive  new  wells  or  research. 

Other  aspects  of  the  windfall  profits  tax 

The  windfall  profits  tax  would  tax  only  the  person  who  has  the  windfall,  the 
owner  of  crude  petroleum.  This  can  be  illustrated  by  lookiiag  at  gasoline  price 
increases.  From  October  1.  1973,  to  late  January  1974.  average  gasoline  prices 
increased  by  9.5  cents  per  gallon. 

In  the  same  period,  average  crude  oil  prices  increased  by  between  $3  and  $3.50 
per  barrel,  or  about  8  cents  per  gallon  (there  are  42  gallons  to  a  barrel).  The 
remaining  1%  cents  of  the  10-cent  increase  was  permitted  to  refineries  and  dis- 
Iributors  by  the  Cost  of  Living  Council  to  offset  higher  casts  based  on  a  thorough 
evaluation  of  their  costs  and  profits.  The  windfall  profit  is  reflected  in  the  8 
cents  which  inured  to  the  o^^mer  of  crude  oil  and  he  is  the  person  who  must  pay 
the  tax  if  the  windfall  profit  is  to  be  taxed.  Refiners,  wholesalers,  and  retailers 
of  petroleum  products  have  been  permitted  only  price  increases  under  the  Co.st  of 
Living  Council  rules  which  reflected,  on  a  dollar-for-dollar  basis,  the  actual  costs 
they  experienced. 

It  should  also  be  noted  that  the  windfall  profits  tax  will  tax  similarly  those 
oil  producers  who  are  similarly  situated.  A  producer  who  receives  a  $1  per  barrel 
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increase  for  low-priced  oil  with  a  base  price  of,  say,  $3  is  taxed  the  same  as  a  pro- 
ducer who  receives  a  price  increase  of  $1  per  barrel  for  his  higher  quality  and 
higher  priced  oil  with  a  base  price  of,  say,  $4.50.  These  relative  base  prices  were 
previously  established  by  market  forces  and  are  doubtless  fairer  than  any  which 
could  be  devised  administratively.  ^ 

The  windfall  profits  tax  applies  only  to  domestic  production.  It  is  not  sensible 
to  attempt  to  tax  the  windfall  on  imported  oil  for  two  rea.>^ons.  First,  anything 
which  reduces  the  net  price  received  by  the  foreign  producer  below  what  he  would 
receive  if  the  oil  were  sold  in  another  country  will  only  prevent  imports  from 
coming  to  the  United  States.  The  oil  will  tend  instead  to  be  sold  elsewhere  if  the 
net  price  to  producers  is  higher  there  because  of  a  U.S.  tax.  Second,  the  amount 
of  windfall  realized  by  the  company  from  which  the  imported  oil  is  purchased  is 
limited — the  windfall  will  be  realized  primarily  instead  by  the  foreign  govern- 
ment. This  is  easily  seen  by  looking  at  increases  in  reference  or  i>osted  prices  of 
oil  by  foreign  governments,  which  have  increased  radically  and  repeatedly  in 
recent  months  to  capture  the  windfalls  from  the  operating  companies.  A  tax  or 
tariff  on  imported  oil  should  be  imposed  only  to  discourage  imports  for  national 
security  or  other  reasons,  which  goes  beyond  what  is  appropriate  at  this  time. 

The  tax  is  not  passed  on  to  consumers 

The  consumer  currently  receives  Government  protection  against  unfair  price 
increases  through  a  combination  of  price  controls  and  allocation  policies.  The 
windfall  profits  tax  complements  these  rules  and  will  not  have  the  effect  some 
claim  of  increasing  prices  to  consumers.  Statements  to  that  effect  indicate  a  lack 
of  understanding  of  how  the  tax  operates.  A  tax  which  is  less  than  the  windfall 
profit  will  always  fall  on  the  oil  producer. 

Why  isn't  the  tax  passed  on  to  the  consumer?  It  is  because  the  producers  of 
oil  are  willing,  even  if  reluctantly,  to  take  less  for  the  oil  than  the  amount  con- 
sumers are  willing  to  pay  and  are  in  fact  paying.  Producers  made  their  decisions 
to  produce  oil  expecting  prices  below  the  current  higher  prices  which  are  all  that 
consumers  will  pay.  (If  consumers  were  willing  to  i)ay  more,  and  were  i)ermitted 
by  price  controls  to  do  so,  producers  would  already  be  charging  it. )  If  customers 
will  pay  no  more  and  producers  are  willing  to  take  less,  producers  will  absorb  any 
tax  which  does  not  reduce  their  expected  profit,  i.e.,  reduce  it  iiy  more  than  the 
windfall  profit.  On  the  other  hand,  if  the  tax  is  more  than  the  windfall,  the  tax 
could  fall  on  consumers  in  varying  degrees,  depending  upon  supply  response  (tlie 
greater  the  supply  response,  the  more  apt  the  tax  is  to  fall  on  the  consumer). 
The  following  example  may  be  helpful. 

Suppose  that  producers  are  protlucing  at  full  capacity  and  are  willing  to 
sell  at  a  price  of  $x.  For  extraordinary  rea.sons  the  price  rises  to  .$x-|-2, 
producing  a  windfall  profit  of  ,$2.  That  represents  the  maximum  price  that 
consumers  are  willing  to  pay  because  if  they  were  willing  to  pay  more,  pro- 
ducers would  be  charging  more. 

If  a  tax  of  $1  is  imposed  it  will  not  affect  supply,  since  by  definition  the 
supply  is  the  same  at  any  level  above  $x.  If  producers  could  previously  have 
added  $1  to  the  price,  they  would  have  done  so  already.  If  they  now  try  to  add 
$1  to  the  price,  demand  will  simply  fall.  Thus,  the  price  to  consumers  will 
not  change  and  the  oil  producers  w  ill  have  to  pay  the  .$1  to  the  tax  collector. 
However,  if  there  is  no  windfall  profit  in  the  price,  a  tax  will  affect  the 
amount  which  oil  producers  are  willing  to  supply  and  some  i>art  of  the  tax 
will  inevitably  be  passed  on  in  the  form  of  a  price  increase,  as  a  lesser  supply 
will  result  in  price  increases.  The  greater  the  supply  response  (i.e.,  the 
greater  the  contraction  in  supply),  the  closer  to  the  amount  of  the  tax  the 
price  increase  will  tend  to  be. 

Proposals  relating  to  domestic  incentives 

Among  the  tax  proposals  which  I  presented  to  you  in  April  1973  were  several 
which  affect  incentives  for  domestic  exploration  for  and  pro<luction  of  oil  and 
gas.  They  are  the  proposals  for  the  exploratory  drilling  credit,  for  a  minimum 
taxable  income,  and  for  a  limitation  on  artificial  accounting  losses.  I  said  to  you 
in  April : 

.  .  .  the  need  is  for  new  exploration  in  the  United  States  which  will  add 
to  the  national  wealth  of  known  oil  and  gas  reserves  for  the  future  and  assure 
the  continued  availability  at  reasonable  prices  at  home — not  abroad — of  ade- 
quate fuel  supplies. 
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To  that  end  we  proposed  a  new  investment  credit  for  exploratory  drilling.  This 
credit  operates  in  much  the  same  way  that  the  investment  credit  operates,  and 
we  expect  it  to  be  similarly  effective  in  encouraging  new  exploration. 

The  tax  law  now  contains  incentives  for  oil  and  gas  production  in  the  form 
of  the  percentage  depletion  allowance  and  the  deduction  for  intangible  drilling 
costs.  Of  these,  the  provisions  for  intangible  drilling  costs  are  the  more  effective 
incentive  for  new  production  because  they  relate  to  the  drilling  operation  itself 
and  because  the  deductions  may  be  taken  whether  or  not  the  drilling  is  successful. 
Percentage  depletion,  on  the  other  hand,  relates  only  to  production,  and  is  a  more 
diffused  incentive  because  its  benefits  are  available  only  if  the  drilling  is  success- 
ful and  then  only  over  a  period  of  years. 

The  new  exploratory  drilling  credit  is  concentrated  on  the  activities  which 
are  most  needed,  namely,  the  discovery  of  new  fields  and  reservoirs.  And  since  it 
provides  a  major  and  immediate  benefit  for  drilling  activity,  it  should  have  a 
significant  incentive  effect  on  that  activity. 

The  existing  incentives  provided  by  percentage  depletion  and  the  immediate 
deduction  of  intangible  drilling  costs  would  be  lessened,  respectively,  by  the  ad- 
ministration's proposals  with  respect  to  minimum  taxable  income  (MTI)  and 
limitation  on  artificial  accounting  losses  (LAL).  These  reductions  in  existing  in- 
centives, which  are  not  large  in  relation  to  aggregate  investment  in  the  industry, 
are  necessary  for  other  reasons  and  are  more  than  offset  by  the  somewhat  larger 
and  more  efficient  incentives  which  would  be  provided  by  the  proposed  exploratory 
drilling  credit. 

The  purpose  of  both  the  MTI  and  LAL  proposals  is  to  stop  the  spectacle  of 
high-income  taxpayers  paying  little  or  no  Federal  income  tax  and  thus  to  re- 
move an  element  which  tends  to  corrode  the  indispensable  public  confidence  in 
our  tax  system.  The  Internal  Revenue  Code  contains  many  preferences  designed 
to  provide  incentives  for  particular  activities.  We  believe  that  Congres.s  should 
review  them  individually  from  time  to  time  so  that  those  which  have  become 
outmoded  and  unnecessary  can  be  revitalized  or  eliminated.  However,  the  press- 
ing need  at  this  time  is  to  see  that  such  provisions,  in  total,  do  not  give  rise  to 
the  public  impression  that  tax  laws  apply  unfairly  in  favor  of  the  wealthy,  who 
are  the  persons  most  likely  to  respond  to  the  incentives.  Thus,  the  minimum 
taxable  income  proposal  deals  with  existing  incentives  (leaving  their  reexamina- 
tion to  another  day)  and  proceeds  on  the  philosophy  that  while  individual  incen- 
tives may  be  good,  there  may  be  too  much  of  a  good  thing.  The  minimum  taxable 
income  proposal  would  place  a  limit  on  the  aggregate  amount  of  certain  incen- 
tives which  may  be  used  by  a  particular  taxpayer.  Stated  very  roughly,  the 
concept  is  that  a  taxpayer  should  not  be  permitted  to  use  such  incentives  in  an 
aggregate  amount  which  exceeds  half  of  his  "economic"'  income.  Just  as  the  Code 
now  places  limits  on  particular  incentives — such  as  the  50  percent  of  income 
limitation  on  the  charitable  deduction — the  minimum  taxable  income  proposal 
would  place  a  limitation  on  aggregate  incentives. 

In  designing  the  minimum  taxable  income  provision,  we  were  mindful  that 
it  would  affect  the  use  of  percentage  depletion  in  cases  where  percentage  deple- 
tion in  combination  with  other  covered  items  exceeded  half  of  the  taxpayer's 
economic  income.  We  concluded  after  careful  consideration  that,  while  individual 
taxpayers  would  complain,  the  proposal's  effect  on  percentage  depletion  would 
be  minimal  in  the  aggregate  and  would  not  significantly  affect  capital  investment 
for  increased  production  of  oil  and  gas.  Whatever  slight  adverse  effect  the  pro- 
posal might  have  in  that  regard,  we  believe  it  is  the  necessary  price  of  preserv- 
ing public  confidence  in  the  tax  system  generally. 

The  LAL  proposal  also  lessens  somewhat  the  incentives  provided  by  the  im- 
mediate deduction  of  intangible  drilling  costs.  In  the  case  of  producing  wells,  .such 
deductions  often  create  accounting  losses  even  though  the  well  is  in  fact  pro- 
fitable. Under  the  proposal,  such  losses  could  be  used  only  to  offset  income  from 
oil  and  gas  properties,  and  not  to  offset  other  income.  The  purpose  of  the  pro- 
posal is  to  prevent  high-income  taxpayers  from  eliminating  their  current  taxable 
income  from  other  sources  by  using  deductions  which  do  not  represent  economic 
losses.  Drilling  expenses  incurred  in  connection  mth  holes  which  turn  out  to 
be  dry  are  not  artificial  losses  and  are  unaffected  by  the  proposal.  While  the  pro- 
posal limits  the  use  of  such  artificial  losses,  it  does  permit  their  utilization  against 
oil  and  gas  income  and  in  that  sense  provides  an  incentive  to  oil  and  gas  invest- 
ment which  partially  offsets  the  disincentive. 
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Looking  at  the  April  30  proposals  as  a  package,  the  proposals  for  MTI  and 
LAL  would  reduce  to  some  degree  the  existing  incentives  for  investment  in  oil 
and  gas,  but  the  proposal  for  an  exploratory  drilling  credit  would,  in  terms  of 
dollar  benefits  to  taxpayers,  more  than  offset  the  dollar  detriments  arising  from 
those  proposals.  Thus,  when  both  proposals  are  considered  together,  the  dollar 
tax  incentives  offered  for  investment  in  oil  and  gas  remain  essentially  un- 
changed— but  a  significant  portion  of  those  dollar  incentives  has  been  ret-han- 
neled  to  operate  in  a  much  more  eflicient  way  to  produce  new  oil  and  gas  reserves. 

Thus,  w'e  urge  your  committee  to  act  promptly  on  the  proixxsed  exploratory 
drilling  credit,  but  to  keep  in  mind  that  it  must  be  considere<l  in  the  total  context 
of  the  proposals  for  minimum  taxable  income,  to  which  we  hope  you  will  also 
accord  a  high  priority. 

Proposals  relating  to  foreign  operations 

As  a  part  of  the  program  to  make  our  Nation  independent  in  energy  resources, 
we  believe  it  desirable,  within  the  limits  of  fairne.'^s,  economic  efficiency,  and 
national  security,  to  emphasize  incentives  for  domestic  exploration  as  distin- 
guished from  foreign  exploration.  With  that  in  mind,  we  presented  to  you  last 
April  a  proiX)sal  relating  to  the  recovery  of  foreign  losses  that  are  deducted 
against  U.S.  income.  We  now  have  two  additional  proposals  relating  to  foreign 
operations  which  we  ask  that  you  consider. 

The  foreign  tax  credit. — All  of  these  proposals  re^iuire  an  understanding  of 
the  international  system  for  avoiding  double  taxation  of  income  earned  in  one 
country  by  a  citizen  of  another  country.  The  major  nations  of  the  world  liave 
a  network  of  systems  designed  to  avoid  excessive  double  taxation  of  income.  Tbo."5e 
systems  vary  in  detail  but  fall  into  two  general  categories.  Under  some  .systems, 
income  earned  abroad  is  simply  not  taxed  in  the  home  country.  France  and  the 
Netherlands,  for  example,  have  systems  which  generally  follow  that  basic  con- 
cept. Other  countries,  including  the  United  States,  Great  Britain,  Germany, 
Canada,  and  Japan — our  major  trading  partners — have  tax  credit  .systems. 

The  basic  concept  of  a  tax  credit  system  is  that  the  countrj-  in  which  the  liusi- 
ness  activity  is  carried  on  has  the  first  right  to  tax  the  income  from  it  even 
though  the  activity  is  carried  on  by  a  foreigner.  The  foreigner's  home  country 
also  taxes  the  income,  but  only  to  the  extent  the  lumie  tax  does  not  duplicate 
the  tax  of  the  coiuitry  wliere  the  income  is  earned.  The  duplication  is  eliminated 
by  a  foreign  tax  credit.  For  example,  if  a  U.S.  corporation  were  taxed  at  a  30- 
percent  rate  in  country  X  on  its  income  from  operations  in  country  X,  the  United 
States  would  not  duplicate  country  X's  30  ijercent  tax  on  that  income.  But  since 
the  U.S.  corporate  income  tax  rate  is  at  4S  percent,  the  United  States  would  col- 
lect, i.e.,  "pick  up,"  the  18  percent  which  remaine<l  over  and  above  the  30  percent 
collected  by  country  X.  Technically  the  result  is  achieved  by  imposing  a  hypo- 
thetical 48  percent  U.S.  tax  on  the  income  earned  in  country  X.  with  tlie  first 
30  percentage  points  rebated  by  a  credit.  However,  if  the  foreign  rate  were  48 
percent  or  more,  there  would  be  nothing  left  for  the  United  States  to  pick  up 
and  thus  no  tax  payable  to  the  United  States  on  that  foreign  income. 

Note  that  the  foreign  tax  credit  only  affects  income  earned  in  some  foreign 
country  through  activities  conducted  in  that  country.  Income  arising  out  of  oi>er- 
ations  conducted  in  the  United  States  and  the  taxes  on  that  income  are  totally 
unaffected  by  the  credit. 

The  following  table  permits  one  to  understand  the  fact  that  high  taxes  are 
being  paid  by  the  oil  industry-  to  foreign  governments  on  the  large  proportion  of 
non-U. S.  income  that  is  earned  by  these  corporations ;  that  the  United  States 
gives  a  credit  for  U.S.  taxes  on  the  foreign  source  income  that  result.s  in  an 
excess  credit ;  that  these  credits  do  not  reduce  U.S.  income  taxes  on  the  income 
earned  from  U.S.  operations ;  and  that  the  same  basic  tax  credit  principle  oper- 
ates for  all  U.S.  industries,  not  merely  oil. 
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It  is  also  important  to  note  that  the  satisfactory  functioning  of  this  credit 
system  depends  upon  reciprocity  among  nations.  Thus,  the  United  States  recip- 
rocally has  the  first  right  to  tax  income  of  foreigm-rs  arising  out  of  operations 
in  the  United  States,  and  the  home  foreign  countries  either  give  those  foreigners 
a  credit  for  the  U.S.  tax  or  they  exclude  the  U.S.  income  entirely  from  the  home 
country's  tax  base. 

When  Congress  wrote  the  basic  tax  credit  provisions  in  1918  and  when  the 
question  of  oil  country  taxes  first  became  controversial  20-odd  years  ago,  cir- 
cumstances were  different  from  what  they  are  today.  Most  foreign  countries 
today  have  income  tax  rates  nearly  as  great  or  greater  than  the  U.S.  tax  rate. 
Thus,  after  our  companies  have  paid  their  tax  abroad,  there  is  little  or  nothing 
left  for  the  United  States  to  pick  up  on  that  foreign  income  unless  we  wish  to 
impose  a  tax  which  duplicates  the  foreign  tax.  It  has  been  the  broad  position  of 
our  Government,  under  this  and  previous  administrations,  that  the  avoidance 
of  double  taxation  is  a  sound  principle  and  that  we  should  continue  to  participate 
in  the  international  system  designed  to  avoid  it.  If  we  were  now  to  withdraw 
from  the  system,  we  would  invite  retaliation  and  discrimination  from  other 
nations  and  would  be  required  to  rethink  and  renegotiate  international  arrange- 
ments. Excessive  tax  burdens  would  be  iinpo.sed  on  C.S.  companies'  oi)erations 
abroad  and  their  international  competitive  position  would  be  severely  affected. 
In  summary,  the  basic  foreign  tax  credit  must  be  understood  not  as  a  tax 
loophole  or  positive  incentive  to  foreign  investment,  but  rather  as  part  of  a  sys- 
tem designed  to  allocate  primary  taxing  jurisdiction  to  the  government  within 
whose  borders  the  income  is  earned.  The  system  does  not  reduce  the  total  tax 
bill  of  U.S.  companies  below  the  amount  they  would  have  paid  to  the  United 
States  if  the  income  had  been  earned  here.  They  ai-e  excused  from  paying  U.S. 
tax  on  foreign  income  only  to  the  extent  that  they  have  paid  an  equivalent  tax 
on  that  income  to  a  foreign  government.  We  must  accept  the  fact  tliat  other 
countries  now  impose  taxes  comparable  to  ours,  so  that  the  United  States  now 
collects  little  or  no  tax  from  operations  conductetl  by  its  corporations  in  most 
major  foreign  countries. 

There  still  remain,  however,  certain  "tax  haven"  countries  which  impose  little 
or  no  tax,  and  there  exist  also  some  countries  where  the  tax  rates  are  much 
higher  than  U.S.  tax  rates.  Much  of  the  complication  in  the  present  sy.stem 
arises  out  of  the  desire  of  taxpayers  either  to  average  or  not  to  average  ( depend- 
ing upon  the  circumstances)  the  income  and  taxes  of  high-tax  and  low-tax 
countries. 

At  the  present  time,  the  oil-producing  countries  impose  taxes  at  very  high 
rates.  If  these  taxes  were  expressed  as  a  percentage  of  taxable  income  as  defined 
by  our  rules,  they  would  be  in  the  neighborhood  of  90  percent.  But  if  they  were 
only  as  high  as  our  corporate  income  taxes,  namely,  48  i)ercent,  the  United  States 
would  still  collect  no  tax  on  earnings  in  those  countries.  However,  the  difference 
of  40-odd  percentage  points  between  tliose  rates  and  U.S.  rates  produces  very 
large  "excess  tax  credits"  which,  under  existing  rules,  can  be  used  to  eliminate 
the  tax  that  the  United  States  would  otherwise  pick  up  in  the  low-tax,  tax  haven 
countries.  One  of  the  proposals  I  shall  discuss  later  deals  with  an  aspect  of  that 
fact. 

Recovery  of  foreign  losses. — The  April  proposal  with  respect  to  the  recovery 
of  foreign  losses  is  directed  to  a  situation  that  arises  because  a  taxpayer  with 
losses  in  a  foreign  country  can  deduct  tho.se  losses  against  income  earned  in  the 
United  States  in  the  year  of  the  loss.  When  the  foreign  operation  l>econies  profit- 
able in  a  later  year,  the  foreign  country  often  collects  tax  on  the  profits  without 
regard  to  the  prior  loss,  and  if  that  tax  is  as  large  as  our  48-i>ercent  tax,  the 
resulting  credit  will  absorb  any  U.S.  tax  on  those  foreign  earnings.  The  result  is 
that  the  United  States  shoulders  the  burden  of  the  startup  deductions,  but  the 
foreign  country  collects  the  tax  when  the  operation  becomes  profitable.  Such  losses 
often  arise  in  connection  with  the  exploration  for  oil  or  gas  deposits  abroad, 
involving  large  intangible  drilling  and  development  costs. 

Tlie  April  proposal  would  modify  the  foreign  tax  credit  provisions  to  require 
that  where  a  U.S.  taxpayer  has  deducte<l  foreign  losses  against  U.S.  income,  such 
losses  would  be  taken  into  account  to  reduce  the  amount  of  foreign  tax  credit 
claimed  by  such  taxpayer  on  foreign  earnings  in  later  years.  This  would  eliminate 
the  present  situation  which  permits  the  current  deduction  of  intangible  drilling 
costs  and  other  startup  expenses  in  a  foreign  countrj'  against  U.S.  source  income 
and  then  oermits  a  foreian  countrs'  to  claim  the  full  income  taxes  on  the  jorofits, 
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with  a  U.S.  tax  credit  for  such  taxes  when  production  begins.  The  proposal,  by 
restricting  this  possibility,  would  eliminate  a  present  U.S.  tax  benefit  for  com- 
mencing foreign  drilling  operations.  The  estimated  revenue  gain  from  this  pro- 
posal is  $100  million  annually  after  5  years. 

Elimination  of  percentage  depletion  in  the  case  of  foreign  oil  and  gas  produc- 
tion.— Percentage  depletion  was  first  allowed  in  1926.  Through  the  years  it  has 
been  retained  as  an  incentive  for  exploration  for  new  reserves.  Percentage  deple- 
tion has  been  available  regardless  of  whether  the  producing  property  is  located 
in  the  United  States  or  in  a  foreign  country.  However,  from  time  to  time  adjust- 
ments have  been  made  in  rates  and  rules,  and  under  existing  law  percentage 
depletion  is  unavailable,  or  available  at  a  lower  rate,  for  foreign  production  of  a 
number  of  minerals  other  than  oil  and  gas.  In  the  case  of  oil  and  gas  the  deple- 
tion deduction  is  and  has  always  been  available  abroad  to  the  same  extent  as  in 
the  United  States. 

In  recent  years,  percentage  depletion  on  foreign  oil  and  gas  has  not  produced 
a  benefit  in  many,  if  not  most,  cases  because  of  the  generally  high  foreign  taxes 
imposed  abroad.  (The  precise  amount  of  the  hypothetical  U.S.  tax  is  irrelevant 
if  the  foreign  tax  is  in  any  event  higher,  so  that  the  foreign  tax  credit  eliminates 
the  U.S.  tax.)  However,  there  is  a  potential  benefit  for  production  in  countries 
with  lower  tax  rates. 

It  is  now  apparent  that  our  primary  aim  should  be  to  encourage  the  explora- 
tion for  new  sources  of  oil  and  gas  in  the  United  States.  There  is  no  longer  any 
policy  support  for  giving  special  encouragement  to  oil  and  gas  exploration  and 
production  abroad.  Thus,  we  now  propose  that  the  Internal  Revenue  Code  be 
amended  to  provide  that  percentage  depletion  shall  not  be  allowed  with  respect 
to  oil  and  gas  wells  located  in  foreign  countries.  The  percentage  depletion  allow- 
ance for  oil  and  gas  would  be  limited  to  wells  located  in  the  United  States,  in 
its  possessions,  in  the  Commonwealth  of  Puerto  Rico,  or  on  the  Outer  Continental 
Shelf. 

Because  the  taxes  of  the  major  countries  where  oil  and  gas  is  now  being  pro- 
duced by  U.S.  companies  are  now  imposed  at  rates  equal  to  or  in  excess  of  these 
which  would  be  imposed  by  the  United  States,  no  major  revenue  effect  is  expected 
from  this  change,  although  it  may  have  a  significant  effect  on  some  producers. 
The  estimated  revenue  gain  is  $50  million. 

We  are  not  now  proposing  any  change  in  the  percentage  depletion  deduction 
available  for  other  natural  deposits  located  in  foreign  countries.  However,  that 
question  should  be  examined  from  time  to  time  and  adjustments  made  when 
appropriate. 

Excessive  foreign  tax  rates. — Using  artificially  high  posted  prices  for  oil  and 
high  tax  rates,  many  oil-producing  countries  now  collect  "income  taxes"  on  petro- 
leum profits  which  greatly  exceed  income  taxes  normally  collected  by  govern- 
ments on  other  business  activities.  This  has  created  what  we  believe  to  be  a 
distortion  in  the  normal  and  equitable  operation  of  our  foreign  tax  credit  system. 
iWe  continue  to  support  the  principle  of  avoiding  double  taxation  through  a 
tax  credit  system.  But  like  other  basically  sound  principles,  it  can  be  subject  to 
distortion  and  abuse  in  particular  situations.  The  special  problem  that  we  are 
dealing  with  arises  particularly  where  the  taxing  authority  and  the  ownership 
of  the  oil  are  embodied  in  one  and  the  same  entity,  which  thus  has  the  power 
to  extract  payments  from  our  oil  producers  in  the  form  of  taxes  or  in  some 
other  form,  at  its  discretion.  The  high  artificial  posted  prices  on  which  the  taxes 
of  a  number  of  oil-producing  countries  are  based  have  created  legitimate  concern 
over  whether  the  payments  treated  as  creditable  tax  are  income  taxes  or  taxes 
in  lieu  of  a  tax  on  income.  It  is  argued  that  these  payments,  at  least  in  part, 
more  realistically  represent  some  other  business  expense. 

Business  expenses  are  excludible  or  deductible  from  gross  income,  but  they 
may  not  be  credited  against  U.S.  income  tax.  Foreign  income  taxes,  on  the  other 
hand,  may  be  either  deducted  from  income  or  credited  against  U.S.  tax,  at  the 
option  of  the  taxpayer.  Thus,  if  the  tax  law  allows  payments  which  in  substance 
are  not  income  taxes  to  be  treated  as  income  taxes,  taxpayers  will  receive  larger 
credits  than  they  should.  When  the  amount  of  the  "tax"  payment  on  foreign  oil 
production  exceeds  the  U.S.  tax  on  the  same  income,  the  excess  payment  gives  rise 
to  an  excess  foreign  tax  credit  which  may  be  used  as  a  credit  against  U.S.  tax  on 
income  from  other  operations  in  that  country,  or  on  income  from  other  foreign 
countries,  depending  on  whether  the  foreign  tax  credit  is  computed  on  the  per- 
country  limitation  or  the  overall  limitation. 
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In  the  case  of  oil  production,  foreign  producing  countries  generally  base  their 
tax  on  the  "posted  price"  for  crude  oil.  The  posted  price  as  a  fictitious  price 
which  may  or  may  not  have  any  relationship  to  the  market  value  of  the  oil. 
It  is,  however,  almost  always  higher  and  has  moved  dramatically  higher  in 
recent  months.  As  the  posted  price  has  risen,  the  foreign  taxes  have  gone  higher. 
This  has  led  to  greatly  increased  excess  credits  for  taxes  paid  the  oil-producing 
countries. 

Under  the  tax  credit  system,  as  the  foreign  tax  rate  goes  up,  the  U.S.  tax 
goes  down,  until  the  foreign  rate  becomes  48  percent  and  the  U.S.  rate  becomes 
zero.  Thereafter  any  increases  in  the  foreign  rate  have  no  further  efifect  on  the 
U.S.  rate  on  tlie  foreign  income  but  simply  create  "excess  credits,"  which  most 
companies  cannot  use.  However,  companies  electing  the  "overall  limitation"  on 
the  foreign  tax  credit  may  average  foreign  tax  rates  so  that  excess  credits  in 
one  country  may,  in  effect,  be  used  to  pay  U.S.  taxes  with  respect  to  income  earned 
in  another  foreign  country  which  imposes  little  or  no  tax.  While  we  believe  this 
result  to  be  satisfactory  in  general,  we  believe  it  leads  to  a  distortion  of  the 
credit  mechanism  in  the  case  of  oil  companies  under  present  circumstances. 

The  total  amounts  of  these  payments  to  the  f(jreign  producing  countries,  and 
the  effective  rate  of  taxes  have  grown  so  large  that,  whether  or  not  they  techni- 
cally qualify  as  income  taxes,  we  do  not  think  that  we  should  continue  to  treat 
them  entirely  as  an  income  tax  for  tax  credit  purposes  since  they  exceed  normal 
levels  of  taxation  and  can  affect  very  significantly  the  U.S.  treatment  of  other 
foreign  source  income  of  U.S.  oil  companies.  For  a  numiier  of  years,  the  existence 
of  increasingly  large  excess  tax  credits  was  of  minor  importance  because  there 
was  no  U.S.  tax  payable  in  any  event,  and  the  companies  simply  accumulated 
excess  credits  which  they  could  not  use.  It  now  appears,  however,  that  major 
international  oil  companies  are  beginning  to  engage  more  heavily  in  foreign 
operations  other  than  oil  extraction,  including  operations  such  as  shipping,  which 
are  subject  to  little  or  no  foreign  tax.  The  number  of  companies  electing  the  over- 
all tax  credit  limitation  appears  to  be  increasing,  and  the  income  from  these 
low-taxed  foreign  operations  is  thus  shielded  from  U.S.  tax  by  using  the  excess 
credits  resulting  from  the  extremely  high  "taxes"  paid  to  the  foreign  govern- 
ments on  the  foreign  oil  and  gas  income. 

Our  proposal  would  continue  the  foreign  tax  credit  mechanism  substantially 
as  it  has  existed  over  the  years,  and  it  would  not  tamper  with  the  basic  definition 
of  an  income  tax.  We  do  not  underestimate  the  ability  of  foreign  oil-producing 
countries  to  design  the  structure  of  their  levies  to  correspond  to  any  definition 
of  an  income  tax  that  we  reiiuire.  But  under  our  proposal  only  a  reasonable 
part  of  the  foreign  income  tax  would  be  treated  as  a  creditable  tax.  The  balance 
would  be  treated  as  an  expense.  We  propose  to  use  T'.S.  tax  levels  as  a  standard 
in  determining  what  is  a  reasonable  level  of  foreign  tax  to  be  creditable.  Thus 
in  the  case  of  these  foreign  taxes  on  oil  and  gas  production,  we  would  treat  as 
creditable  only  an  amount  equivalent  to  the  U.S.  tax  on  the  same  income — i.e.,  in 
most  cases  the  48-percent  general  corporate  rate  or,  the  lesser  34-percent  rate  for 
Western  Hemisphere  Trade  Corporations,  as  the  case  may  be. 

Since  the  expense  part  of  the  tax  is  deductible  in  determining  taxable  income, 
the  determination  of  the  creditable  portion  must  be  made  by  an  algebraic 
formula.  The  explanatory  material  in  the  appendix  sets  forth  this  formula  and 
shows  how  it  is  derived.  Its  practical  result  is  that  foreign  oil  production 
will  no  longer  generate  excess  foreign  tax  credits. 

For  purposes  of  applying  these  rules,  the  foreign  oil  taxable  income  of  the 
taxpayer  and  the  foreign  tax  paid  with  respect  to  that  income  would  be  deter- 
mined separately  for  each  foreign  country,  and  the  propo.sed  new  limit  on 
creditable  taxes  would  be  computed  separately  for  each  foreign  countrj-.  After 
application  of  the  limit,  the  creditable  taxes  would  be  aggregated  with  other 
creditable  taxes  and  subjected  to  the  normal  per-country  or  overall  limitation 
on  the  foreign  tax  credit.  Excess  tax  credits  accumulated  in  taxable  years  be- 
ginning before  the  effective  date  of  this  proposal  could  be  carried  over  to  years 
beginning  after  the  effective  date  of  this  proposal  as  under  present  law,  but 
would  be  denied  to  the  extent  that  they  could  not  have  been  utilizetl  had  this 
change  not  been  enacted.  The  proposal  would  become  effective  with  respect  to 
taxes  paid  during,  or  accrued  with  i-e.spect  to,  taxable  vears  ending  after 
December  31,  1973. 

It  is  not  possible  to  estimate  the  revenue  gain  from  this  proposal  with 
precision  because  its  enactment  will  cause  taxpayers  to  change  their  oi)erations 
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in  ways  which  we  cannot  predict.  If  more  companies  were  to  devise  ways  to 
use  the  excess  credits  generated  under  the  present  system,  the  revenue  loss 
could  be  in  excess  of  $1  billion  a  year.  The  proposal  would  foreclose  that 
possibility.  If  the  proposal  were  applied  to  existing  patterns  of  operations,  we 
would  expect  it  to  produce  revenues  of  about  $400  million  a  year  over  current 
levels.  However,  taxpayers  can  be  expected  to  change  their  procedures  to  reduce 
that  amount  substantially. 

It  has  been  suggested  that  the  proper  approach  to  this  problem  is  to  deny  the 
foreign  tax  credit  entirely  with  respect  to  the  existing  taxes  on  oil  income.  We 
believe  that  our  proposed  limitation  is  far  more  desirable.  The  result  of  denying 
the  credit  would  be  to  subject  U.S.  companies  to  higher  tax  burdens  than  their 
foreign  competitors.  The  step  of  denying  any  tax  credit  should  not  be  taken 
unless  it  is  determined  that  U.S.  oil  companies  should  not  participate  in  foreign 
oil  and  gas  production. 

It  has  been  suggested  that  the  problem  in  this  area  is  that  the  international 
oil  companies  are  paying  absurdly  low  taxes,  sometimes  alleged  to  be  on  the 
order  of  2  or  3  percent,  and  that  those  taxes  should  be  raised  to  the  level  of  other 
U.S.  companies.  This  is  a  simplistic  way  of  looking  at  the  problem.  The  fact 
is  that  these  companies  are  paying  high  taxes  on  their  foreign  production.  It  is 
true  that  these  taxes  are  not  being  paid  to  the  United  States,  but  it  is  also 
true  that  there  is  no  reason  under  the  international  system  that  they  should 
be  paid  to  the  United  States.  If  a  U.S.  company  can  go  to  Saudi  Arabia,  find 
and  produce  oil,  take  it  to  Japan  or  Western  Europe,  sell  it  at  a  profit,  pay 
reasonable  taxes  to  the  countries  concerned,  and  repatriate  the  after-tax  profits 
to  the  United  States,  U.S.  policymakers  should  not  be  dismayed ;  they  should  be 
pleased. 

We  are  all  upset  because  the  price  of  oil  is  high,  but  the  reaction  should 
not  be  to  strike  out  blindly  at  the  most  available  target.  Tlie  approach  of  our 
proposal  is  not  a  vindictive  one.  We  are  not  trying  to  penalize  oil  producers. 
Nor  are  we  trying  to  restrict  U.S.  companies  to  U.S.  business.  What  we  are 
suggesting  is  a  technical  change  which  will  remove  the  possibility  of  the  oil 
producers  obtaining  an  undue  benefit  from  changed  circumstances. 

In  conclusion,  let  me  emphasize  our  conviction  that  all  of  these  proposals, 
together  with  those  which  we  made  last  year,  are  of  great  imi>ortance  to  our 
Nation's  welfare.  We  urge  that  you  give  them  a  high  priority.  The  Treasury 
Department  will  be  pleased  to  assist  in  every  way  it  can. 

APPENDIX 

Determination  of  Creditable  Portion  of  Foreign   Income  Taxes  on   Oil 

AND   Gas   Production 

Many  countries  collect  income  taxes  on  oil  and  gas  production  at  excessive  levels.  The 
Treasury  proposal  would  characterize  part  of  those  Income  taxes  as  deductible  expenses. 

The  method  of  dividing  foreign  Income  taxes  between  a  portion  which  would  be  credit- 
able against  U.S.  taxes,  and  the  remainder,  which  would  be  characterized  as  an  expense, 
may  be  descriiied  in  three  steps  : 

(1)  The  creditable  portion  of  the  tax  would  be  equal  to  the  U.S.  tax  rate  applicable 
to  corporations  times  foreign  source  petroleum  income  defined  according  to  U.S.  law. 
(The  rate  would  be  48  percent  for  corporations  other  than  Western  Hemisphere  Trade 
Corporations  and  also  for  individuals,  trusts,  and  estates,  bui  would  be  34  percent  for 
Western  Hemisphere  Trade  Corporations.) 

(2)  Foreign  source  petroleum  income  defined  according  to  U.S.  standards  would  be 
equal  to  the  fair  market  value  of  the  petroleum,  less  royalties,  lifting  costs,  and  other 
allowable  expenses,  and  less  that  portion  of  foreign  Income  taxes  which  is  character- 
ized by  the  United  States  as  an  expense. 

(3)  The  portion  of  the  foreign  Income  tax  characterized  as  an  expense  would  be 
equal  to  the  total  foreign  income  tax  less  that  portion  of  the  foreign  income  tax  which 
is  creditable  acrainst  U.S.  taxes. 

Each  step  in  the  apportionment  of  foreign  income  taxes  depends  on  some  other  step. 
Thus,  to  determine  the  creditable  portion  of  the  foreign  tax,  it  is  necessary  to  express 
the  principle  as  an  algebraic  formula.  The  general  statement  of  the  principle  is  that  the 
maximum  creditable  portion  (^1/)  of  the  foreign  Income  tax  (T)  is  equal  to  the  U.S.  tax 
rate  (R)  times  the  excess  of  foreign  petroleum  taxable  income  computed  without  deducting 
any  portion  of  the  foreign  tax  (I)  over  the  deductible  portion  of  the  foreign  tax  (T  —  M). 
This  may  be  expressed  as  the  equation  : 

M  =  R  [I— (T  —  M)] 
This  equation  may  be  simplified  into  the  form  : 

M  =  R(I—T) 
I-R 
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In  most  cases  R  will  equal  48  percent,  and  the  equation  may  be  further  simplified  into 
(approximately)  : 

M  =  .923il-T) 

In  the  case  of  a  Western  Hemisphere  Trade  Corporation,  R  =  34  percent,  and  the  equation 
becomes  (approximately)  : 

M  =  .515(/-r) 

In  practical  terms,  under  the  proposal,  foreign   petroleum   ventures  would  no  longer 
generate  "excess"  foreign  tax  credits.  This  is  illustrated  by  the  following  table : 

Calculationof  foreign  tax:  Present  law  Proposal 

Posted  price,  per  barrel $11.65  $11.66 

Royalty  (12.5  percent) -1.46  -1.  46 

Lifting,  etc.,  costs. -0.20  -0.20 

Income  as  defined  by  foreign  government 9.99  9.99 


Foreign  income  tax  (55  percent) 6.49  6.49 


4.63 

.96 

2.22 

.46 

2.22 

.46 

Calculation  of  U.S.  tax: 

Fair  market  value 7.66  7.66 

Royalty -1.46  -1.46 

Gross  income 6.19  6. 19 

Depletion  allowance  (22  percent  of  $6.19) -1.36  0 

Lifting,  etc.,  costs.. -.20  -.20 

Portion  of  foreign  income  tax  recharacterized 0  —5.03 

Taxable  income  for  U.S.  purposes 

U.S.  income  tax  (48  percent) 

Calculation  of  credit: 

Maximum  credit  for  foreign  income  tax 

Excess  foreign  tax  credit 3.27  0 

Portion  of  excess  disallowed  because  of  depletion  deduction —.66  0 

Available  excess  credit 2.62  0 

Under  the  proposal,  excess  foreign  tax  credits  carried  forward  from  years  prior  to  the 
effective  date  of  the  proposal  would  still  be  characterized  as  excess  credits  available  in  the 
future  to  the  extent  they  would  have  been  used  if  the  proposal  had  not  become  law.  The 
excess  foreign  tax  credits  from  such  years  would  not  be  converted  into  deductions.  If  tliey 
were  deductible  from  taxable  income,  the  result  would  be  a  substantial  revenue  loss.  The 
additional  deduction  would  typically  exceed  taxable  income  before  the  deduction  leaving  the 
companies  with  a  loss  which  they  could  offset  against  taxable  income  from  U.S.  sources. 

For  example,  assuming  that  the  figures  shown  in  the  table  apply  In  1973  and  1974.  an 
excess  credit  of  $2.G2  from  1978  would  more  than  offset  the  taxable  Income  for  U.S. 
purposes  of  .$0.96  for  1974,  leaving  a  net  loss  in  1974  of  .?1.66.  This  loss  could  be  used 
to  offset  U.S.  source  Income  of  an  equivalent  amount,  on  which  the  U.S.  Government  would 
lose  the  tax  of  48  percent  or  $0.80. 

Treatment  of  a  portion  of  the  foreign  income  taxes  as  deductible  cannot  result  in  a 
reduction  of  U.S.  taxes  on  U.S.  income  excei)t  in  the  unlikely  case  in  which  the  foreign 
income  taxes  together  with  the  costs  associated  with  the  petroleum  exceed  the  value  of 
the  foreign  petroleum.  This  case  is  particularly  unlikely  under  our  proposals  because  of 
the  denial  of  a  deduction  for  percentage  depletion. 


Exhibit  45.— Statement  of  Secretary  Shultz,  March  19.  1974,  before  the  Senate 
Finance  Committee,  on  question  of  lowering  personal  income  taxes 

I  appreciate  the  opimrtunity  to  share  with  yon  the  views  of  the  administration 
on  the  question  of  whether  to  cut  x>t'rs<inal  income  taxes  at  this  time.  At  the 
outset,  I  want  to  say  that  nothing  would  please  us  more  than  to  lower  taxes,  if 
this  were  to  be  accompanied  by  at  least  as  large  a  cut  in  Federal  spending,  done 
in  a  responsible  manner  so  as  not  to  detract  from  our  pursuit  of  vital  national 
objectives.  Nothing  in  the  proposals  I  have  seen,  however,  suggests  that  a  spend- 
ing cut  is  what  their  proponents  have  in  mind.  To  the  contrary,  their  idea  is  to 
reduce  taxes  without  cutting  spending,  there'by  increasing  the  currently  projected 
budget  deficit  by  the  same  ajnouut,  in  order  to  stimulate  the  economy  by  increasing 
aggregate  consumer  demand. 

We  are  opposed  to  the  suggested  tax  cuts  for  several  rea.sons.  First,  Govern- 
ment policy  is  already  responding  to  the  economic  slowdown  brought  on  by  the  oil 
emibargo.  Our  first  line  of  defense  in  combating  a  rise  in  unemployment  is  the 
automatic  stabilizers  that  are  built  into  the  economy.  The  automatic  sta'l)ilizers 
are  an  imporfcant  reason  the  budget  is  now  moving  toward  a  larger  deficit.  Not 
many  months  ago,  we  were  anticipating  a  'balanced  budget  for  fiscal  year  1974. 
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Our  projection  now  is  that  we  will  have  a  deficit  of  $4.7  billion.  In  fiscal  year  1975, 
the  deficit  is  expected  to  rise  to  $9.4  billion.  These  deficits  will  support  economic 
activity  during  its  period  of  weakness  early  this  year,  and  help  prevent  the 
economy  from  sliding  into  a  real  recession. 

Our  unemployment  insurance  system  is  a  most  important  automatic  stabilizer. 
It  comes  into  play  automatically  and  without  delay  when  the  economy  begins  to 
slip,  cushioning  the  loss  of  income  for  workers  who  are  laid  off.  The  money  is 
there  when  the  worker  most  needs  it.  The  program  also  phases  out  automatically 
when  employment  picks  up  again. 

Almost  a  year  ago,  the  President  proposed  a  major  strengthening  of  the  unem- 
ployment insurance  system.  Under  this  proposal,  higher  minimum  unemployment 
benefit  standards  would  be  established  and  coverage  would  be  broadened.  This 
year  the  President  has  recommended  additional  amendments  to  extend  the  dura- 
tion of  benefit  entitlement  and  to  expand  coverage  in  those  geographic  areas  that 
experience  significant  increases  in  unemployment. 

Unfortunately,  the  Congress  did  not  act  on  the  President's  proposals  in  1973. 
I  think  it  is  of  crucial  importance  that  the  Congress  make  up  for  lost  time  and 
strengthen  the  unemployment  insuriance  system  at  the  earliest  possible  date. 
With  unemployment  rising,  there  is  no  time  to  waste. 

Where  economic  weakness  is  concentrated  in  a  handful  of  industries  rather 
than  being  all-pervasive,  measures  like  unemployment  insurance  are  far  better 
targeted  to  cushion  the  impact  on  those  directly  affected  than  is  a  general  tax  cut, 
vs^hich  does  nothing  directly  for  the  unemployed  and  simply  provides  unneeded 
stimulus  in  areas  of  the  economy  already  suffering  from  supply  shortages  and 
severe  inflationary  pressures. 

Beyond  the  support  provided  by  tlie  automatic  stabilizers,  the  economic  weak- 
ness we  are  now  experiencing,  or  are  likely  to  experience  in  the  months  ahead, 
does  not  appear  to  he  severe  enough  or  widespread  enough  to  c&ll  for  additional 
fiscal  stimulus.  Although  there  has  been  some  slowdown  of  the  economy,  this 
slowdown  began  from  a  point  where  overall  output  was  pressing  hard  against  the 
capacity  to  produce.  Thus,  the  economy  is  still  operating  at  a  high  level.  Employ- 
ment on  nonfarm  iJiayroUs  increased  to  an  alltime  high  in  February.  Industrial 
production  had  declined  only  2  percent  from  its  November  high,  due  mainly  to  the 
automdbile  cutback.  The  unemployment  rate  had  risen,  but  the  rise  was  quite 
concentrated,  industrially  and  geographically ;  over  much  of  the  country,  unem- 
ployment rates  were  sitill  low  in  February. 

There  have  been  significant  reductions  of  economic  activity  in  particular  sectors 
of  the  economy — ^for  example,  in  automobile  production,  airline  travel,  recrea- 
tional activity,  and  service-staltion  employment — ^^all  attributable  to  the  abrupt 
change  in  the  avtailabilifcy  of  energy.  More  generally,  liousing  has  been  in  a  slump 
and  retail  sales  measured  in  constant  dollars  have  been  on  a  plateau  since  the 
first  half  of  1973. 

We  must  hear  in  mind,  furthermore,  that  the  statisltlcs  for  the  relatively  weak 
first  quarter  will  be  published,  after  the  usual  lag,  in  April  and  May.  They  will 
be  referring  to  an  economic  performance  that  is  past,  and  they  will  be  doing  so 
at  a  time  w'hen  the  expansion  may  already  have  begun. 

We  do  ndt  now  have  evidence  that  renewed  economic  growth  is  underway. 
There  are,  however,  clear  indications  of  sustained  strong  demand  conditions 
through  most  of  the  economy.  There  has  been  a  continuance,  even  an  increase, 
in  the  already  high  hacklogs  of  manufacturers'  unfilled  orders.  Many  industries, 
including  steel,  nonferrous  metals,  machinery,  electronics,  chemicals,  paper,  agri- 
culture, and  others,  continue  to  operate  at  essentially  flatout,  full  capacity.  The 
continued  upward  pressure  on  the  prices  of  basic  agricultural  and  industrial 
commodities  further  demonstrates  the  absence  of  general  demand  weakness  that 
would  normally  be  associated  with  a  cyclical  downturn. 

It  is  diflScult  to  see  any  persuasive  signs  of  broadly  based  or  cumulative  reduc- 
tion in  demand  for  the  economy  as  a  whole  that  might  call  for  added  fiscal 
stimulus.  The  continued  basic  strength  of  the  economy  is  reflected  in  numerous 
ways.  One  favorable  factor  is  the  capital  investment  boom,  which  continues 
unabated.  If  anything,  businesses  are  sitill  revising  their  investment  plans 
upward.  Another  is  strong  inventory  demand,  and  modest  ratios  of  stock  to  sales 
in  most  sectors.  Government  spending  is  on  the  rise,  too,  at  both  the  Federal  and 
local  levels.  Furthermore,  it  appeiars  that  housing,  hampered  last  year  by 
mortgage-money  shortages,  should  soon  enjoy  an  upswing  from  the  improved  flow 
of  funds  into  the  mortgage-granting  institutions. 
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In  those  industries  where  the  energy  problem  has  caused  a  decline  in  demand 
and  production,  we  should  also  remember  that  the  situation  contains  at  least  some 
of  the  seeds  of  its  own  rejuvenation.  The  best  example  is  the  automobile  industry, 
where  assembly  lines  are  now  being  converted  from  standard-size  to  smaller  cars. 
This  conversion  takes  time — as  much  as  8  to  10  months.  Since  the  demand  for 
small  cars  continues  strong,  once  the  assembly  lines  are  restructured,  laid-uff 
workers  will  be  rehired  to  produce  more  small  cars.  The  forces  for  revival  will  be 
further  strengthened  as  the  oil  embargo  comes  to  an  end  and  oil  output  in  the 
Persian  Gulf  area  increases. 

Taken  together,  these  factors  point  clearly  toward  two  conclusions :  that  the 
hesitancy  in  consumer  spending  and  the  cutbacks  in  automobile  production  and 
other  directly  energy-related  areas  are  not  having  a  cumulative,  falling-domino 
effect  in  other  parts  of  the  economy,  and  that  before  too  long  the  economy  is  likely 
to  bounce  back  and  resume  its  normal  posture  of  growth.  Consequently,  neither 
the  current  economic  situation  nor  the  outlook  for  the  remainder  of  the  year 
indicates  that  there  is  a  need  for  additional  economic  stimulus  at  present. 

Another  fundamental  reason  for  this  conclusion  is  the  fact  that  iuHation 
remains  an  extremely  diflBcult  problem.  In  1973,  we  experienced  a  surge  of  infla- 
tion ;  consumer  prices  increased  9  percent  and  wholesale  prices  rose  18  percent. 
In  the  past  3  months  for  which  we  have  figures,  consumer  prices  rose  at  an 
annual  rate  of  10  percent  and  wholesale  prices  at  an  annual  rate  of  29  percent. 
Even  if  we  exclude  farm,  food,  and  fuel  prices,  where  extraordinary  factors  are 
at  work,  other  consumer  prices  were  rising  at  an  annual  rate  of  over  4  percent 
and  wholesale  prices  at  an  annual  rate  of  19  percent.  With  large  food  and  fuel 
price  increases  still  working  their  way  through  the  economy,  the  price  indexes 
will  continue  to  rise  rapidly  in  the  first  half  of  1974.  Thereafter,  although  some 
easing  of  pressures  should  take  place,  the  basic  rate  of  inflation  might  remain 
very  high,  perhaps  around  5  percent. 

It  is  fair  to  say,  I  think,  that  the  second  half  of  1974  will  be  a  crossroads  for 
the  future  of  inflation  in  America.  The  situation  will  be  sensitive  to  an  accelera- 
tion of  inflation.  Economic  activity  will  be  rising.  In  many  .sectors  there  will  be 
shortages.  Experienced  labor  will  not  be  abundant.  The  memory  of  earlier  infla- 
tionary surges  will  be  fresh  in  everyone's  mind.  It  will  be  a  condition  in  which,  if 
the  economy  moves  ahead  too  fast,  we  could  get  a  step-up  in  the  inflation  rate 
from  which  it  will  be  hard  ever  to  retreat.  We  could  build  the  1973-74  surge 
of  commodity  inflation  into  the  economy  in  a  way  that  would  take  a  severe 
economic  bust  to  dislodge. 

I  realize,  of  course,  that  this  view  of  the  future  may  overstate  the  inflation 
danger.  However,  it  is  also  possible  to  underestimate  that  danger.  We  have  gone 
on  too  long  taking  too  many  risks  on  the  side  of  pumping  up  the  economy  and 
neglecting  the  inflationary  consequences.  Our  responsibility  for  the  future  of 
the  country  requires  us  not  to  do  that  again,  however  tempting  the  immediate 
political  or  economic  gains.  If  we  prove  to  be  wrong  in  our  diagnosis  of  the 
current  situation,  and  if  a  widespread  economic  decline  does  appear  to  be  build- 
ing, we  should  of  course  have  on  the  shelf  appropriate  counteraction.s.  It  would 
be  irresponsible  of  us  to  fail  to  prepare  for  the  possibility  that  a  deeper  and 
more  prolonged  sag  in  economic  activity  will  take  place.  Our  projections  c-ould 
turn  out  to  be  incorrect;  as  we  all  know  very  well,  there  is  no  sure  thing  in 
economic  forecasting.  With  this  in  mind,  we  have  prepared  contingency  plans 
to  add  temporary  stimulus  should  it  prove  necessary.  At  present,  however,  we 
think  the  odds  are  decisively  the  other  way. 

However,  if  a  further  stimulus  to  demand  is  required,  the  method  of  a  gen- 
eral tax  cut  does  present  some  real  problems  for  the  committee  to  consider. 
The  idea  of  cutting  taxes  raises  an  esi^ecially  .serious  question  about  long-term 
fiscal  responsibility.  We  all  know  that  it  is  much  easier  to  cut  taxes  than  to  raise 
them.  Thus,  if  we  reduce  taxes  now.  how  are  we  going  to  get  the  revenues  that 
will  be  needed  to  cover  Federal  spending  when  the  economy  returns  to  full 

prosperity?  .        •      ^       i     • 

In  addition,  past  exi>erience  demonstrates  that  enactment  of  major  tax  legis- 
lation tends  to  be  very  time-consuming.  Even  where  all  are  agreed  that  a  gen- 
eral tax  cut  is  desirable,  there  is  bound  to  be  lengthy  political  pulling  and  haul- 
ing over  just  who  gets  what  cut.  Tax  bills  become  vehicles  for  all  kinds  of  unre- 
lated tax  proposals.  The  question  becomes  a  part  of  the  general  effort  for  reform 
and  simplification— an  effort  whose  objectives  we  support  wholeheartedly.  But 
these  are  not  matters  for  which  there  is  any  Obvious  solution  or  a  readily  achieved 
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consensus.  Thus,  there  is  no  guarantee  that  a  cut  can  be  enacted  in  time  to 
moderate  a  possible  economic  downturn.  Its  effect  would  be  likely  to  come  after 
the  economic  weakness  is  behind  us,  and  it  could,  then,  exacerbate  our  serious 
inflationary  troubles. 

Whether  or  not  additional  fiscal  stimulus  is  necessary,  there  is  one  measure 
which  we  recommend  on  its  merits  and  which  will  have  the  effect  of  some- 
what delaying  collections  of  personal  income  taxes.  This  is  correction  of  the  sub- 
stantial income  tax  overwithholding  which  currently  takes  place,  particularly 
from  salaries  and  wages  going  to  single-earner  households. 

You  will  recall  that  in  1971,  because  of  concern  expressed  about  underwith- 
holding  on  wages  and  salaries  of  dual-earner  households,  Congress  amended  the 
withholding  provisions  to  provide  withholding  at  a  level  considered  appro- 
priate for  households  where  both  husband  and  wife  were  working,  or  where 
a  single  wage  earner  held  two  jobs  at  the  same  time,  as  well  as  to  reflect 
the  maximum  standard  deduction.  A  mechanism  was  provided  under  which  tax- 
payers with  only  a  single  wage  or  salary  income  could  claim  an  additional  with- 
holding exemption,  thereby  eliminating  the  overwithholding  which  w^ould  other- 
wise result  from  the  withholding  tables'  new  assumption  of  dual  incomes. 

In  practice,  despite  widespread  publicity  given  to  the  right  to  claim  the  added 
exemption,  many  millions  of  people  who  are  eligible  for  the  added  exemption  have 
not  claimed  it,  and  have  thereby  experienced  substantial  overwithholding.  In 
some  cases  there  has  been  a  conscious  decision  not  to  claim  the  added  exemption, 
in  order  to  use  overwithholding  as  a  method  of  savings.  In  many  other  cases, 
however,  failure  to  claim  the  added  exemption  has  undoubtedly  resulted  from 
lack  of  knowledge  of  the  right  to  do  so.  The  aggregate  effect  of  the  dual-earner 
assumption  and  the  maximum  standard  deduction  revision  in  the  present  tables 
is  to  increase  withholding  by  about  $6  billion  a  year  over  what  it  would  be  if 
we  made  appropriate  revisions,  and  to  increase  tax  refunds  the  following  year 
by  a  similar  amount. 

We  recommend  to  you  that  the  statute  be  revised  to  remove  this  unintended 
overwithholding.  This  could  be  done  very  simply  by  revising  the  withholding 
tables  to  eliminate  the  dual-wage-earner  assumption  with  respect  to  single-job 
workers,  and  to  modify  the  assumption  that  deductions  will  be  limited  to  the 
maximum  standard  deduction.  This  step  is  not  only  a  .sound  approach  to  a  prob- 
lem ahout  which  we  have  been  concerned  since  the  results  of  the  1971  change 
became  apparent,  but  also  does  not  have  any  of  the  built-in  disadvantages  of 
a  tax  cut.  It  preserves  fiscal  discipline.  We  recommend  this  change  on  its  merits 
and  without  regard  to  the  stage  of  the  business  cycle  at  which  it  is  enacted. 
At  the  same  time,  however,  it  would  have  an  immediate  one-time  impact  on 
spendable  incomes  and  would  produce  moderate  acceleration  of  demand.  Thus, 
particularly  for  those  concerned  about  demand  deficiencies,  this  would  appear 
to  be  a  timely  moment  to  make  the  needed  change. 


Exhibit  46.— Testimony  of  Assistant  Secretary  Hickman,  March  20,  1974,  before 
the  House  Ways  and  Means  Committee,  on  tax  incentives  for  recycling 

The  use  of  the  tax  incentives  to  encourage  greater  use  of  recycled  materials 
has  great  initial  appeal  and  the  Treasury  has  studied  a  variety  of  approaches 
to  that  end.  In  each  case,  we  have  concluded  reluctantly  that  the  proposals  would 
promote  more  mischief  than  recycling. 

The  question  is  not  whether  it  is  desirable  to  make  careful  and  efficient  use 
of  our  natural  resources  and  to  reduce  waste  and  pollution.  All  of  us  agree 
that  those  objectives  deserve  our  best'  efforts.  Rather,  the  question  is  whether 
any  feasible  tax  incentive  would  significantly  increase  the  amount  of  materials 
recycled  and  reduce  the  amount  of  natural  resources  consumed. 

Possible  tax  incentives  for  recycling  fall  into  two  main  categories.  One  ^s 
the  use  of  special  tax  deductions  or  credits  to  reduce  the  cost  of  scrap  or  other 
recyclable  materials  to  processors  of  those  materials.  The  other  is  the  use  of 
rapid  amortization  or  tax  credits  to  encourage  capital  investment  in  recycling 
facilities. 
Tax  incentives  to  encourage  the  purchase  and  use  of  recyclable  materials 

Where  virgin  materials  are  used  in  preference  to  recyclable  materials,  the 
reason  almost  invariably  is  that  virgin  materials  are  either  cheaper  or  tech- 
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nologically  superior.  It  is  true  that  certain  virgin  resources  receive  tax  benefits, 
such  as  iiercentage  depletion  in  tlie  case  of  minerals  and  capital  gains  in  the 
case  of  timber.  However,  the  evidence  indicates  that  the.se  benefits  are  far  out- 
weighed by  other  factors  in  choosing  between  using  virgin  and  recycled  materials. 
Since  these  tax  benefits  for  virgin  materials  are  only  minor  factors,  enactment 
of  similar  or  greater  tax  benefits  for  recyclable  materials  would  not  significantly 
change  usages  but  would  only  serve  to  reduce  the  taxes  of  steel,  paper,  and  other 
processors. 

The  argument  for  instituting  new  tax  benefits  for  recyclable  materials  rests 
on  the  following  assumptions  : 

1.  That  the  tax  benefit  of  percentage  depletion  and  similar  tax  provisions 
flows  through  in  the  form  of  lower  prices  to  users  of  virgin  materials; 

2.  That  the  price  advantage  attributable  to  percentage  depletion  is  sig- 
nificant in  relation  to  price  differences  arising  from  nontax  causes;  and 

3.  The  neutrality  of  tax  treatment — by  extending  comparable  tax  deductions 
to  recyclable  materials — would  alter  choices  between  virgin  and  recyclable 
materials. 

We  agree  with  the  first  of  the  above  assumptions,  i.e.,  that  percentage  deple- 
tion results  primarily  in  lower  prices  for  consumers  of  the  minerals  involved. 
There  are  some,  however,  who  l>elieve  that  the  benefits  of  percentage  depletion 
accrue  primarily  to  the  producers  of  virgin  minerals.  But  unless  one  i)elieves 
that  depletion  flows  through  in  the  form  of  lower  prices,  it  is  diflScult  to  make 
the  argument  that  tax  benefits  for  recycling  are  necessarj-  to  offset  those  lower 
prices. 

It  is  the  second  and  third  of  the  assumptions  with  which  we  disagree.  The 
evidence  is  that  price  advantages  attributable  to  percentage  depletion  are  not 
significant  in  relation  to  other  price  advantages  and  disadvantages,  and,  con- 
sequently, that  tax  "neutrality"  would  make  very  little,  if  any,  difference  in 
usage. 

A  few  basic  facts  about  the  economics  of  recycling  as  related  to  steelmaking 
and  paper  manufacture  will  illu.strate  why  that  is  true.  I^arge  amounts  of  .scrap 
metal  and  wa.stepai)er  are  already  being  used,  but  technology  and  relative  raw 
material  and  conversion  costs — not  tax  differential.s — limit  the  substitutability 
and  determine  the  mix  of  virgin  and  recycle<l  materials. 

For  example,  wholly  without  regard  to  the  differences  in  tax  treatment  that 
exist,  the  lowest  cost  steel  is  produced  by  the  modern  ba.sic  oxygen  furnace 
(BOF),  which  at  maximum  efficiency  uses  about  30  iiercent  scrai>.  The  estimated 
1973  incremental  cost  of  increasing  the  scrap  input  above  30  percent  was  $54.30 
per  ton : 


Raw  materials- 
Melting  costs 

Scraphandling.. 
Furnace  erosion. 


Cost  of  input  to  BOF  (dollars  per 
ton)* 

Molten  iron 
(from  ore) 

Scrap 

$37.50 

$81.30 
6.00 
3.50 
1.00 

37. 50  91.  80 


*Data  from  Environmental  Protection  Agency  "Report  to  Congress  on  Resource  Recovery,"  Feb.  22, 
1973,  p.  A-19,  with  raw  material  figures  updated  to  1973.  The  comparison  is  for  substitution  of  an  additional 
ton  of  scrap  for  a  ton  of  molten  iron  above  the  normal  30  percent  scrap  charge  of  a  BOF. 

In  contrast,  the  tax  l)enefit  accorded  iron  ore  through  percentage  depletion  is, 
generously  estimated,  less  than  .^1.50  per  ton  of  molten  iron.  Obviously,  the 
extension  to  scrap  of  a  mere  $1.50  per  ton  tax  benefit  will  not  produce  a  greater 
substitution  of  scrap  for  ore. 

In  the  case  of  wastei>aper  as  a  .sub.stitute  for  wood  pulp,  the  same  limitations 
of  economics  and  technology  prevail.  The  evidence  is  that,  in  general,  costs  are 
substantially  greater  when  wastepai)er  is  combined  with  virgin  fibers.  Only  in  the 
manufacture  of  newsprint  does  wastepai)er  hold  the  edge  and  that  advantage  is 
rapidly  being  diminished  by  the  dramatic  increases  in  wastepaper  prices. 
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Llnerboard 


Corrugating 
medium 


Printing/ 
writing 
paper 


Newsprint 


Baseline   case    (recycled    fiber  content) 

percent.-  0 

Baseline  average  operating  cost. .per  ton..  $78. 50 

Supplemental  fiber  use   (recycled   fiber 

content) _ percent . .  25 

Operating  cost  with  increased  use  of  re- 
cycled fiber per  ton..  $82.25 

Net  cost  of  increased  recycled  fiber  usage 

per  ton. .  $3. 75 


15 
$79.50 

0 
$8(>-$120 

40 

100 

$82 

$100-$150 

$2.50 

$20-$30 

0 
$125 


-$27 


Source:  Midwest  Research  Institute.  Economic  studies  in  support  of  policy  formation  on  resource  re- 
covery. Unpublished  data,  1972. 

The  table  shows  that,  with  the  exception  of  newsprint,  the  additional  processing 
cost  from  using  wastepaper  ranges  from  $2.50  to  $30  per  ton  depending  on  the 
paper  product.  In  contrast,  the  tax  benefit  accorded  wood  pulp  is  only  approxi- 
mately $1  per  ton. 

It  is  clear  from  these  examples  that  the  tax  law  does  not  create  any  meaning- 
ful bias  against  recycled  ferrous  metals  and  wastepaper. 

In  the  case  of  nonferrous  metals  such  as  lead,  zinc,  aluminum,  and  copper,  ore 
costs  are  such  a  small  part  of  total  costs  and  the  decontamination  and  other  costs 
of  using  obsolete  scrap  ore  so  great,  that  a  tax  incentive  for  recycled  materials 
would  have  virtually  no  effect  on  comparative  product  prices. 

In  addition  to  the  question  whether  the  tax  law  creates  a  significant  bias 
against  recyclable  materials — which  we  believe  clearly  not  to  be  the  case — we 
have  also  studied  whether  a  tax  bias  in  favor  of  recyclables  would  result  in  sub- 
stantially greater  collection  and  use  of  solid  wastes  incinerated,  buried,  or  left 
strewn  over  streets,  parks,  and  the  countryside.  Again  we  have  had  to  conclude 
that  a  tax  incentive  is  generally  not  a  practical  device. 

A  notion  of  the  huge  tax  incentive  which  would  be  required  to  produce  a 
"cleanup"  can  be  gained  from  looking  at  the  increases  since  1967  in  prices  of  scrap 
as  follows :  Wastepaper,  over  200  percent ;  scrap  iron  and  steel,  163  percent ; 
aluminum,  77  percent ;  and  copper,  over  100  percent.  Yet  even  dollar  incentives  of 
this  magnitude  have  not  produced  a  cleanup.  Between  1972  and  1973,  prices  of 
ferrous  scrap  metal  increased  122  percent,  but  only  10  percent  more  scrap  was 
brought  to  market  for  reuse  and  only  ,an  immeasurably  small  portion  of  that  10 
percent  seems  likely  to  have  been  "environmental"  scrap. 

The  reasons  why  even  large  price  increases  do  not  produce  a  cleanup  are  not 
diflScult  to  comprehend.  The  supplies  of  scrap  metals,  wastepaper,  and  other  solid 
waste  might  seem  unlimited.  In  one  sense  they  ,are.  But  presently,  as  in  the  past, 
all  the  economically  accessible  and  readily  useable  wastes  are  already  being  used 
and  are  in  great  demand  even  at  high  prices.  Most  is  essentially  "home"  scrap 
or  "prompt"  scrap  resulting  from  steelmaking,  metal  fabricating,  and  paper 
manufacture.  To  expand  this  substantially  to  include  great  amounts  of  environ- 
mental scrap  and  waste  requires  tremendous  additional  costs  to  collect,  sort, 
decontaminate,  and  ship — far  beyond  the  capability  of  a  tax  incentive  to  provide. 

In  addition  to  the  basic  economic  forces  which  overwhelm  the  tax  incidents, 
there  are  also  technical  complexities  which  are  so  major  that  no  potential  user 
of  recyclable  materials  would  be  able  to  compute  with  precision  the  price  subsidy 
he  would  obtain.  Yet  vrithout  knowing  the  amount  of  tax  subsidy,  he  cannot  tell 
whether  operation  will  be  profitable  and  thus  will  have  no  incentive  to  commence. 

The  problems  are  essentially  the  same  as  the  so-called  cutoff  problems  which 
arise  in  the  case  of  percentage  depletion,  which  have  been  the  subject  of  con- 
troversy for  many  years.  The  problems  arise  because  the  tax  deduction  or  credit 
is  measured  as  a  percentage  of  value  and  the  question  is,  value  of  what?  In  the 
case  of  minerals,  depletion  is  allowed  as  a  percentage  of  the  gross  income  from 
mining  and  the  issue  is  the  point  at  which  mining  ceases  ,and  processing  begins. 
Large  dollar  amounts  can  be  involved.  Essentially  the  same  problems  would  exist 
with  respect  to  recyclable  materials.  In  the  case  of  scrap  metal,  for  example,  it 
would  be  necessary  to  decide  the  point  ,at  which  the  activities  comparable  to 
mining  ceased.  Is  that  point  when  materials  have  been  collected?  when  they  have 
been  processed?  transported?  or  introduced  into  a  manufacturing  process?  And 
if  the  material  is  purchased  at  some  point  beyond  the  cutoff  point,  how  do  you 
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back  out  the  unallowable  portion  of  the  price?  Some  of  the  kinds  of  questions 
which  must  be  answered  would  include :  Definition  of  the  materials  qualifying 
for  the  deduction  or  credit ;  criteria  for  determining  when  the  incentive  should  be 
extended  to  additional  materials  and  when  it  should  be  suspended  or  terminated 
for  a  given  material ;  determinations  as  to  the  i>oint  at  which  materials  are  dis- 
carded or  become  waste  for  purposes  of  the  incentive ;  allocation  of  a  lump-sum 
purchase  price  between  qualifying  and  nonqualifying  items. 

Even  if  it  were  i)ossible  to  devise  an  adniinistrable  incentive  for  recyclable 
materials  large  enough  to  make  a  meaningful  difference — or  eveu  if  it  were  desired 
to  provide  a  modest  tax  benefit  for  recyclable  materials  for  the  sole  pur^wse  of 
eliminating  any  theoretical  lack  of  tax  neutrality — the  incentive  would  operate 
properly  only  with  constant  government  review  and  revision.  Thus  while  in  some 
cases  it  might  be  possible  to  achieve  neutrality  of  tax  treatment  between  recycled 
and  virgin  materials  at  one  day's  prices,  that  neutrality  might  be  lost  at  the  next 
day's  prices.  Assuming  comparable  "depletion"  rates  were  established  for  re- 
cyclable materials,  if  prices  for  recyclables  increased  as  against  virgin  materials, 
the  rates  would  be  excessive ;  if  prices  decreased  the  rates  would  be  inadequate. 

Tax  incentives  to  encourage  investment  in  recycling  facilities 

Other  proposals  deal  with  tax  benefits  for  capital  investment  in  recycling 
processes  rather  than  for  the  costs  of  oi^erating  those  processes. 

One  such  proposal  is  that  the  costs  of  recycling  facilities  be  amortizable  over  a 
5-year  period.  Further,  it  is  propo.sed  that  qualifying  facilities  generally  should 
not  be  limited  to  those  which  use  recyclable  materials  but  should  embrace  a  wide 
range  of  other  activities,  including  collection,  sorting,  packing,  and  transporting 
the  recyclable  materials. 

The  first  consideration  is  the  extent  to  which  tax  incentives  for  investment  in 
recycling  facilities  can  be  expected  to  be  effective.  Second,  is  5-year  amortization 
an  eflBcient  tax  incentive  for  this  puri'ose? 

As  to  the  first  issue,  the  answer  must  be  presented  in  two  parts.  With  respect 
to  processors — steel  mills,  paper  mills,  copper  and  other  metal  refiner.s — a  tax 
incentive  which  reduces  capital  costs  would  liave  an  effect.  It  is  well  known  that 
these  industries  are  capital  intensive.  A  large  and.  therefore,  meaningful  reduc- 
tion in  capital  costs  will  translate  into  a  significant  reduction  in  prices  for  the 
particular  finished  products.  Tliose  price  changes  should  increase  consumer  de- 
mand. Thus,  if  an  investment  incentive  were  given  to  these  industries,  it  is 
predictable  that  their  production  would  be  expanded.  The  problem  then  is  how 
to  ensure  that  such  an  expansion  of  capacity  will  result  in  substitution  of  re- 
cyclables for  virgin  materials. 

In  steel  and  paj^er  making,  for  example,  it  is  generally  possible  to  use  different 
mixes  of  virgin  and  recyclable  materials.  Would  the  investment  incentive  be 
available  for  the  entire  cost  of  a  new  steel  or  paper  mill?  If  so,  the  incentive 
would  merely  operate  to  lower  the  price  of  the  product,  regardless  of  the  raw 
material  used. 

On  the  other  hand,  such  an  incentive  could  be  designed  so  that  only  the  portion 
of  a  facility  which  converts  waste  materials  to  raw  materials  or  adajits  the 
facility  to  use  more  waste  materials  would  qualify.  This  presents  the  question — 
already  considered  in  the  pollution  control  context — of  who  will  reliably  certify 
the  portions  of  a  facility  which  qualify.  There  is  the  additional  question  of 
whether  onsite  inspections  or  other  administrative  steps  would  be  necessary  to 
ensure  that  any  facility  or  portion  thereof  certified  would  not  in  fact  later  use 
cheaper  virgin  materials.  We  are  not  i>ersuaded  that  these  problems  are  insur- 
mountable, but  they  are  suflBciently  difficult  to  require  careful  consideration  before 
the  incentive  is  proposed. 

With  respect  to  activities  other  than  processing — such  as  waste  collection,  .sort- 
ing, decontamination,  and  shipping — it  is  doubtful  that  tax  incentives  for  capital 
investment  can  have  any  significant  effect.  The  principal  costs  involved  are  labor 
costs — people  must  pick  up  the  trash  and  .sort  it.  Rai)id  amortization  of  vehicles 
and  machinery  can  have  little  effect  on  the  cost  of  gathering  and  transporting 
recyclable  materials. 

Finally,  if  an  investment  incentive  is  to  be  provided,  the  question  is  whether 
5-year  amortization  is  an  appropriate  vehicle.  The  benefit  of  a  60-month  writeoff 
for  the  cost  of  a  depreciable  as.set  varies  directly  with  the  expected  life  of  that 
asset — the  longer  the  depreciable  life,  the  greater  the  benefit. 

The  following  table  demonstrates  the  differential  effects  of  substituting  a  sp«- 
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cial  60-month  amortization  for  the  general  investment  incentives  for  machinery 
and  equipment  now  provided  by  the  class  life  (ADR)  system  of  depreciation  and 
the  7  percent  investment  tax  credit. 

Changes  in  capital  costs  if  5-year  amortization  is  substituted  for  present  tax  treatment 
of  investment  in  depreciable  assets  for  five  industries  that  are  potential  users  of 
recyclable  materials 


Percent  of  change  in  capital  cost 
present  law  1 

as  compared  with 

Scope  of  proposed  change 

Textiles 

Paper 

and 

allied 

products 

Rubber 

and 

plastic 

products 

Stone, 
clay, 
and 
glass 

Primary 
metals 

5-year  amortization: 

Machinery  and  equipment  only: 
Without  investment  credit 

4-2.7 

-0.2 
-6.4 

-4.6 
-11.4 

+1.7 
-4.0 

-4.0 
-10.3 

-1-2.6 
-3.4 

-1.7 
-8.2 

-1.7 

With  investment  credit  2         .  .  . 

-3.0 

-8.4 

All  depreciable  assets: 

-2.8 

-5.4 

With  investment  credit  2 

-9.2 

-12.6 

'  Present  law  treatment  includes  use  of  ADR  and  the  7  percent  investment  credit,  adjusted  for  expected 
Uves  of  assets,  for  machinery  and  equipment  only. 

2  Investment  credit  of  7  percent,  adjusted  for  expected  lives,  for  machinery  and  equipment  only. 

Notes. — Asset  acquisitions  have  been  distributed  by  ADR  class,  depreciation  periods  used  by  industry 
in  accordance  with  data  collected  by  the  Office  of  Industrial  Economics.  The  computed  equivalent  changes 
in  prices  of  all  depreciable  assets  assume  a  10-percent-after-tax  rate  of  return. 

You  will  note  that  the  combination  of  ADR  and  the  investment  credit  is 
more  advantageous  than  5-year  amortization  in  three  of  the  five  industries. 
It  would,  of  course,  be  possible  for  Congress  to  allow  both  amortization  and 
the  credit,  or  to  extend  5-year  amortization  also  to  buildings.  But  that  would 
set  a  major  precedent  to  lead  to  pressures  for  similar  benefit  increases  in  other 
areas  for  which  5-year  amortization  is  now  provided,  e.g.,  pollution  control 
equipment,  railroad  rolling  stock,  and  mine  safety  equipment.  It  seems  doubtful 
that  recycling  is  the  most  worthy  case  for  double  benefits. 

In  summary,  for  the  reasons  indicated,  the  Treasury  believes  that  it  would 
be  most  unwise  to  enact  new  incentives  to  subsidize  directly  the  costs  of  acquiring 
recyclable  materials.  It  might  be  possible  to  develop  a  practical  incentive  for 
capital  investment  to  convert  waste  products  into  raw  materials  or  increase 
the  amount  of  solid  waste  w^hich  a  plant  can  utilize.  This  incentive  would, 
however,  be  limited  by  the  basic  constraints  of  technology  and  price  differ- 
entials already  discussed.  We  do  not  urge  such  provisions  and  are  inclined  to 
believe  that  they  would  be  basically  ineffective.  However,  they  would  be  far 
preferable  to   subsidies   for   recyclable   materials,   if   that  is   the   alternative. 


Exhibit  47.— Statement  of  Secretary  Simon,  June  5,   1974,  before  the  Senate 
Finance  Committee,  on  proposed  amendments  to  the  tax  laws 

I  am  pleased,  as  always,  to  appear  before  this  able  and  distinguished  com- 
mittee. At  the  same  time,  however,  I  must  express  concern  that  I  am  here  because 
major  tax  measures  have  been  proposed  for  floor  action,  before  the  careful 
committee  consideration  and  staff  work  which  such  measures  need. 

Many  of  the  measures  proposed  would  alter  provisions  that  are  fundamental 
in  the  present  structure  for  taxing  business  income.  Fundamental  changes  are 
not  necessarily  had.  But  when  they  are  made,  it  is  important  that  they  be  made 
carefully  and  that  they  not  be  made  in  a  manner  so  abrupt  that  taxpayers 
are  unable  to  digest  them.  Abrupt  dislocations  cause  economic  slowdowns  from 
which  no  one  benefits.  Uncertainty  alone  can  cause  those  major  dislocations. 
When  the  ground  rules  become  uncertain  and  the  future  becomes  clouded, 
businessmen  postpone  decisions  and  wait  for  the  outlook  to  become  clearer  and 
more  favorable.  A  chain  reaction  follows.  Modernization  and  expansion  are 
held  in  abeyance.  Purchases  are  not  made.  Sellers,  faced  with  lesser  sales,  cut 
back  in  their  operations.  Workers  are  laid  off,  and  so  on.  Taxes  are  a  very  major 
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cost,  and  changes  in  taxes  create  very  major  uncertainties.  They  must  be  ap- 
proached with  care. 

The  administration  strongly  support.^  tax  reforms.  Over  a  year  ago.  we  pro- 
posed a  carefully  designed  package  of  changes.  Those  proposals  were  presented 
originally  to  the  Ways  and  Means  Committee  of  the  House.  In  December,  we 
made  additional  projwsals  to  tax  the  windfall  profits  earned  by  domestic  oil 
producers  on  the  sale  of  oil  to  their  fellow  Americans. 

The  Ways  and  Means  Committee  has  now  worked  carefully  through  the 
windfall  profits  proposals  and  has  ordered  a  bill  reported.  It  is  now  in  the 
midst  of  considering  a  wide  range  of  additional  tax  reform  measures  and  expects 
to  report  a  major  bill  by  the  end  of  this  montli.  Weeks  of  committee  time  and 
thousands  of  man-hours  of  .staff  time  have  gone  into  those  efforts  in  order  to 
produce  balanced  and  technically  sound  legislation.  In  normal  course  these 
measures  should  be  out  of  the  House  and  before  your  committee  and  the  Senate 
in  a  matter  of  weeks,  so  that  you  may  consider  and  adopt  legislation  for  final 
passage  in  this  Congre.ss.  That  is  the  way  major  tax  measures  have  proceeded 
in  the  past,  because  it  is  the  best  way  to  assure  thoughtful  and  responsible  tax 
legislation. 

In  1969,  the  revisions  in  our  tax  laws  took  nearly  a  year,  while  the  tax-writing 
committees  explored  the  changes  proposed  with  their  professional  staffs,  with 
the  Treasury  staff,  and  with  affected  members  of  the  public.  Tax  revision  is  a 
complicated  and  critical  task,  and  we  need  to  work  together  and  do  it  in  a 
thoughtful  way. 

The  amendments  to  H.R.  8217  propo.sed  in  the  Senate  include  a  wide  array 
of  proposals  for  fundamental  changes  in  the  existing  system.  I  could  not  iwssibly 
cover  with  you  today  all  of  the  pros  and  cons  of  the  propo.sals.  Many  involve 
technical  problems  which  you  ought  to  explore  with  members  of  your  own 
staffs  and  the  Treasury's  staff  who  are  more  versed  in  the  intricacies  of  the 
tax  law  than  I.  I  should  like,  however,  to  make  a  few  general  comments  about 
the  proposals. 

Proposed  amendments  of  the  minimum  tax 

The  proposals  with  respect  to  the  minimum  tax  are  poor  amendments  to  a 
poor  provision  of  existing  law.  They  would  do  more  to  thwart  tax  reform  than 
to  further  it. 

The  present  minimum  tax  was  enacted  in  1969.  It  was  supposed  to  prevent 
persons  with  large  economic  incomes  from  using  tax  preferences  to  eliminate 
or  unduly  reduce  their  tax  liabilities.  The  intent  was  that  they  should  pay  some 
"minimum  tax." 

The  problem  with  the  present  minimum  tax  is  that  it  does  not  work.  A  large 
number  of  persons  with  high  incomes  s-till  pay  little  or  no  tax.  It  is  pertinent 
to  note  that  this  ineffectual  provision  was  the  product  of  Senate  floor  action. 
The  problem  with  the  proix>sed  amendments  to  the  minimum  tax  is  that  they 
will  not  work  either.  The  amendments  proposed  are  (a)  to  reduce  the  $30,000 
exemption  to  .$10,000,  and  (b)  to  eliminate  the  offset  of  taxes  paid  against 
tax  preferences.  These  amendments  would  collect  more  tax,  but  they  would 
not  get  at  the  problem  of  the  high-income  taxpayer  who  pays  no  tax.  The  prin- 
cipal effect  of  the  proposals  would  be  to  increa.se,  in  a  somewhat  haphazard 
way,  the  tax  on  capital  gains.  Your  cominittee  may  well  conclude  that  some 
change  in  the  taxation  of  capital  gains  is  desirable,  but  that  is  a  different 
problem  from  assuring  that  people  with  high  incomes  pay  some  minimum  amount 
of  tax. 

Xot  only  do  these  amendments  not  do  the  job,  they  create  new  problems  and 
would  be  objectionable  for  that  reason  alone : 

Reducing  the  .$30,000  exemption  to  ,$10,000  causes  the  minimum  tax  to 
apply  to  middle-income  persons  who  are  already  i)aying  substantial  income 
tax  and  play  no  part  in  the  high  income-low  tax  problem. 

Eliminating  the  offset  for  income  taxes  paid  converts  the  so-called  minimum 
tax  into  an  additional  tax.  Under  the  i)resent  minimum  tax.  taxes  paid  are 
deducted  from  total  preferences,  which  tends  in  a  rough  way  to  impose  further 
tax  on  i)ersons  who  are  alread.v  paying  more  than  a  "minimum"  amount.  The 
proposed  change  would  render  irrelevant  the  amount  of  tax  already  paid 
and  would  thus  impose  a  "minimum"  tax  even  on  persons  already  paying  large 
amounts  of  tax.  Paradoxically,  the  proposed  change  would  have  little  or  no 
effect  on  persons  who  now  pay  little  or  no  tax,  but  would  penalize  most  of 
those  who  already  pay  the  most. 
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I  urge  your  committee,  as  strongly  as  I  can,  to  approve — when  you  receive 
ttie  tax  reform  bill  from  the  House — the  two  proposals  which  the  Treasury  has 
developed  to  replace  the  present  ineffectual  minimum  tax.  The  first  of  these 
proposals  is  a  "minimum  taxable  income"  (MTI)  provision.  It  would  require 
high-income  individuals  to  pay  a  reasonable  and  fair  share  of  income  tax. 
The  second  is  a  proposal  for  a  limitation  on  artificial  accounting  losses  (LAL). 
It  would  limit  so-called  "tax  shelters,"  which  i)ermit  economically  profitable 
ventures  to  report  tax  losses  which  can  offset  other  taxable  income. 

I  shall  not  attempt  here  to  explain  how  those  proposals  work,  except  to  say 

that  they  focus  more  carefully  on  a  wider  range  of  items  than  the  present 

minimum   tax.   The  1974  Reoort  of  the  Joint  Economic  Committee  compared 

the  present  minimum  tax  with  the  Treasury  approach  and  concluded  as  follows  : 

The  Administration's  minimum  income  tax  proposal  (MTI)   .  .  .  should  be 

given  priority  in  the  interest  of  improving  tax  equity,  of  restoring  taxpayer 

confidence  in  the  tax  system  and  of  raising  additional  revenue. 

The  following  comparisons  illustrate  the  greater  effectiveness  of  the  Treasury's 

proposals  over  the  present  minimum  tax  and  the  proposed  Senate  amendments : 


Treasury's 
MTI/LAL 


Present 
minimum  tax 


Revenue  gain  from  individuals  ($  bil-    $1.5 

lions) 
Average  tax  Increase  for  high  income-    $33,000 

low  tax  individuals  above  $100,000 

adjusted  gross  income 
Effect  on  92  taxpayers  in  1972  who  had 

adjusted  gross  income  of  $200,000  or 

more  but  paid  no  tax 


69  out  of  92  re- 
quired to  pay 
tax  (average  tax 
of  $61,600) 

Eliminates  tax 
shelters 


$9,400 


No  effect 


Effect  on  tax  shelters  in  oil,  real  estate.    Eliminates  tax  No  significant 

etc.,  which  are  a  major  source  of  the       shelters  eflect 
higli  Income-low  tax  problem 

Rates  of  tax Regular  graduated  Flat  rate  of  10 

rates  from  14  to  percent 
70  percent 

>  Would  also  raise  about  $800  to  $900  mllUon  from  corporations  (an  additional  $300-$400  million  over  present 
law)  if  percentage  depletion  is  not  repealed  but  would  raise  much  smaller  amounts  if  percentage  depletion 
is  repealed.  The  Treasury  would  retain  the  present  minimiun  tax  on  corporations. 


Proposed  amended 
minimum  tax  • 

$0.7 
$11,000 


Only  12  out  of  92 
required  to  pay 
tax  (average  tax 
of  $9,700) 

No  significant 
effect 

Flat  rate  of  10 
percent 


Proposals  to  revise  taxation  of  income  from  business  capital 

Two  of  the  proposed  amendments  would  drastically  change  the  terras  on  which 
business  investment  decisions  are  made.  One  would  lengthen  the  cost  recovery 
periods  permitted  under  the  ADR  depreciation  system ;  the  other  would  greatly 
diminish  the  scope  of  the  investment  credit.  Before  reviewing  each  of  these  pro- 
posals which  would  amend  portions  of  the  Revenue  Act  of  1971,  I  would  like  to 
discuss  the  aims  of  the  legislation  of  that  time. 

The  year  1971  was  not  a  good  year :  unemployment  ran  at  a  rate  of  nearly 
6  percent  for  the  year ;  industrial  production  was  stagnant,  running  at  a 
rate  nearly  4  percent  below  the  peak  of  2  years  before ;  and  capacity  utilization 
was  fully  12  percent  lower.  In  considerable  part,  this  condition  of  the  economy 
could  be  attributed  to  the  overall  effects  of  the  Tax  Reform  Act  of  1969  which 
had  repealed  the  7  percent  investment  credit  and  otherwise  increased  the  tax 
burden  on  business  capital  while  reducing  taxes  on  personal  income.  Just  as  Sec- 
retary Kennedy  warned  this  committee,  the  House-passed  bill  was  imbalanced 
in  its  effect  on  consumption  and  saving,  and  we  are  still  suffering  the 
consequences. 

In  response  to  the  need  to  stimulate  business  investment,  the  administration 
proposed  two  bold  steps  in  1971 :  a  radically  new  depreciation  procedure  designed 
to  reduce  uncertainty  faced  by  investors,  and  reinstitution  of  the  investment 
credit.  The  record  shows  these  were  successful : 

•  Unemployment  declined  steadily  to  a  rate  well  below  5  percent  before 
the  decline  was  interrupted  by  the  energy  crisis  last  winter. 

•  Investment  increased  by  9  percent  in  1972  and  13  percent  in  1973. 

•  Industrial  production  increased  by  nearly   19  percent  in  2  years,  and 
capacity  utilization  rose  sub.stantially,  by  10  percent. 

But  the  need  for  a  high  rate  of  capital  formation  has  not  terminated.  Now, 
even  more  clearly  than  in  1971 ,  we  see  the  need  for  additional  investment : 

•  Since  1971,  additional  demands  for  capital  investment  by  U.S.  industry 
have  been  imposed  by  the  drive  to  achieve  improvements  in  the  environ- 
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ment.  Just  to  stand  still  and  employ  no  more  workers  or  produce  no  more 
goods  and  services  than  presently,  I'.S.  industry  will  have  to  invest  more 
in  order  to  achieve  the  required  reduction  in  air  and  water  polluting 
emissions. 

•  Although  currency  revaluation  has  appreciably  improved  the  competi- 
tive position  of  U.S.  industry,  the  fact  remains  that,  as  comi>ared  with  its 
major  foreign  competitors,  U.S.  industry  is  less  modern.  If  we  are  not 
to  fritter  away  the  opportunity  to  maintain  and  increa.'^e  our  share  of 
world  markets,  we  must  continue  to  foster  a  high  rate  of  investment  in 
manufacturing,  one  of  the  sectors  in  which  we  possess  a  comparative 
advantage. 

•  Having  been  rudely  reminded  of  the  importance  of  maintaining  a  higher 
degree  of  energy  self-sufficiency,  particularly  in  oil.  we  have  lainiched 
Project  Indei)endence.  This  will  call  for  vast  additional  investment  in 
coal  mining,  coal  and  oil  shale  processing  plants  and  a  new  logistical  net- 
work to  bring  the.»^e  resources  to  market. 

•  Many  of  our  ba.sic  materials  producing  indu.stries  have  found  their  exist- 
ing plants  inadetjuate  to  supply  the  growth  in  demand — for  domestic  use 
as  well  as  exports.  Order  backlogs  for  durable  goods  are  up  by  more  than 
40  percent  over  1973.  Textile,  i>aper  and  pulp,  chemical.s  and  metals  pro- 
ducers have  been  operating  at  near  capacity,  with  backlogs  and  bottle- 
necks, notwithstanding  increases  in  capacity  of  nearlv  13  percent  since 
1971. 

Proposals  to  cut  back  ADR. — One  of  the  propo.sed  amendments  would  lengthen 
the  cost  recovery  periods  i)ermitted  under  the  ADR  depreciation  .sy.stem,  thus 
decrea.sing  depreciation  deductions.  The  result  would  be  to  di.scourage  invest- 
ment in  new  productive  capacity,  to  decrease  productivity,  and  to  increa.se  infla- 
tionary pressures.  That  would  be  absolutely  the  wrong  direction  in  which  to 
move,  and  today  would  be  absolutely  the  worst  time  to  move  in  that  wrong 
direction. 

The  ADR  system  specifies  an  average  life  for  each  asset  class  and  permits 
taxpayers  to  select  an  appropriate  life  within  a  range  above  and  below  that  aver- 
age. The  system  recognizes  the  plain  fact  th;it  there  is  no  way  to  know  today 
just  how  many  years  into  the  future  an  asset — particularly  a  long-lived  asset — 
will  be  used.  At  be.st,  we  can  achieve  rough  approximations.  In  a  world  of  rai)idly 
changing  technology  and  obsolescence,  the  pa.st  is  apt  to  be  a  poor  guide  to  the 
future.  Latitude  for  human  error  and  difference  of  opinion  must  be  allowed.  The 
inescapable  fact  is  that  investors  mu.st  be  convinced  that  they  will  l)e  able  to 
recover  their  costs  over  reasonable  periods  or  they  will  not  inve.st.  The  higher 
the  rate  of  inflation  and  the  longer  the  life  is  expected  to  be,  the  more  critical 
is  this  problem. 

The  ADR  system  was  enacted  in  1971  and  is  a  structural  reform  of  great  Im- 
portance in  dealing  with  the  tax  aspects  of  investment  in  machinery  and  equip- 
ment. It  permits  business  to  make  investment  decisions  with  certainty  about  the 
depreciation  deductions  which  will  be  allowed.  In  addition  it  jtrovides  for  a  rea- 
sonable degree  of  uniformity  in  cost  recovery  practices  within  given  industries. 
Neither  certainty  nor  uniformity  was  available  under  the  previous  system.  Both 
facilitate  investment  in  productive  capacity. 

The  ADR  system  provided  flexibility  and  updated  guideline  lives  which  were 
10  years  old  at  the  time  the  .system  was  adopted.  The  lives  and  the  .system  are 
under  continuing  study  by  the  Office  of  Industrial  Economics,  .set  up  in  the 
Treasury  in  1971.  We  believe  that  the  system  has  functioned  well,  that  it  pro- 
vides reasonable  cost  recovery  periods,  and  that  it  has  encouraged  needed  mod- 
ernization and  expansion. 

Postenactment  experience  with  ADR  data  indicates  that  the  amount  by  which 
cost  recovery  periods  were  shortened  was  less  than  half  the  amount  originally 
expected.  Nearly  40  percent  of  the  depreciation  base  is  even  now  accounted  for  on 
a  "facts  and  circumstances"  ba.sis.  thus  indicating  that  ADR  cost  recovery  periods 
are  in  fact  in  a  reasonable  middle  range.  To  now  lengtlien  the  periods  would 
simply  return  the  bulk  of  taxpayers  to  a  facts  and  circumstances  system,  in 
which  they  would  be  requiretl  to  haggle  with  individual  revenue  agents.  Many,  if 
not  most,  would  reach  nearly  the  same  result  provided  by  ADR,  but  would  lo.se 
the  uniformity  and  certainty  which  the  ADR  system  now  i)rovides.  It  should  be 
noted  in  this  connection  that  the  first  year  revenue  gain  which  would  follow  from 
the  proposed  amendment  is  about  $400  million,  rather  than  the  $800  million  figure 
cited  by  proponents  of  the  amendment. 
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No  doubt  the  ADR  system  can  be  improved  and  no  doubt  adjustments  in  par- 
ticular lives  can  and  will  be  made.  But  they  should  be  made  after  analysis  of 
the  experience  since  1971  and  after  consideration  of  the  facts  of  particular  indus- 
tries. Enactment  of  arbitrary,  blanket  changes  in  the  system  would  be  extremely 
unfortunate  and  would  further  cloud  the  climate  for  the  investment  and  increased 
productivity  required  to  dampen  inflation. 

Phaseout  of  the  investment  tax  credit. — The  other  pending  ijroposal  is  to  phase 
out  the  investment  tax  credit  as  the  cost  of  the  qualifying  property  increases.  We 
believe  that  proposal  to  be  unsound  from  both  a  tax  policy  and  tax  administration 
standpoint.  We  strongly  oppo.se  it. 

I  have  already  recounted  the  increa.se  in  investment  which  followed  reinsti- 
tution  of  the  credit  in  1971.  Now,  even  more  clearly  than  in  1971,  we  see  the  grow- 
ing need  for  additional  investment  to  increase  our  basic  capacity  and  to  effect 
changes  we  all  wish  to  bring  about  in  our  environment.  To  suspend  or  repeal  the 
investment  credit  even  in  part  would  simply  compound  the  difl5culties  we  must 
overcome. 

The  proposal  to  graft  on  to  the  investment  credit  an  exception  for  property 
costing  in  excess  of  $50,000  or  $100,000  is  unwise  because : 

•  The  exception  is  not  a  small  business  exception.  A  large  business  could 
obtain  a  full  credit  on  millions  of  dollars  of  property  so  long  as  each 
piece  of  property  had  a  cost  basis  of  $50,000  or  less. 

•  Under  the  exception  there  will  be  an  economic  incentive  for  purchase  of 
property  which  is  sold  for  less  than  $50,000  and  none  for  purchase  of 
property  which  is  sold  for  more  than  $100,000.  Why  ? 

•  The  exception  will  repeal  the  investment  credit  or  retain  it  in  a  com- 
pletely haphazard  fashion.  Some  businesses  will  be  unaffected  by  the  re- 
peal of  the  investment  credit  because  they  buy  many  pieces  of  equipment 
each  costing  less  than  $50,000.  Others  will  get  very  little  investment 
credit  because  most  of  the  equipment  they  buy  costs  more  than  ^100,000. 

•  The  exception  would  be  a  very  diflicult  rule  to  administer.  What  stand- 
ards are  to  be  used  by  taxpayers  and  the  IRS  in  determining  whether 
two  pieces  of  machinery,  each  costing  $50,000  and  sitting  side-by-side  on 
the  factory  floor,  should  be  considered  as  one  piece  of  investment  credit 
property,  in  which  case  there  is  no  credit,  or  as  two  pieces  of  invest- 
ment credit  property,  in  which  case  there  is  a  $7,000  investment  credit? 

As  the  Treasury  has  consistently  stated,  the  investment  credit  is  a  fiscal  device 
for  reducing  the  cost  of  capital  investment  in  order  to  stimulate  that  investment. 
It  will  only  serve  this  function  if  investors  can  count  on  it.  If  investors  believe 
that  Congress  will  forever  be  taking  it  on  and  off,  on  some  assets  or  all  assets,  the 
investment  credit  will  become  too  uncertain,  investors  will  not  rely  on  it,  and  the 
stimulus  effect  will  be  greatly  diluted  or  lost  entirely. 

The  investment  credit  should  be  left  alone. 

Proposals  to  repeal  percentage  depletion 

We  estimate  that  at  current  price  levels  the  elimination  of  percentage  deple- 
tion for  oil  and  gas  would  raise  revenues  $2  billion  per  year.  Revenue  effects  of 
various  phaseout  plans  vary  with  the  number  of  years  included  in  the  phaseout 
and  the  number  and  type  of  exemptions  from  phaseout.  For  example,  the  Ways 
and  Means  Committee  phaseout  plan  would  produce  revenues  of  $130  million  in 
1974,  $860  million  in  1975  and  so  on,  until  it  reaches  $3  billion  in  1979,  by  their 
staff  estimate. 

The  additional  tax  revenues  will  come  from  tax  payments  by  oil  producers 
and,  in  the  short  run,  will  lessen  their  profits.  In  the  longer  run,  however,  if  we 
maintain  some  given  degree  of  self-sufficiency,  removal  of  percentage  depletion 
will  result  in  higher  prices  to  consumers.  The  principal  beneficiaries  of  the  per- 
centage depletion  deduction  have  not  been  the  shareholders  of  the  oil  companies, 
but  rather  the  consumers  of  oil  and  gas  who  have  enjoyed  larger  supplies  and 
lower  prices  than  would  otherwise  have  been  the  case. 

The  Treasury  is  opposed  to  change  in  the  percentage  depletion  allowance  at 
this  time.  Our  oil  and  gas  shortage  is  critical,  and  this  is  the  wrong  time  to 
make  a  fundamental  change  in  the  economies  of  the  oil  and  gas  industry  by 
eliminating  percentage  depletion.  The  oil  and  gas  industry  has  relied  on  per- 
centage depletion  for  48  years  in  making  billions  of  dollars  of  investments 
and  in  formulating  billions  of  dollars  of  investment  plans  to  move  the  United 
States  toward  energy  self-suflficiency.  Capital  investment  that  is  available  to  go 
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into  oil  and  gas  exploration  and  development  will  be  discouraged  by  funda- 
mental tax  law  changes  at  this  time.  The  extent  of  this  harm  to  the  industry 
cannot  now  be  safely  predicted,  and  we  simply  cannot  uttord  to  he  wrong. 

Another  consideration  is  that  the  adverse  effects  on  capital  investment  from 
elimination  of  percentage  depletion  may  fall  more  heavily  on  the  independent  oil 
producers  than  on  the  major  oil  companies  because  the  present  depletion  allow- 
ance is  worth  more  to  individual  taxpayers  in  brackets  above  50  percent  than  it 
is  to  corporations  in  48  percent  brackets.  Many  independents  lely  on  that  fact 
in  raising  capital.  (Even  if  the  aggregate  present  benetits  of  depletion  were 
translated  dollar  for  dollar  into  higher  prices,  the  industrj-  as  a  whole  would  be 
unaffected.  However,  high-bracket  producers  to  whom  the  deduction  was  worth 
more  than  the  price  increase  would  be  somewhat  disadvantaged,  and  lower 
bracket  producers  to  whom  tlie  price  increase  was  worth  more  than  the  deduc- 
tion would  be  somewhat  advantaged.) 

Elimination  of  percentage  depletion  imposes  a  further  penalty  on  owners  of 
controlled  oil.  Controlled  oil  already  bears  a  price  penalty  of  over  ?4  per  barrel 
compared  with  the  $9  and  $10  i>er  barrel  prices  we  ijay  to  Canadian,  Indonesian, 
Middle  Eastern,  and  South  American  suppliers.  The  removal  of  percentage  de- 
pletion would  be  equivalent  to  a  rollback  of  55  cents  a  barrel  to  $4.70  from  the 
present  average  of  $5.25.  That  r<dlback  would  apply  to  roughly  two-thirds  of 
the  oil  produced  in  the  United  States  and  could  eliminate  some  production  we 
are  now^  getting. 

Elimination  of  i)ercentage  depletion  for  natural  gas  is  even  more  diflScult  to 
justify.  Most,  if  not  all,  of  the  proposals  to  eliminate  percentage  depletion  for 
natural  gas  recognize  that  most  gas  prices  are  controlled  at  low  levels  already 
by  the  Federal  Power  Commission  and  by  long-term  gas  sale  contracts.  There- 
fore, these  proposals  exempt  controlled  gas  from  the  depletion  phaseout.  Our 
present  system  of  pricing  natural  gas  is  illogical  and  wrong,  and  widespread  gas 
shortages  have  been  caused  as  a  result.  We  are  certainly  not  going  to  encourage 
the  finding  of  any  additional  natural  gas  supplies  by  eliminating  percentage  de- 
pletion on  a  major  fraction  of  the  gas  produced  today.  The  prosi>ect  is  that  such 
action  will  further  discourage  the  drilling  of  gas  wells  when  we  already  have  a 
major  shortage  of  gas. 

You  have  asked  that  we  addre.ss  spec-ifically  the  3.000  barrel  per  day  exemp- 
tion from  the  phaseout  of  percentage  depletion.  I  have  already  indicated  that  we 
do  not  favor  elimination  of  percentage  depletion.  If  it  is  to  be  eliminated,  how- 
ever, it  is  difficult  to  justify  nonuniformity  in  treatment  of  producers,  except 
perhaps  on  a  transitional  basis.  Further,  to  make  the  3.000  barrel  per  day  ex- 
emption meaningful,  there  have  to  be  complex  rules  which  prevent  the  same  eco- 
nomic unit  from  having  the  benefit  of  more  than  one  3,000  barrel  lier  day  exemp- 
tion. These  rules  can  never  work  i)erfectly  and  some  people  are  not  penalizetl  who 
should  be  and,  what  is  even  worse,  others  who  should  not  be  affected  at  all  are 
penalized  by  the  rules. 

In  addition,  if  a  barrel  of  oil  is  worth  $5.20  after  tax  in  the  hands  of  producer 

A,  who  has  no  depletion,  but  is  worth  $5.92  after  tax  to  producer  B.  who  still 
has  15  percent  depletion,  producer  A  will  tend  to  sell  his  oil  property  to  producer 

B,  since  the  oil  is  worth  more  to  producer  B  than  A.  The  price  A  receives  from 
B  tends  to  reflect  the  higher  value  of  the  oil  in  the  hands  of  H— i.e..  it  tends  to 
reflect  the  15-iiercent  depletion  allowance.  The  result  is  that  A  gets  a  higher 
price  and  B  gets  i^ercentage  depletion  and  thus  both  tend  to  have  the  benefit  of 
the  15-percent  depletion  allowance,  but  a  lot  of  transfers  of  property  for  no 
sound,  underlying  economic  reason  will  have  occurred.  We  should  avoid  creating 
problems  like  this  with  the  tax  laws  wherever  iM)ssible. 

In  summary,  we  believe  it  would  be  a  mistake  to  eliminate  percentage  deple- 
tion, but  if  it  is  to  be  done,  we  believe  that  generous  transition  periods  are  an 
absolute  essential. 

Foreign  mineral  income  and  the  foreign  tax  credit 

Amendments  have  been  proposed  which  would  repeal  foreign  percentage  de- 
pletion and  the  current  deduction  for  foreign  intangible  drilling  costs,  require  a 
separate  foreign  tax  cre<lit  limitation  for  foreign  mineral  income,  and  direct  the 
Secretary  of  the  Treasury  to  establish  criteria  to  prevent  oil  royalties  from  be- 
ing treated  as  creditable  income  taxes. 

Although  the  administration  opposes  repeal  of  i)ercentage  depletion  for 
domestic  oil  and  gas,  we  have  proposed  that  foreign  percentage  depletion  be 
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eliminated,  and  the  Ways  and  Means  Committee  has  incorporated  this  proposal 
in  the  Oil  and  Gas  Energy  Tax  Act  of  1974.  We  have  no  objection  to  the  Senate 
acting  on  this  provision  independently,  although  it  would  seem  more  appropriate 
to  deal  with  it  in  connection  with  the  Energy  Tax  Act. 

We  oppose  the  elimination  of  the  deduction  for  foreign  intangible  drilling  ex- 
I)enses.  Unlike  depletion,  intangible  drilling  expenses  represent  actual  current 
cash  outlays.  Present  law  permits  current  deduction  of  such  expenditures, 
whether  at  home  or  abroad.  The  proposed  amendment  would  require  such  ex- 
penses to  be  capitalized  and  recovered  through  ordinary  depreciation  deductions. 
The  present  treatment  is  far  simpler  and  does  not  make  foreign  operations  more 
attractive  than  domestic  operations. 

On  the  other  hand,  we  do  not  believe  our  tax  laws  should  encourage  foreign 
exploration  more  than  domestic  exploration.  Net  foreign  losses  can  be  and  have 
been  used  to  reduce  U.S.  tax  on  U.S.  source  income.  A  loss  recapture  provision, 
recommended  by  the  administration  in  April  of  1973  and  included  in  the  Energy 
Tax  Act,  is  an  effective  means  of  equalizing  the  tax  treatment  of  domestic  and 
foreign  oil  production.  Under  our  proposal,  foreign  losses  which  are  deducted 
against  U.S.  income  would  be  recaptured  in  later  years  when  foreign  income 
is  realized.  The  mechanism  for  the  recapture  would  be  to  reduce  the  allowable 
foreign  tax  credit  in  those  later  years.  The  effect  of  our  proposal  would  be  to 
prevent  the  interaction  of  the  United  States  foreign  tax  credit  and  the  often 
somewhat  arbitrary  tax  laws  of  foreign  oil-producing  countries  from  unjustifi- 
ably reducing  U.S.  tax  revenue  on  foreign  source  oil  income. 

Another  proposed  amendment  would  establish  a  separate  foreign  tax  credit 
limitation  for  foreign  taxes  imposed  on  mineral  income,  including  oil  production. 
The  objective  of  this  amendment  is  to  prevent  a  foreign  tax  credit  attributable 
to  mineral  income  from  reducing  U.S.  taxes  on  other  foreign  income. 

In  February  1974,  the  administration  proposed  the  elimination  of  excess  credits 
arising  from  foreign  taxes  on  oil  production  income.  We  believe  that  our  ap- 
proach is  preferable. 

The  Energy  Tax  Act  as  reported  by  the  Ways  and  Means  Committee  contains 
still  another  approach  to  this  problem.  It  would  limit  the  available  amount  of 
excess  credits  attributable  to  foreign  oil  production  income  to  10  percent  of  the 
U.S.  tax  on  that  income.  It  would  also  restrict  the  use  of  those  excess  credits 
to  "foreign  oil  related  income."  We  believe  that  our  approach  is  preferable,  but 
we  recognize  that  the  issue  is  complex,  and  intelligent  decisions  can  be  made 
only  after  considering  all  of  the  ramifications  of  the  problem  and  the  several 
alternatives. 

The  last  proposed  amendment  in  the  mineral  area  would  direct  the  Secretary 
of  the  Treasury  to  establish  criteria  to  determine  what  portion,  if  any,  of  pay- 
ments made  to  foreign  countries  in  connection  with  oil  or  gas  income  is  in  fact 
a  royalty  payment.  The  effect  of  characterizing  a  payment  as  a  royalty  rather 
than  a  tax  is  that  a  royalty  is  only  deductible  from  gross  income  while  a  tax  may 
be  creditable. 

There  is  a  problem  in  this  area.  But  the  amendment  provides  no  standards  for 
reaching  a  solution.  Many  foreign  coimtries  which  have  petroleum  reserves  have 
substantial  latitude  in  structuring  their  tax  laws  so  that  payments  will  qualify 
as  creditable  taxes  rather  than  deductible  royalties.  This  latitude  also  makes  it 
virtually  impossible  and  certainly  self-defeating  to  establish  the  types  of  criteria 
the  proposed  amendment  demands.  As  soon  as  criteria  were  established,  those 
foreign  countries  would  change  their  tax  .systems  to  qualify. 

The  administration's  February  proposal  limited  the  available  foreign  tax 
credit  on  oil  production  income  to  the  present  U.S.  statutory  rate.  This  ensured 
that  the  oil  companies  would  not  be  subjected  to  double  taxation,  but  also 
ensured  that  these  foreign  levies  would  not  be  used  to  reduce  U.S.  tax  on  other 
foreign  income. 

Foreign  losses 

The  proposed  amendment  on  recapture  of  foreign  losses  would  reduce  the 
allowable  foreign  tax  credit  where  a  previously  incurred  loss  has  reduced  U.S. 
income.  As  I  mentioned  earlier,  the  Treasury  Department  made  a  similar  pro- 
posal in  April  of  1973.  This  spring  the  Ways  and  Means  Committee  applied  this 
proposal  to  oil  companies  in  the  Energy  Tax  Act  and  has  tentatively  decided  in 
the  i^endiug  tax  reform  legislation  to  extend  it  to  all  companies. 

Here  again  we  have  no  objection  in  principle  to  the  proposed  amendment. 
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But  we  do  have  various  technical  problems  with  the  specific  language  proiK>setl. 
We  are  now  working  on  these  problems  with  the  Ways  and  Means  Committee, 
and  exi^ect  to  be  working  with  your  committee  in  due  course. 

Income  of  foreign  subsidiaries 

In  general,  tiie  foreign  income  of  foreign  coi-porations  controlled  l)y  U.S. 
owners  is  not  taxed  by  the  United  States  until  repatriation  in  the  form  of 
dividends.  This  is  an  extension  of  the  basic  tax  principle  that  shareholders  are 
not  taxed  on  dividends  until  they  receive  them.  Another  proposed  amendment 
would  end  this  .system  by  taxing  the  shareholders  of  all  U.S. -controlled  foreign 
corporations  as  if  they  had  re<eived  the  income  of  the  foreign  corporations  even 
though  it  was  not  distributed  to  them. 

The  Treasury  Department  opposes  this  approach.  We  believe  it  would  make 
our  industries  less  competitive  with  those  of  other  countries.  No  other  country 
imix)ses  its  tax  in  such  a  manner. 

A  primary  effect  of  the  proposed  amendment  may  be  to  increase  the  amount 
of  tax  paid  to  foreign  countries.  Since  the  parent  cori)oration  would  be  subjected 
to  U.S.  tax  on  subsidiary's  profits,  it  is  likely  to  cau.se  the  subsidiary  to  remit 
tho.se  profits.  As  actual  dividends,  the.se  profits  would  in  most  countries  be  sub- 
jected to  foreign  withholding  tax,  thereby  increasing  the  foreign  tax  revenue 
and  increasing  the  foreign  tax  credit  applied  to  reduce  U.S.  taxes.  The  after-tax 
profits  could  then  be  returned  to  the  foreign  subsidiaries  as  working  capital. 

Although  we  oppo.se  the  complete  elimination  of  deferral,  we  believe  there  are 
certain  situations  where  deferral  is  not  justified.  In  April  1973.  the  Trea.sury 
Department  proposed  legislation  which  would  eliminate  deferral  where  the 
foreign  subsidiary  receives  a  '"tax  holiday"  from  the  foreign  country  as  an 
inducement  to  locate  there  or  where  the  domestic  parent  decides  to  manufacture 
abroad  products  it  intends  to  sell  in  the  United  States.  We  believe  these  propo.sals 
are  sufficient  to  limit  unjustified  deferral  of  I'.S.  taxation.  The  Ways  and  Means 
Committee  is  pre.sently  considering  action  in  this  area  and  we  hope  will  eventually 
adopt  an  approach  similar  to  our  April  1973  suggestion. 

DISC 

The  Domestic  International  Sales  Corporation  (DISC)  legislation  was  adopted 
in  late  1971  as  an  incentive  to  exjwrting  U.S.  products.  It  was  al.so  designtMl  to 
encourage  the  retention  and  modernization  of  domestic  production  facilities 
and  to  allow  smaller  domestic  cori)orations  to  rei-eive  tax  benefits  (H]uivalent  to 
those  available  to  larger  corporations  which  could  locate  production  facilities 
abroad.  One  of  the  proposed  amendments  would  rei)eal  this  legislation. 

The  Treasury  Department  opix)ses  elimination  of  the  DISC  provisions. 

While  it  is  difficult  to  measure  the  magnitude  of  DISC'S  effect  (m  exiK)rt.s,  it 
was  anticipated  that  its  incentive  value  would  be  felt  only  over  time  as  U.S. 
manufacturers  became  more  exix)rt  conscious  and  the  tax  benefits  of  DISC  were 
actually  understood  and  realized.  Thus,  while  there  were  only  approximately 
2,000  DISC'S  by  the  end  of  1972,  there  are  now  over  .l.OOO  DISC  con>^"'ations 
in  existence,  many  of  which  are  owned  by  medium  or  small  parent  coriK>rations. 
At  the  present  time,  only  the  relatively  incomplete  statistics  for  1972  are  avail- 
able on  the  effects  of  the  DISC  legislation.  However,  as  the  April  report  i.ssued 
by  the  Treasury  Department  demonstrates,  the  available  information  does  in- 
dicate that  DISC  did  increase  the  level  of  U.S.  exiwrts.  While  the  revenue  cost 
was  larger  than  estimated,  we  believe  this  was  primarily  attributable  to  the 
unexpectedly  large  profits  realized  on  exports  in  1972. 

U.S.  exports  have  increased  drastically  in  the  past  2  years.  However,  so 
have  imports,  and  there  is  no  assurance  that  the  suri)lus  exi>erienced  in  1973 
will  continue.  Therefore,  we  believe  it  unwise  to  eliminate  this  export  incentive 
after  so  brief  a  trial  period,  especially  when  other  industrialized  nations  are 
making  substantial  efforts  to  increase  their  .share  of  world  exi>ort  markets.  It 
should  be  noted  that  the  Ways  and  Means  Committee  did  not  adopt  the  sug- 
gestion of  some  of  its  members  to  repeal  DISC  in  its  recent  review  of  the  legis- 
lation. It  did,  however,  tentatively  de<'ide  to  limit  its  l)enefits  by  excluding 
agricultural  and  natural  resource  exports. 

Altogether,  the  i>ending  amendments,  if  enacted,  would  effect  a  fundamental 
transformation  of  many  aspects  of  our  existing  sy.stem  of  taxation.  We  must 
realize  that  these  proposals  will  have  very  profound  effects  on  our  already 
highly  .strained  economy.  .lobs  are  at  stake.  Our  ability  to  control  inflation  is 
at  stake.  It  is  a  time  for  exceedingly  careful  deliberation  and  careful  change. 
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The  very  basic  decisions  involved  in  the  pending  amendments  affect  billions 
of  dollars  of  investment  and  profits.  I  have  recounted  for  you  above  the  major 
surge  of  investment  and  new  productive  capacity  which  followed  the  Revenue 
Act  of  1971  which  enacted  ADR  and  reinstated  the  investment  credit.  I  could 
also  recount  for  you  the  decline  in  investment  following  the  Revenue  Act  of 
1969,  which  repealed  the  investment  credit. 

Conclusion 

In  closing  I  would  emphasize  that  changes  in  our  tax  laws  such  as  those 
discussed  with  you  today  should  only  be  made  after  careful  committee  con- 
sideration of  the  full  impact  they  would  have  on  our  economy.  Satisfactory 
economic  growth  depends  to  a  significant  extent  on  public  confidence  that  our 
system  for  making  major  changes  in  our  economic  policy  will  be  allowed  to  work. 
Let  us  all  work  together  to  restructure  our  tax  system  carefully.  We  must  con- 
sider all  proposals  for  tax  reform  fully  and  fairly  and  to  shape  our  tax  policy  in 
coordination  with  the  long-range  objectives  of  our  total  economic  policy.  We 
stand  ready  and  willing  to  cooperate  with  you  in  that  effort. 


International  Monetary  and  Investment  Affairs 

Exhibit  48. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
July  19,  1973,  before  the  Subcommittee  on  International  Finance  of  the  House 
Banking  and  Currency  Committee,  on  progfress  toward  international  monetary 
reform 

In  the  year  since  the  subcommittee's  earlier  hearings  on  progress  toward  inter- 
national monetary  reform,  important  steps  have  been  taken  toward  the  negotia- 
tion of  a  reformed  world  trade  and  payments  system.  New  measures  have  also 
been  introduced  for  handling  the  immediate  monetary  problems  which  nations 
faced.  Consequently,  the  formal  negotiating  process  has  been  paralleled  by  a 
pragmatic,  evolutionary  process.  I  believe  these  processes  properly  should  react 
upon  each  other ;  in  the  negotiating  process  we  should  be  sensitive  to  the  political 
and  economic  realities  exposed  by  events,  while  our  reactions  to  those  events 
should  be  shaped  with  an  awareness  of  our  longer  run  goals  for  the  monetary 
system. 

The  main  steps  taken  during  the  past  12  months  to  move  toward  reform  are, 
I  am  sure,  already  familiar  to  the  subcommittee. 

In  July  of  last  year,  agreement  was  reached  on  a  forum  for  the  reform  negotia- 
tions— the  Committee  of  Twenty — and  the  scope  of  their  deliberations.  This  im- 
portant procedural  move  gave  assurance  that  the  reform  effort  would  be  a 
comprehensive  one,  that  the  negotiations  would  be  undertaken  at  a  politically 
responsible  level,  and  that  the  forum  would  be  a  limited  but  broadly  representa- 
tive group.  The  main  technical  work  has  been  done  by  a  subordinate  committee 
of  the  Committee — the  so-called  Deputies — under  the  chairmanship  of  Jeremy 
Morse,  formerly  an  executive  director  of  the  Bank  of  England. 

In  September,  Secretary  Shultz,  building  in  part  on  the  expressed  views  of 
other  nations,  tabled  a  comprehensive  and  interlocking  set  of  reform  proiX)sals. 
These  proposals  have  since  been  elaborated  in  further  detail.  They  take  as  one 
point  of  departure  the  concept  that  a  system  of  stated  exchange  rates — par  or 
central  values — supported  by  convertibility  into  an  international  reserve  asset 
should  be  the  "center  of  gravity"  of  the  new  exchange  rate  regime.  However,  a 
substantially  greater  degree  of  flexibility  in  exchange  rate  practices  than  char- 
acterized the  Bretton  Woods  system  would  be  permitted,  partly  through  wider 
margins  around  par  values  and  partly  through  permitting  countries  to  float  in 
some  circumstances  under  appropriate  IMF  surveillance.  To  support  this  ex- 
change rate  framework,  the  proposals  envisage  more  effective  disciplines  to  en- 
courage prompt  and  effective  restoration  of  balance  in  international  payments, 
partly  through  the  use  of  fluctuations  in  levels  of  international  reserves  as  an 
"objective  indicator"  of  adjustment  needs.  I  believe  these  proposals  set  forth  a 
balanced,  effective,  and  logically  consistent  system  that  would  provide  equitable 
and  evenhanded  treatment  to  all  nations. 

IThese  American  proposals  have  provided  a  focus  for  much  of  the  discussion. 
While  no  equally  comprehensive  set  of  proposals  has  been  advanced  as  an  alterna- 
tive, other  countries  have  pressed  for  modifications  in  some  features ;  in  some 
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instances,  they  have  set  forth  more  sharply  different  views  on  one  asi^ect  or 
another  of  the  system.  A  tentative  "outline"  has  l)een  develoi)ecl  for  disciissiun 
purposes,  attempting  to  identify  points  of  consensus  as  well  as  the  differences  to 
be  reconciled. 

I  should  also  note  that  in  two  areas  closely  interrelated  to  monetary  reform — 
trade  and  investment — new  important  initiatives  have  also  been  launched  in  the 
past  year. 

In  May  of  this  year,  comprehensive  trade  legislation  was  submitted  to  the 
Congress,  to  give  the  President  necessary  tools  to  engage  in  multilateral  trade 
negotiations  scheduled  to  begin  formally  in  September.  Other  nations  are  also 
in  the  process  of  developing  negotiating  approaches.  Conseciueutly,  prositect.s 
remain  favorable  that,  as  we  reach  conclusions  on  the  monetary  system,  \ye  can 
look  forward  to  a  reduction  of  trade  barriers  and  the  introduction  of  fair  trading 
rules  consistent  with  the  objectives  we  seek  in  the  new  monetary  ordei. 

Earlier  this  month,  after  extensive  discussion,  the  OECD  agreed  uix>n  a  wide- 
ranging  work  program,  that  we  hope  can  break  new  ground  with  respect  to  the 
issues  associated  with  international  investment,  complementing  the  review  of 
trade  and  monetary  rules. 

I  believe  the  Committee  of  Twenty  is  tackling  the  challenge  of  monetary  reform 
in  a  workmanlike  way.  While  frequency  of  meetings  is  no  measure  of  progress, 
it  is  perhaps  a  useful  yardstick  of  the  intensity  and  breadth  of  the  effort.  Since 
September  the  Deputies,  coming  together  each  mttntli  or  two,  have  met  for  15 
days ;  several  technical  groups  have  prepared  papers  l)etween  meetings ;  and  the 
Ministers  have  themselves  held  two  meetings.  A  third  Ministerial  working 
session  is  scheduled  for  the  end  of  July. 

I  can  well  understand  the  concern  and  impatience  for  more  visible  evidence  of 
concrete  accomplishment  in  the  form  of  a  finished  agreement.  However,  1  liave 
never  felt  it  realistic  to  believe  a  new  agreement  governing  our  monetary  re- 
lationships for  a  generation  could  be  hammered  out  in  a  matter  of  weeks  or 
months.  The  work  of  the  past  year  has  been.  I  think,  an  es.sential  prerequisite  for 
ultimate  success:  the  debating  of  different  concepts  of  reform;  a  technical  an- 
alysis of  alternative  mechanisms ;  and  a  u.seful  cro.s.s-fertilization  of  ideas  and 
viewpoints.  In  the  process,  much  has  been  learnetl  by  all  the  participants,  and 
much  of  the  underbrush  cleared  away,  .so  that  we  can  understand  the  funda- 
mental points  of  consensus  and  where  basic  disagreements  may  still  lie.  It  seems 
to  me  essential,  too.  that  both  legislative  and  public  interest  be  better  focused 
on  these  issues,  for  agreements  on  the  monetary  system  have  important  impli- 
cations for  the  conduct  of  national  economic  policies  and  the  relationships  among 
nations. 

As  part  of  the  clarification  of  views  on  all  sides,  I  believe  there  is  now  better 
understanding  of  certain  points  that  we  have  emphasized  in  presenting  our  own 
proposals.  Most  importantly,  we  have  insisted  that  the  various  elements  in  the 
monetary  system — convertibility,  the  exchange  rate  regime,  the  adjustment 
process,  and  the  supply  and  the  nature  of  international  reserve  a.ssets — must  be 
developed  as  part  of  a  balanced  and  consistent  whole.  Thus,  if  a  system  of  con- 
vertibility is  to  work  effectively,  we  need  a  techni(iue  for  assuring  that  the  in- 
centives to  adjust  apply  not  just  to  deficit  countries  losing  resen-es.  but  even- 
handedly  to  suri^lus  and  deficit  countries.  Tlie  tolerance  we  wish  to  permit  for 
temporary  imbalances  in  the  system — and  some  tolerance  is  necessary — must  be 
consistent  with  the  availability  of  reser\-es  to  finance  imbalances.  There  must  be 
a  broad  consistency  between  the  amount  of  reserves  that  coimtries  in  practice 
wish  to  hold  and  the  availability  in  the  system  of  such  reserves.  The  assets  used 
as  international  resenes  should  not  be  subject  to  speculative  distortions,  and  must 
be  available  for  nations  to  use  freely  and  flexibly. 

Unless  a  new  monetary  system  achieves  such  balance  and  consistency,  new 
strains  and  breakdowns  seem  sure  to  arise.  The  necessary  disciplines  and 
pressures  will  bear  unevenly  on  different  countries.  Instead  of  assuring  a  new 
stability,  we  will  inadvertently  create  uncertainty  and  political  tension. 

I  believe  it  is  fair  to  say  that  the  members  of  the  C-20  in  principle  have  al- 
ready reached  certain  more  or  less  unanimous  conclusions.  We  are  joined  in  a 
search  for  more  effective  mechanisms  to  assure  more  timely  and  effective  balance 
of  payments  adjustment  operating  symmetrically  on  both  surplus  and  deficit 
countries — the  lack  of  which  contributed  hea^-ily  to  the  breakdown  of  tlie  Bretton 
Woods  system. 
There  is  a  general  willingness  to  accept  the  proposition  that  international  in- 
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centives  and  pressures  may  be  necessary  to  "discipline"  the  adjustment  process. 
At  the  same  time,  most  countries  want  to  leave  in  the  hands  of  individual  coun- 
tries as  wide  a  range  as  possible  of  discretion  as  to  how  the  adjustment  is 
made — while  discouraging  those  forms  of  adjustment  that  damage  the  fabric 
of  international  trade  and  payments. 

We  have  agreed  that  the  exchange  rate  regime  should  be  based  on  stable  but 
adjustable  par  values,  with  floating  rates  a  useful  technique  in  particular  situa- 
tions. We  have  agreed  that  there  should  be  better  international  management  of 
global  liquidity,  that  the  role  of  gold  and  reserve  currencies  should  be  reduced, 
and  that  a  modified  SDR  (perhaps  renamed)  should  become  the  principle  re- 
serve asset.  We  have  agreed  that  more  effective  means  are  needed  to  deal  with 
problems  of  short-term  capital  flows,  although  a  considerable  amount  of  disagree- 
ment remains  as  to  the  appropriate  role  of  controls  in  that  effort. 

Agreement  on  these  points  is  important  and  a  source  of  encouragement.  I  do 
not,  however,  delude  myself  into  thinking  that  the  area  of  agreement  on  these 
points,  important  as  they  are  individually,  is  enough  to  ensure  the  overall  con- 
sistency, balance,  and  coherence  of  which  I  spoke.  In  particular,  we  have  much 
ground  to  cover  to  make  these  principles  operational,  in  the  sense  of  specific 
and  defined  rules  of  behavior  acceptable  to  all. 

As  one  illustration,  in  concept  we  all  want  a  better  process  of  balance  of  pay- 
ments adjustment.  But  in  practice,  that  dull  and  abstract  phrase  "balance  of  pay- 
ments adjustment"  translates  into  diflicult  economic  judgments  and  sensitive 
political  issues  for  any  government.  Who  is  to  decide  what  action  will  be  taken, 
when,  and  by  which  country?  In  practice,  we  need  to  find  workable  answers  to 
those  questions,  and  answers  satisfactory  to  the  trading  community  as  a  whole, 
as  well  as  to  individual  nations.  We  must,  for  instance,  settle  the  appropriate 
scope  for  national  discretion,  the  role  of  the  International  Monetary  Fund,  and 
the  extent  to  which  objective  indicators  can  be  usefully  employed.  In  all  these 
areas,  a  full  consensus  has  not  yet  been  reached. 

The  target  we  set  last  September  was  to  reach  agreement  on  the  broad  outline 
of  reform  by  next  September's  IMF  meeting  in  Nairobi.  Our  objective,  between 
now  and  September,  remains  to  identify  as  broad  an  area  of  agreement  as  fea- 
sible, so  that  work  can  proceed  on  the  operational  rules  to  implement  those 
principles.  As  this  implies,  Nairobi  will  not  end  the  work  of  reform ;  under  the 
most  favorable  of  assumptions,  there  will  be  much  more  to  be  done,  by  way  of 
forging  the  operational  rules  and  preparing  necessary  legislative  action. 

For  this  reason,  it  is  of  particular  importance  that  we  have  a  workable  in- 
terim system  while  we  proceed  with  reform.  In  the  past  2  years  the  monetary 
system  has  been  subjected  to  sharp  upheaval  and  unprecedented  changes — two 
major  currency  realignments,  including  substantial  devaluations  of  the  dollar, 
and  more  recently  decisions  by  a  number  of  the  major  industrial  nations  to  allow 
their  cuirencies  jointly  or  individually  to  fioat. 

The  general  arrangements  under  which  a  number  of  these  currencies  are 
floating  were  worked  out  at  a  joint  meeting  of  the  Group  of  Ten  and  the  European 
Community  last  March  16.  The  participating  governments  made  clear  that  while 
they  assumed  no  general  obligation  to  intervene  in  exchange  markets  to  main- 
tain specified  margins,  official  intervention  in  foreign  exchange  markets  could 
be  useful  at  appropriate  times  to  facilitate  the  maintenance  of  orderly  market 
conditions.  That  understanding  and  undertaking  guides  and  motivates  our  ap- 
proach toward  intervention.  To  assure  our  continuing  capacity  to  carry  out  such 
operations,  reciprocal  credit  facilities  have  been  enlarged. 

Since  March  there  have  been  sizable  movements  in  some  market  exchange 
rates,  particularly  between  the  dollar  and  some  European  currencies.  I  believe, 
and  many  others  believe,  that  the  appreciation  of  certain  currencies  vis-a-vis 
the  dollar  has  moved  farther  than  warranted  or  needed  to  restore  long-term 
international  payments  equilibrium,  including  specifically  equilibrium  in  our 
own  balance  of  payments. 

In  appraising  the  recent  movements  in  exchange  rates.  I  would  note  that  the 
sharp  moves  have  been  confined  almost  entirely  to  the  European  countries 
participating  in  a  joint  float — the  so-called  "snake."  Indeed,  the  dollar  has 
remained  rather  steady  for  months  against  the  currencies  of  countries  account- 
ing for  some  three-quarters  of  our  trade.  This  includes  *  our  major  trading 
partners  oiitside  Europe — .Tapan,  Canada,  and  most  of  the  developing  countries — 
as  well  as  some  important  European  countries,  for  example,  the  Unitetl 
Kingdom  and  Italy. 
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In  appraising  this  recent  experience,  I  would  draw  several  conclusions  of 
relevance  to  longer  term,  reform  : 

First,  in  a  situation  ma  rived  by  large  payments  disequilibria  built  up  over  a 
long  period  of  time,  with  accompanying  uncertainties  and  speculative  tendencies, 
attempts  to  maintain  fixed  currency  relationships  led  to  rei)eated  strains  and 
crises.  These  strains  were  aggravated  by  the  fact  that  the  disequilibria 
strongly  affected  the  main  currency  of  the  system — the  dollar.  In  a  situation 
of  this  sort,  in  contrast  to  the  available  alternatives,  the  floating  of  currencies 
has  provided  a  broadly  acceptable  modtis  operandi  during  the  period  before 
equilibrium  can  be  restored,  and  the  present  evidence  suggests  flows  of  trade 
and  long-term  investment  have  not  been  seriously  affected. 

Second,  I  believe  this  experience  underlines  the  importance,  in  terms  of 
achieving  more  stable  currency  relationships,  of  establishing  equilibrium  in  the 
payments  of  the  United  States.  Xo  international  monetarj-  reform  can  substitute 
for  that  requirement.  We  can,  as  part  of  the  reform  process,  reduce  the  degree 
to  which  the  system  has  been  dependent  on  the  dollar,  but  we  cannot  escape 
the  facts  that  the  United  States  uill  remain  the  largest  economic  unit,  and 
that  the  health  of  our  currency  is  important  to  other  countries  as  well  as  to 
ourselves. 

Third,  the  interim  arrangements  now  in  place  are  not  a  substitute  for  long- 
term  reform.  They  do  not  provide  the  framework  of  agreed  and  reasonably  clear 
rules  needed  to  meet  the  longer  term  requirements  of  the  system.  That  is  the 
task  of  reform. 

Fourth,  as  implied  by  my  earlier  remarks,  the  difficulties  we  have  encountered 
demonstrate  the  dangers  of  allowing  payments  imbalances  to  build  up  over 
an  extended  i)eriod.  Although  the  February  devaluation  was  almost  universally 
regarded  as  adequate,  the  inevitable  lag  in  its  effects  and  the  resultant  period 
of  uncertainty  until  tho.se  effects  can  show  through  fully,  have  contributed  to  the 
market  disturbances  which  followed.  Tliis  underscores  the  need  for  effective 
incentives  for  countries — for  the  United  States  as  well  as  others — to  adjust 
promptly  to  emerging  disequilibria.  This,  again,  is  the  task  of  reform. 

Fifth,  the  instability  of  the  private  market  for  gold,  with  .sharp  gyrations  in 
its  price,  has  demonstrated  again  the  unsuitability  of  that  metal  as  the  central 
reserve  asset  of  a  new  system. 

Finally,  while  a  number  of  countries  have  increased  the  use  of  controls  on 
short-term  capital  in  an  attempt  to  deal  with  the  ma.ssive  flows  of  mobile  funds 
which  can  occur  in  today's  world,  the  limitations  on  the  effectiveness  of  such 
controls  have  been  demonstrated  once  again.  Such  controls  do  not  appear  to  be 
an  adequate  response  to  the  problem  of  si>eculation  and  imbalance. 

I  noted  earlier  that  the  Ministers  will  be  meeting  in  Washington  at  the 
end  of  this  month.  This  meeting  is  designed  to  encourage  a  full  and  frank 
exchange  of  substantive  views  on  the  issues  developed  by  their  Deputies.  You 
should  not  anticipate  immediate  resolution  of  the  issues  on  the  talile.  for  the 
meeting  is  not  intended  to  force  agreement  where  basic  issues  are  unresolved 
and  differences  in  approach  and  analysis  remain  evident.  In  other  words,  it 
is  a  working,  preparatory  meeting,  rather  than  a  meeting  for  reaching  final 
conclusions  or  for  laboring  over  a  vague  communique. 

We  do  believe  it  can  be  an  important  meeting,  in  the  .sense  that  responsible 
political  officials  need  an  opportunity  to  explore  the  principal  problems  and 
possibilities  fully  and  informally  together,  testing  their  thinking,  one  against 
another,  before  sound  conclusions  are  pos.sible.  We  also  anticipate  that  the 
Ministers,  on  the  basis  of  their  discussion,  will  want  to  set  out  a  work  program 
for  Nairobi  and  beyond. 

In  this  manner.  I  believe  the  process  of  developing  the  needed  consensus  on 
monetary  reform  is  proceeding.  I  particularly  welcome  this  opportunity  to  ex- 
plore the  issues  with  you  today,  for  no  one  coxild  be  more  conscious  than  I 
that  our  efforts  must  rest  on  a  broad  base  of  legislative  and  public  support. 


Exhibit  49. — Press  release,  August  22,  1973,  announcing  formation  of  Advisory 
Committee  on  Monetary  Reform 

Secretary  of  the  Treasury  George  P.   Shultz  today  announced  formation  of 
an  "Advi.sory  Committee  on  Refonn  of  the  International  Monetary  System." 
In  forming  the  Committee,  Secretary  Shultz  noted  that  "as  the  reform  dis- 
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cussions  reach  their  definitive  stage,  I  think  it  particularly  appropriate  and 
important  that  the  government  officials  concerned  keep  in  close  touch  with  ex- 
perienced and  expert  members  of  the  private  financial  and  business  community 
to  help  assure  that  reform  is  realistic,  practical,  and  effective.  I  look  forward  to 
the  advisory  committee  playing  an  important  role  in  this  effort." 

The  14-member  group  will  hold  its  first  meeting  in  Washington,  August  29. 

Henry  H.  Fowler,  former  Secretary  of  the  Treasury  and  now  a  partner  of 
Goldman  Sachs  and  Co.,  will  serve  as  chairman  of  the  group.  Two  other  former 
Secretaries  of  the  Treasury  also  will  serve  on  the  Committee — Douglas  Dillon 
of  New  York  and  John  B.  Connally  of  Houston,  Tex.  Other  members  are :  Wil- 
liam Blackie,  director  and  former  chairman  of  the  Caterpillar  Tractor  Co., 
Peoria,  111. ;  A.  W.  Clausen,  president  of  the  Bank  of  America,  San  Francisco ; 
Gaylord  Freeman,  chairman  of  the  board  of  the  First  National  Bank  of  Chicago ; 
Gabriel  C.  Hauge,  chairman  of  the  board  of  Manufacturers  Hanover  Trust  Co., 
New  York;  Howard  C.  Petersen,  chairman  of  the  board  of  Fidelity  Bank, 
Philadelphia;  David  Rockefeller,  chairman  of  the  board  of  Chase  Manhattan 
Bank,  New  York ;  Robert  V.  Roosa,  partner,  Brown  Bros.  Harriman  and  Co.,  New 
York :  Reginald  H.  Jones,  chairman  and  chief  executive  officer,  General  Electric 
Co.,  New  York ;  Ellmore  C.  Patterson,  chairman  of  the  board,  Morgan  Guaranty 
Trust  Co.,  New  York ;  Walter  B.  Wriston,  chairman  of  the  board.  First  National 
City  Bank,  New  York;  and  Henry  C.  Wallich,  senior  consultant  to  Secretary 
Shultz  and  a  Yale  University  economics  professor. 

Professor  Wallich  besides  serving  on  the  Committee  will  continue  to  maintain 
liaison  with  members  of  the  academic  community  who  have  been  consulting  with 
the  Treasury  on  monetary  reform  issues. 

[On  October  12,  1973,  Secretary  Shultz  announced  the  additional  appointments 
of  former  Treasury  Secretary  David  M.  Kennedy  and  former  Federal  Reserve 
Board  Chairman  William  McChesney  Martin.  The  Committee's  second  meeting 
was  scheduled  for  October  18.] 


Exhibit  50. — Statement  by  Secretary  Shultz  as  Governor  for  the  United  States, 
September  25, 1973,  at  the  joint  annual  meetings  of  the  Boards  of  Governors  of 
the  International  Monetary  Fund  and  the  International  Bank  for  Reconstruc- 
tion and  Development  and  its  affiliates,  Nairobi,  Kenya 

Nairobi  has  been  a  happy  choice  for  this  annual  meeting.  For  many  of  us,  the 
prospect  of  visiting  Kenya  and  seeing  some  of  its  natural  splendor  provided  a 
special  sense  of  anticipation.  Upon  arrival,  we  found  these  striking  and  efficient 
facilities  in  the  setting  of  a  city  that  epitomizes  the  rapid  progress  that  independ- 
ent, self-reliant,  and  energetic  people  can  make  when  they  have  the  tools  with 
which  to  work.  I  particularly  appreciate  President  Kenyatta's  warm  words  of 
welcome  and  his  challenge  to  us  all. 

Less  than  2  weeks  ago  in  Tokyo,  most  of  the  nations  here  represented  pledged 
themselves  to  a  thorough  review  of  our  trading  practices  and  rules.  This  week, 
we  can  provide  the  necessary  impetus  to  complete  our  work  in  reshaping  our 
international  monetary  arrangements.  Here  in  Nairobi — on  a  continent  where 
vast  potential  often  contrasts  starkly  with  human  poverty — we  also  come  face 
to  face  with  the  challenge  of  economic  development. 

Trade,  money,  development — each  of  these  is  a  large  task.  Any  one  of  them, 
it  might  be  said,  would  be  enough  for  us  to  deal  with  alone.  Yet,  in  a  larger 
sense,  we  are  fortunate  that  the  pressure  of  events  forces  us  to  deal  with  them 
together.  They  are  related,  not  by  any  artificial  or  self-imposed  negotiating 
calendar,  but  by  reality.  It  is  right  to  keep  in  mind  that  delay  in  one  area  could 
undermine  progress  in  another.  It  is  equally  right — and  a  better  omen — that 
success  in  one  area  will  support  and  encourage  good  results  in  the  others. 

These  fundamental  interrelationships  were  plainly  recognized  in  the  mandate 
given  the  Committee  of  Twenty  on  monetary  reform  a  year  ago.  They  were  recog- 
nized in  the  Tokyo  Declaration  of  Trade  adopted  by  GATT  earlier  this  month.  Let 
us  keep  them  in  mind  in  all  our  work  in  Nairobi  and  beyond,  and  emphasize  the 
mutually  reinforcing  benefits  of  success  in  each  field. 

Monetary  reform 

Our  monetary  discussions  are  now  well  advanced,  owing  in  no  small  part  to  the 
patient  and  effective  efforts  of  Mr.  Wardhana  and  Mr.  Morse.  We  take  satisfac- 
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tion  in  the  extent  to  which  a  basic  convergence  of  views  on  the  broad  framework 
of  a  new  system  has  emerged. 

We  all  seek  a  substantial  strengthening  of  the  processes  of  international 
adjustment  through  a  blending  of  objective  criteria  and  international 
judgment,  with  the  recognition  of  the  need  for  symmetrical  and  evenhanded 
pressures  on  both  surplus  and  deficit  countries. 

There  is  full  acceptance  of  the  idea  that  the  center  of  gravity  of  the  exchange 
rate  system  will  be  a  regime  of  "stable  but  adjustable  par  values,"  with 
adequately  wide  margins  and  with  floating  "in  particular  situations." 
We  anticipate  a  general  system  of  convertibility  to  supixtrt  the  regime  of 
par  values,  with  a  modified  SDR  as  the  central  reserve  asset,  and  de- 
emphasis  of  the  roles  of  gold  and  reserve  currencies. 

There  is  a  common  will  to  explore  the  complex  technical  requirements  for 
multi-currency  intervention  and  to  find  mutually  satisfactory  terms  for  con- 
solidating or  funding  outstanding  balances  of  reserve  currencies. 

At  the  same  time,  my  sense  of  satisfaction  is  tempered.  Issues  of  critical 
importance,  carefully  outlined  in  the  reiwrt  submitted  to  us  by  Mr.  Wardhana, 
remain  unresolved.  Xo  doubt  we  could  each  expound  at  length  views  on  par- 
ticular aspects  of  these  is.sues.  However,  I  believe  those  issues  will  be  resolved 
as  national  governments  are  able  to  appraise  more  thoroughly  the  operational 
aspects  of  different  approaches  toward  adjustment  pressures,  toward  converti- 
bility, and  toward  the  definition  and  valuation  of  reserve  assets.  Moreover,  we 
need  to  consider  answers  to  each  of  those  questions  in  the  full  context  of 
answers  to  the  others. 

In  constructing  a  world  monetary  system,  we  cannot  act,  as  I  see  it,  like 
merchants  in  a  bazaar  bargaining  for  .selfish  advantage.  Nor  should  we  be  con- 
cerned out  of  pride  or  politics  with  patching  together  and  compromising  com- 
ponents from  every  national  position.  All  our  success  depends  upon  achieving  a 
coherent,  workable  whole  that  fairly  serves  the  common  interests. 

With  good  will  and  intensive  technical  work,  the  ground  can  be  fully  pre- 
pared for  a  comprehensive  agreement  as  soon  as  next  spring.  That  agreement 
will  then  need  to  be  translated  into  an  extensive  and  detailed  rewriting  of  the 
IMF  Articles  of  Agreement.  Is  it  wrong  to  aim  to  approve  those  new  Articles, 
for  submissions  to  our  legislatures,  at  our  next  annual  meeting? 

The  transitional  period 

We  are  all  conscious  of  the  stresses  in  exchange  markets  arising  from  time 
to  time  during  this  tran.sitional  period.  Yet,  in  broad  terms,  the  .substantial 
exchange  rate  changes  of  the  past  2  years — although  in  some  instances  clearly 
exaggerated  by  speculation  and  uncertainty — have  provided  powerful  and  needed 
impetus  toward  correcting  persistent  structural  imbalances. 

In  the  case  of  the  United  States,  the  alarming  erosion  in  our  trade  position 
has  by  now  been  decisively  reversed.  In  contrast  to  a  deficit  of  more  than 
$61/^  billion  in  1972,  we  should  be  close  to  balance  in  1973.  While  an  extraordinary 
surge  in  agricultural  exports  has  greatly  speeded  the  turnaround,  our  trade 
position  in  manufactured  goods  has  also  been  improving,  even  in  the  face  of 
high  domestic  demand. 

We  are  also  beginning  to  see  welcome  evidence  that  both  American  and 
foreign  firms  are  reappraising  their  investment  programs,  with  more  emphasis 
on  U.S.  production.  Thus,  shifts  in  capital  flows  .should  reinforce  the  favorable 
effects  on  our  payments  of  the  swing  in  our  trade  po.sition.  In  these  circum- 
stances, surpluses  in  both  our  trade  and  basic  payments  position  now  appear 
in  sight  for  next  year.  Such  surpluses  for  a  period  seem  to  me  indispensable 
for  full  restoration  of  confidence,  for  encouraging  a  reflow  of  dollars  to  the 
United  States,  and  for  implementing  any  lasting  monetary  reform. 

Our  contacts  with  traders,  investors,  and  businessmen  suggest  they  have 
acclimated  themselves  reasonably  well  to  the  present  monetary  environment, 
despite  more  instability  in  exchange  markets  from  day  to  day  than  they  or  we 
like  to  see.  Proi>elled  by  boom  conditions,  world  trade  is,  if  anything,  expanding 
even  faster  than  in  most  earlier  years. 

It  would  be  a  fundamental  error,  however,  to  mistake  present  arrangements 
for  monetary  reform.  Habits  of  cooperation  and  the  exercise  of  good  sense  have 
carried  us  over  the  rough  spots.  But  what  is  lacking — and  what  I  believe  to 
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be  the  essence  of  any  lasting  monetary  system — is  a  deep  sense  of  commitment 
on  an  agreed  code  of  international  conduct  to  help  guide  us  when  the  actions 
of  one  nation  impinge  on  those  of  another. 

Issues  left  open 

In  one  way  or  another,  most  of  the  issues  left  open  in  Chairman  Wardhana's 
report  deal  with  delicate  and  sensitive  questions  arising  out  of  the  inherent 
tensions  between  the  responsibilities  of  national  governments  to  meet  their 
domestic  priorities  and  our  common  commitment  to  a  mutually  beneficial  inter- 
national order.  We  firmly  believe  these  tensions  can  be  constructively  resolved, 
for  in  the  end  a  well-functioning  international  system  should  contribute  to  the 
growth  and  stability  of  the  individual  countries  operating  within  that  system. 

The  challenge  is  to  translate  that  concept  into  operating  reality.  To  do  so  will 
require  a  commitment  to  some  basic  rules  established  in  advance  and  seen  as 
equitable  to  all.  We  must  provide  for  necessary  international  review  and  sur- 
veillance. Not  least,  we  must  permit  necessary  scope  for  national  decision- 
making. 

In  seeking  an  appropriate  balance  among  these  components  of  a  new  system, 
we  have  emphasized  the  role  that  quantitative  indicators — and  in  particular 
reserve  indicators — could  play  in  helping  discipline  the  adjustment  process  in 
an  evenhanded,  effective,  and  politically  acceptable  manner.  I  therefore  welcome 
the  prospect  that  in  the  months  immediately  ahead,  a  common  effort  will  be 
made  to  appraise  and  test  the  operational  feasibility  of  that  approach,  along- 
side related  questions  of  the  operation  of  the  convertibility  provisions  in  the 
new  system. 

At  the  same  time,  I  believe  it  is  common  ground  among  us  that  effective 
processes  of  international  consultation  and  decisionmaking  are  critical  to  the 
operation  of  the  new  system.  I  have  been  encouraged  by  the  widespread  recog- 
nition of  the  need  to  equip  the  IMF  to  play  its  full  role  at  the  center  of  the 
system.  The  logic  is  strong  that,  for  the  Fund  to  act  effectively,  member  govern- 
ments should  have  available  a  forum  of  workable  size  within  the  organization 
at  which  responsible  national  officials  can  speak  and  negotiate  with  both  flexi- 
bility and  authority.  Conversely,  we  should  be  sure  that  the  deliberations  and 
concerns  of  the  international  community  are  fully  and  directly  reflected  in  the 
internal  councils  of  member  governments. 

These  objectives  could  be  fostered  by  keeping  in  being  a  streamlined  Com- 
mittee of  Twenty,  able  to  review  periodically  or  in  emergencies  larger  issues 
with  a  significant  impact  on  the  monetary  situation  as  a  whole.  Plainly,  there 
will  also  be  a  need  to  retain  a  body  along  the  lines  of  the  present  and  highly 
competent  Executive  Board,  with  resident  members  and  the  knowledge  and 
insight  that  comes  only  with  intimate  day-to-day  contact  with  operations  and 
emerging  problems. 

In  the  effort  to  resolve  finally  these  difficult  substantive  and  organizational 
questions,  I  particularly  look  forward  to  the  participation  and  fresh  insights 
of  our  new  Managing  Director,  Mr.  Witteveen.  He  brings  to  us  rich  and  varied 
experience  as  a  professional  economist  and  a  practicing  politician — precisely 
the  disciplines  that  must  be  blended  in  all  our  work. 

Development 

The  day  has  long  passed — and  rightly  so — when  discussions  of  trade  and  mone- 
tary issues  could  take  place  primarily  in  a  relatively  closed  circle  of  industrial- 
ized countries.  We  must  consider  with  great  care  what  special  arrangements 
within  the  trading  and  monetary  systems  may  be  appropriate  to  help  meet 
development  needs  more  effectively. 

In  presenting  broad  trade  legislation  to  our  Congress,  we  incorporated  the 
concept  of  assisting  development  by  means  of  generalized  preferences,  to  be 
granted  on  a  nonreciprocal  basis.  This  approach,  undertaken  in  concert  with 
comparable  efforts  by  other  industrialized  countries,  is  consistent  with  the 
broad  thrust  of  our  mutual  effort  to  reduce  barriers  to  trade  and  to  encourage 
economic  development.  We  look  forward  to  early  passage  of  this  legislation. 

We  support  the  idea  of  freeing  flows  of  capital  to  developing  countries  and 
exempting  where  possible  those  countries  from  controls  imposed  for  balance 
of  payments  purposes. 

Closer  examination  should  be  given  to  methods  of  providing  credit  through 
our  international  institutions  better  tailored  to  the  needs  of  developing  countries 
experiencing  extended  periods  of  difl3culty. 
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Our  judgment  concerning  the  value  of  another  proposal  has,  as  is  well  known, 
been  different.  We  feel  the  so-called  SUR-aid  link  would  in  practice  serve  well 
neither  monetary  stability  nor  economic  development.  Experience  strongly 
demonstrates  the  wisdom  of  keeping  separate  the  function  of  money  creation — 
which  is  what  the  SDR  is  all  about — and  the  essentially  political  decision  of 
resource  transfer  and  redistribution. 

Larger  stakes 

As  we  deal  with  these  specific  issues,  let  us  never  lose  sight  of  the  much 
larger  stake  that  developing  countries — as  all  of  u.s — have  in  a  well-functioning, 
stable  monetary  system  and  an  open  trading  order.  Mr.  McXamara  has  already 
pointed  to  the  cost  to  poorer  countries  of  burdens  on  their  exports  in  the  markets 
of  industrialized  nations.  Long  delays  and  sharp  exchange  rate  adjustments 
among  their  more  affluent  trading  partners,  responding  to  imbalances  that  were 
permitted  to  build  up  over  a  period  of  years,  have  complicated  the  financial 
management  of  developing  countries. 

At  the  same  time,  a  number  of  countries  still  classified  as  developing  are 
reaching  a  stage  of  industrialization  where  they  can,  in  the  mutual  interest, 
accept  their  fair  share  of  the  responsibilities  for  a  world  order.  Controls,  sub- 
sidies, and  other  impediments  to  open  trade  that  might  have  been  justified  in  an 
earlier  stage  of  development  need  to  be  reviewed  and  eliminated.  The  di.sciplines 
of  balance  of  payments  adjustment — whether  to  correct  deficits  or  surplu.se.s — 
need  to  be  observed  and  this  can  be  done  without  .sacrificing  developmental  ob- 
jectives. Indeed,  I  believe  there  are  longer  term  dangers  to  the  kind  of  open, 
one-world  economy  we  would  like  to  .see  in  casually  proliferating  arrangements 
that  would  divide  the  world  shan>ly  iuto  distinct  groupings  of  "have"  and  "have- 
not"  nations. 

In  the  short  run,  the  prosperity  of  developing  countries  is  tied  to  the  prosper- 
ity of  the  industrialized  world.  In  the  past  2  years,  relatively  high  prices  for 
agricultural  products  and  raw  materials  have  directly  iienefited  many.  When 
the  labor  forces  of  industrialized  economies  are  fully  employtnl,  resistance  to 
imports  of  labor  intensive  products  declines,  to  the  benefit  of  producer  and 
consumer  alike. 

While  uneven  country-by-country,  the  overall  results  are  apparent  in  the 
recent  growth  of  production  and  monetary  reserves  of  the  developing  world. 
Excluding  the  main  oil  producers,  developing  countries  had  a  surplus  of  over 
$41/^  billion  in  1972,  and  their  surpluses  appear  to  have  been  well  maintained 
this  year. 

Long-term  developinent  and  official  assistance 

A  cyclical  surge  is.  of  course,  no  substitute  for  sustained  development  over 
a  long  period  of  years.  In  the  end.  development  will  succeed  or  fail  as  the  result 
of  the  efforts  of  the  millions  of  people  in  the  developing  countries  them.selves — 
working  under  the  direction  and  leadership  of  their  own  governments.  Com- 
pared to  the  human  and  material  resources  of  even  the  iK)orest  country,  the 
effects  of  external  assistance  are  bound  to  be  modest.  Indeed,  all  the  official 
assistance  of  all  the  donor  countries  of  the  Western  World  amounts  to  less  than 
2  percent  of  the  GNP  of  developing  countries. 

Effectively  used,  however,  the  margin  of  resources  from  abroad  can  be  a 
catalyst — in  some  instances  an  essential  catalyst — to  the  development  process. 
I  speak  of  this  potential  as  seen  from  the  particular  vantage  point  of  a  country 
whose  people  and  Government  have  bad  exi)erience  in  the  provision  of  a.ssistance 
in  amounts,  and  over  a  period  of  time,  without  parallel  in  history.  Even  today, 
when  others  have  moved  to  help  pick  up  the  burden,  the  I'nited  States  provides 
almost  40  percent  of  ofl!icial  development  assistance  from  the  OECD  countries, 
and  it  is  by  far  the  largest  source  of  private  capital  as  well. 

This  commitment  has  been  a  natural  one,  for  we  are  a  large  and  relatively 
rich  country,  unusually  ble.ssed  with  resources,  political  stability,  and  a  produc- 
tive population.  We  accept  today,  as  we  have  in  the  past,  the  .simple  premi.se 
that  no  nation — whether  the  motives  are  j)roi)erly  consi(lere<l  those  of  common 
humanity  or  enlightened  self-interest — can  be  oblivious  to  the  conditions  in  which 
other  men  and  women  are  living. 

Out  of  this  long  experience,  we  have  reached  certain  conclusions  and  raised 
certain  questions  that  T  want  to  convey  to  you  today.  The  questions  are  no  doubt 
sharpened  by  the  searching  look  at  priorities  evoked  i)y  long  years  of  an 
agonizing  war  and  by  the  evident  strains  on  our  external  position.  Like  every 
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other  country  represented  in  this  room,  we  face  hard  decisions  about  economic 
and  social  priorities  in  many  areas. 

The  strongest  of  our  convictions  is  that  aid  stimulates  development  only  where 
there  exists  the  will  and  competence  to  utilize  it  effectively.  This  implies  a 
responsibility  upon  the  donor  as  well  as  the  recipient  to  identify,  develop,  and 
carry  through  projects  of  strategic  developmental  importance.  The  World  Bank 
group  and  its  sister  regional  financing  institutions  rightly  pride  themselves  as 
leaders  in  el35cient  project  planning  and  execution,  and  in  assessment  of  those 
projects  as  part  of  a  larger  development  effort.  This  is  not  a  matter  of  dramatic, 
new  initiatives,  but  hard,  per.sistent  effort.  "We  are  particularly  gratified  that 
the  World  Bank  group  is  moving  to  reinforce  its  effectiveness  by  further 
strengthening  postaudit  performance  evaluation,  independent  of  those  responsible 
for  project  execution. 

Second,  there  is  a  growing  need  to  place  more  emphasis  on  what  might  be 
called  "people-oriented"  projects  rather  than  large-scale  civil  engineering.  AVe 
have  redirected  the  emphasis  in  our  own  bilateral  assistance  in  support  of 
imaginative,  new  programs  in  education,  agriculture,  and  population  planning. 
We  warmly  support  the  initiatives  the  World  Bank  has  taken  in  these  same 
areas.  The  fresh  emphasis  that  Mr.  McXamara  placed  on  rural  development,  in 
his  remarks  to  lis  yesterday,  seems  to  us  entirely  appropriate. 

Third,  and  most  broadly,  a  gemiine  commitment  on  the  part  of  recipient 
countries  to  the  idea  of  development  in  their  own  policies  is  a  key  ingredient. 
Expedence  shows,  time  and  again,  that  "growth-oriented"  countries  rapidly 
become  less  dependent  on  oflScial  assistance  once  internal  conditions  are  right. 

There  is  one  aspect  of  "growth-orientation" — the  part  played  by  private  in- 
vestment— that  I  wish  to  emphasize,  sensitive  though  it  may  be.  In  sheer  quanti- 
tative terms,  the  potential  is  clear  enough — net  flows  of  medium,  and  long-term 
private  capital  to  developing  countries  are  now  as  large  as  official  assistance. 
Moreover,  the  private  investor  can  bring  benefits  in  skills  and  experience  that 
simply  have  no  counterpart  in  governmental  aid. 

Every  sovereign  nation  has,  of  course,  the  right  to  regulate  terms  and  condi- 
tions under  which  private  investment  is  admitted,  or  to  reject  it  entirely.  How- 
ever, when  such  capital  is  rejected,  we  find  it  difficult  to  understand  that  official 
donors  should  be  asked  to  fill  the  gap.  ^Moreover,  we  do  not  find  it  reasonable 
that  a  nation  taking  confiscatory  steps  toward  investment  that  it  has  already 
accepted  from  abroad  should  anticipate  official  assistance,  bilateral  or 
multilateral. 

IDA  replenishment 

Mr.  McNamara  has  outlined  an  ambitious  program  for  the  next  5  years.  We 
are  in  a  large  measure  of  agreement  with  the  objectives  of  tliat  program  and 
we  give  them  our  support.  We  also  appreciate  that  a  consensus  has  been  reached 
that  the  traditional  share  of  the  United  States  in  IDA  financing  should  be  drop- 
ped from  40  percent  to  one-third,  and  the  shares  of  Japan,  Germany,  and  others 
increased,  to  more  accurately  reflect  the  present  distribution  of  economic 
strength. 

On  this  basis,  the  U.S.  administration  will  consult  with,  and  strongly  recom- 
mend to  the  Congress  our  participation  in  a  total  fourth  replenishment  for  IDA 
of  $4.5  billion.  In  doing  so,  I  must  emphasize  that  many  questions  about  this 
program,  including  those  I  have  discussed  with  you,  are  on  the  minds  of  the 
Members  of  Congress.  The  large  and  distinguished  delegation  from  the  Congress 
that  has  accompanied  me  to  Nairobi  and  visited  a  variety  of  World  Bank  pro- 
jects in  Africa  is  evidence  that  they  are  interested  in  finding  constructive  answers 
to  these  questions. 

I  cannot  say  with  any  certainty  how  long  our  eonsiiltative  and  legislative 
process  will  take  or  certify  its  outcome.  We  do  fully  recognize  that  necessary 
legislative  procedures  differ  among  countries,  and  that  timetables  are  pressing. 
We  will,  therefore,  remain  in  close  touch  with  the  management  and  the  Executive 
Board  of  the  Bank  during  this  process. 

Inflation 

Before  concluding.  I  must  underscore  the  threat  to  all  our  constructive  labor 
from  the  storm  of  worldwide  inflation. 

Unfortunately,  inflation  is  no  new  phenomenon.  What  is  new  is  that  it  is  now 
infecting  more  countries,  in  a  greater  degree,  than  at  any  time  in  memory.  Spe- 
culation in  commodities  is  fed  by  fear  about  currencies.  Inflation  is  becoming 
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imbedded  in  the  expectations  of  too  many  people.  Long  maintained,  this  will 
break  down  the  processes  of  orderly  development.  It  is  simply  incompatible  with 
the  stability  of  any  international  monetary  and  trading  system. 

I  am  familiar  with  analyses  that  trace  world  inflation  to  defects  in  the  interna- 
tional monetary  system.  The  Bretlon  Woods  system  has,  it.self,  been  criticized 
as  an  engine  of  inflation,  and  floating  rates  praised  as  permitting  the  restora- 
tion of  internal  monetary  discipline.  Equally  forcibly,  we  are  urged — esi>eoially 
by  those  who  have  seen  their  own  exchange  rates  depreciate  and  their  import 
bill  rise — that  floating  rates  are  them.selves  an  inflationary  force. 

Whatever  the  technical  merits  of  these  analyses  in  particular  circumstances, 
I  submit  they  place  the  responsibility  for  inflation  and  its  correction  in  the 
wrong  place.  Let  us  not  neglect  the  causes  and  cures  that  lie  closer  to  our  national 
actions  and  powers. 

Two  factors,  mainly  unforeseen  a  year  ago,  have  been  at  work  in  the  recent 
surge  of  inflation.  The  first  is  that  strong  expansionary  forces  have  coincided 
among  virtually  all  industrialized  and  developing  countries.  As  a  result,  increases 
in  cyclical  demand  have  put  pressures  on  supply.  exi)Osed  unforeseen  shortages 
of  capacity,  and  driven  up  prices  of  raw  materials.  Second,  the  pressures  on 
prices  in  two  key  areas — agriculture  and  energy — have  been  greatly  aggravated 
by  crop  failures  in  weather,  and  by  shifts  in  production  patterns  and  marketing 
policies. 

In  the  United  States,  we  have  long  been  accustomed  to  relatively  low  prices  of 
basic  agricultural  commodities.  For  many  years,  without  adequate  markets 
abroad,  we  kept  a  sizable  margin  of  farm  resources  idle.  But,  in  the  past  crop 
year  the  volume  of  our  wheat  exi>orts  nearly  doubled,  feed  grain  exports  rose  by 
two-thirds,  and  soybeans  by  one-sixth.  And  now.  with  our  markets  fully  open  to 
the  surge  in  world  demand,  looked  to  as  a  residual  supplier  when  other  countries 
are  short,  and  without  the  price  protection  afforded  those  who.se  exchange  rates 
have  appreciated,  we  have  felt  the  full  brunt  of  the  rise  in  world  agricultural 
prices. 

At  the  same  time,  our  needs  for  energy  imports  are  rising  rapidly.  Obviously, 
these  commodity  flows  in  both  directions  have  resiwnded  to  pressing  needs.  But 
the  price  impact  is  measured  by  the  fact  that,  taken  together,  prices  of  food  and 
energy  account  for  82  i>ercent  of  the  rise  in  our  Wholesale  Price  Index  and  66 
percent  of  the  ri.se  in  our  Consumer  Price  Index  in  the  past  year. 

We  believe  a  market-oriented  system  will  respond  flexibly  and  effectively  to 
changing  needs.  We  are  making  great  efforts  to  deal  with  the  high  price  of  food 
by  bringing  idle  acreage  back  into  production.  Normal  market  processes  are  at 
work.  The  prices  of  soybeans  are  50  percent  below  their  speculative  peak,  feed 
grains  have  fallen  back  by  a  quarter,  and  wheat  prices — where  the  worldv\ide 
supply  situation  is  most  tenuous — have  at  least  stopped  rising. 

We  cannot  speed  the  natural  cycle  of  planting  and  harvesting,  and  of  animal 
growth.  We  face  for  a  considerable  period  ahead  a  tight  situation  in  agricultural 
markets.  But  we  have  every  intention  of  keeping  our  markets  oi>en,  for  we  are 
and  intend  to  be  a  dependable  supplier. 

Meanwhile,  this  exi>erience  will  ultimately  redound  to  our  common  advantage 
if  we  attack  with  fresh  urgency  the  problem  of  finding  more  effective  patterns 
of  production  and  trade  to  serve  our  mutual  interest  in  more  food  at  cheaper 
prices. 

Let  us  work  in  similar  spirit  to  deal  with  the  problem  of  developing  and 
distributing  energy  resources. 

We  for  our  side  have  now  embarked  upon  a  massive  effort  to  develop  the 
bountiful  energy  sources  within  our  own  country  now  made  economic  by  higher 
prices.  We  look  to  others  to  help  maintain  the  flow  of  energy,  so  long  as  their  own 
legitimate  needs  and  aspirations  are  fairly  recognized. 

A  vigorous  attack  on  the  special  problems  of  food  and  energy  are  not  a  cure-all 
for  inflation.  A  number  of  countries,  as  ourselves,  have  resorted  to,  and  even  in- 
tensified, direct  price  and  wage  controls.  But  we  remain  convinced  that  our  success 
will  hinge  mainly  on  the  firm  and  persistent  application  of  the  traditional  tools 
of  fiscal-monetary  restraint.  I  need  not  belabor,  to  an  audience  of  finance  ministers 
and  central  bankers,  that  expenditure  and  monetary  restraint  are  never  popular. 
Nevertheless.  I  believe,  in  the  face  of  the  evident  need,  these  policies  are  broadly 
accepted  by  the  American  people.  We  mean  to  .see  it  through.  We  hope  and  expect 
our  efforts  will  be  mutually  reinforcing  with  those  of  others. 
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Exhibit  51. — Letter  from  Acting  Secretary  Simon  to  the  Chairman  of  the  House 
Ways  and  Means  Committee,  Wilbur  D.  Mills,  September  28,  1973,  concerning 
the  exclusion  from  the  lET  for  original  or  new  Canadian  issues  of  stocks  or 
debt  obligations  (A  similar  letter  was  transmitted  to  the  Chairman  of  the 
Senate  Finance  Committee,  Russell  B.  Long.) 

Dear  Mr.  Chairman  :  Pursuant  to  Section  4  of  Public  Law  93-17,  approved 
April  10,  1973,  the  Treasury  Department  has  conducted  a  study  concerning  the 
Canadian  exemption  from  the  Interest  Equalization  Tax.  Executive  Order  11175 
of  iSeptember  2,  1964,  as  amended  by  Executive  Order  11314  of  September  12,  1966, 
provides  for  an  exclusion  from  the  lET  for  original  or  new  Canadian  issues  of 
stock  or  debt  obligations.  This  exclusion  is  based  upon  a  determination,  under 
Section  2  of  the  Interest  Equalization  Tax  Act  approved  September  2,  1964, 
(Public  Law  88-563)  that  the  application  of  the  tax  would  have  "such  conse- 
quences for  Canada  as  to  imperil  or  threaten  to  imperil  the  stability  of  the 
international  monetary  system." 

iSlnce  1964,  Canada  has  moved  from  a  fixed  exchange  rate  system  to  a  floating 
system  and  there  have  been  many  other  significant  developments  affecting  the 
international  monetary  environment.  The  case  for  the  Canadian  exemption  in 
these  changed  circumstances  is  not  as  compelling  as  it  was  at  the  time  it  was 
first  established.  Nevertheless,  I  have  concluded  that  sufficient  justification  con- 
tinues to  exist,  within  the  requirements  of  the  Interest  Equalization  Tax  Act,  as 
amended,  for  continuing  the  exclusion  for  Canada.  The  principal  reasons  include 
the  following : 

1)  The  United  States  and  Canadian  economies  and  financial  systems  continue 
to  be  closely  interrelated.  A  major  action,  such  as  elimination  of  the  lET  exemp- 
tion, would  create  substantial  disturbances  to  the  present  structure  of  the  financial 
links  between  our  two  countries. 

2)  To  the  extent  that  imposition  of  the  lET  restraint  on  capital  flows  from  the 
United  States  to  Canada  would  reduce  the  supply  of  U.S.  dollars  for  conversion 
into  Canadian  currency,  the  Canadian  dollar's  quotation  in  terms  of  the  U.S. 
dollar  would  tend  to  depreciate  under  Canada's  floating  exchange  rate  regime. 
Such  a  development  would  be  conducive  to  a  further  increase  in  the  already  large 
bilateral  trade  deficit  that  the  United  States  has  with  Canada. 

3)  The  elimination  of  the  Canadian  exemption  would  be  likely  to  generate 
important  shifts  in  the  direction  of  international  capital  movements  as  Canadian 
borrowers  would  seek  to  find  substitute  .sources  of  funds  in  international  markets. 
In  the  present  transitional  phase  between  an  old  and  a  new  international  mone- 
tary system  we  have  seen  that  developments  inducing  significant  changes  in  the 
pattern  of  capital  flows  can  easily  generate  uncertainties  and  un.settling  pressures 
on  the  exchange  markets.  I  believe  it  would  not  be  prudent  to  add  to  such  risks. 

In  addition  to  these  considerations,  I  am  mindful  of  our  commitment  to  phase 
out  the  lET  and  the  other  restraints  on  United  States  capital  outflows  no  later 
than  the  end  of  1974.  Placing  an  lET  barrier  between  the  U.S.  and  Canada  for 
such  a  relatively  short  period  would  create  unwarranted  interference  with  the 
relationships  that  have  been  built  up  over  the  years  between  Canadian  borrowers 
and  U.S.  lenders.  Canadian  provinces  and  other  traditional  users  of  U.S.  funds 
would  be  forced  to  reassess  their  plans  and  procedures  and  U.S.  lenders  and 
financial  intermediaries  would  lose  opportunities  that  might  be  difficult  to  re- 
capture in  the  future.  Finally,  in  the  light  of  the  policy  decision  to  terminate  the 
lET,  it  would  be  incongruous  to  act  at  this  late  date  in  a  contradictory  direction 
by  removing  an  exemption  from  a  tax  tliat  we  are  determined  to  eliminate. 

I  am  sending  a  similar  letter  to  'Senator  Russell  B.  Long,  Chairman  of  the 
Senate  Finance  Committee. 
Sincerely  yours, 

(Signed)   William  E.  Simon, 

Acting  Secretary. 
The  Honorable 
Wilbur  D.   Mills,   Chairmcm 
Committee  on  Ways  and  Means 
House  of  Representatives 
Washington,  B.C.  20515 
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Exhibit  52. — Highlights  of  an  address  by  Secretary  Shultz,  October  5,  1973,  before 
Die  Deutsche  Gesellschaft  fuer  Auswaertige  Politik,  Bonn,  Germany,  on  "The 
Political  Implications  of  International  Monetary  Reform" 

The  technical  aspects  of  mouetary  reform  are  vital  and  have  received  much 
public  discussiOD.  But  they  will  not  be  the  primary  couceru  of  Finance  Ministers 
and  their  superiors. 

To  insure  that  any  monetary  agreement  is  politically  acceptable,  so  that  it  will 
be  ratified,  and  politically  workable,  so  that  it  will  endure,  is  the  unavoidable 
responsibility  of  i"^nance  Ministers  and  of  Chancellors  and  Presidents. 

In  Nairobi  we  were  able  to  publish  a  record  of  considerable  progress ;  we 

agreed  on  a  reasonable  deadline,  July  31,  1974,  for  agreement  in  principle  on  all 

major  issues ;  we  instructed  our  Deputies  to  set  up  a  number  of  working  groups 

to  appraise  the  operational  aspects  of  various  specific  proposals. 

We  had  been  able  to  build  on  consensus  on  certain  basic  points  : 

That  an  individual  nation  needs  substantial  flexibility  in  choosing  among 

alternative  policies  for  achieving  its  basic  goals  ; 
That  the  international  community  should  have  the  capacity  to  insist  upon 

respect  for  the  requirements  of  an  international  order ;  and 
That  there  must  be  agreement  on  some  basic  guidelines  to  be  employed  in 
international  review  of  national  policies. 
If  in  the  future  we  are  to  avoid  jolting  monetary  changes  and  limitations  on 
international  trade  and  investment,  the  guidelines  will  have  to  meet  a  number 
of  political  requirements : 

The  monetary  guidelines  will  have  to  be  set  in  a  framework  of  international 

rules  that  are  seen  to  be  fair  to  all ; 
They  must  be  sufliciently  precise  that  international  decision  will  not  be  too 

long  delayed ; 
If  there  is  to  be  wide  acceptance  of  decisions  to  override  or  not  to  override 
the  guidelines  in  specific  instances,  the  decisions  \\ill  have  to  be  made  by 
officials  clearly  acting  with  the  authority  of  their  governments; 
The  guidelines  must  not  interfere  unnecessarily  in  national  decisionmaking ; 

and 
The  guidelines  should  not  be  made  very  detailed  just  for  theoretical  perfec- 
tion where  such  detail  is  not  es.sential. 
Obviously,  there  are  also  basic  economic  prerequisites  for  the  success  of  any 
new  international  monetary  agreement : 

Governments  must  explain  their  policies  and  forecasts,  so  that  wide  dif- 
ferences  do   not   develop  between   the  exchange  market  predications  of 
governments  and  the  predications  implied  by  the  actions  of  the  market 
participants,  and 
Governments  must  demonstrate  far  more  effectiveness  in  fighting  inflation 
in  the  coming  years  than  they  have  shown  in  recent  years. 
Fortunately,  governments  are  displaying  a  new  determination  to  master  infla- 
tion, but  the  world  has  not  yet  been  made  safe  for  a  rational  international  mone- 
tary system. 

There  are  hopeful  signs  : 
In  recent  weeks  there  have  been  striking  reductions  in  the  prices  of  major 

agricultural  products. 
The    United    States   has   been   able   to   terminate   its   agricultural   export 

controls. 
Budgetary  restraint  is  the  order  of  the  day  in  a  number  of  countries,  includ- 
ing the  United  States. 
In  the  United  States  monetary  growth  has  been  sharply  curtailed. 
The  U.S.  payments  position  is  strongly  impro\ing,  not  only  because  of  the 
marked  strengthening  of  the  trade  balance,  l)Ut  also  because  of  a  resump- 
tion of  the  flow  of  private  investment  to  the  United  States.  We  welcome 
this  flow  whether  it  be  in  portfolio  form  or  in  direct  investment  in  U.S. 
operations. 
We  are  moving  toward  circumstances  which  will  permit  implementation  of  new 
international  monetary  arrangements.  When  that  time  comes  we  must  present 
the  world  an  agreement  that  is  economically  workable  and  politically  acceptable. 
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Exhibit  53. — Remarks  by  Deputy  Under  Secretary  Bennett,  October  11,  1973, 
before  the  Conference  on  the  Business  Outlook  in  Canada — 1974  of  the  Con- 
ference Board  in  Canada,  Toronto,  Canada,  on  "Towards  International  Mone- 
tary Reform" 

After  listening  to  three  persuasive  descriptions  of  the  future  this  morning  I 
feel  I  must  enter  into  the  spirit  of  the  occasion  by  venturing  at  least  some  fore- 
casts of  my  own.  I'll  put  forward  two :  Firstly,  that  business  in  Canada  in  1974 
will  not  be  significantly  influenced  by  large  changes  in  basic  international  mone- 
tary conditions  during  the  year,  and  secondly,  that  my  assigned  subject  this 
morning,  the  international  monetary  system,  won't  even  be  on  the  agenda  of  your 
similar  conference  2  years  from  now.  The  subject  will  by  then  have  been  rele- 
gated to  that  category  which  embraces  systems,  such  as  the  municipal  water 
works,  whose  working  is  important  but  which  don't  need  to  be  talked  about. 

I'll  admit  that  I  have  been  tempted  to  omit  even  these  two  limited  forecasts  as 
I  have  reflected  today  on  when  it  was  that  I  last  saw  your  president,  Arthur 
Smith.  At  that  time,  when  we  were  teaching  assistants  in  the  same  money  and 
banking  course  back  in  1950,  everyone  was  talking  about  a  worldwide  shortage 
of  U.S.  dollars  and  the  yield  on  U.S.  Treasury  securities  was  a  little  over  2 
percent. 

Despite  that  personal  reminder  of  the  magnitude  of  financial  change,  I'll  stick 
to  my  forecasts  so  long  as  I  can  make  clear  that  in  predicting  no  vast  economic 
effects  on  Canada  next  year  emanating  from  international  monetary  develop- 
ments. I  am  referring  to  basic  conditions  in  the  international  monetary  system, 
not  to  Canada's  specific  international  financial  relations.  There  are  many  others 
here,  including  in  particular  your  next  speaker,  Governor  Bouey,  who  are  far 
better  qualified  than  I  on  that  subject. 

My  forecasts,  that  Canadian  businessmen  will  not  be  faced  with  the  necessity 
of  operating  in  the  midst  of  monetary  turmoil  and  that  international  monetary 
experts  will  go  out  of  style  on  conference  platforms,  are  based  on  a  number  of 
considerations : 

First,  the  accumulated  backlog  of  needed  change  in  exchange  rates  built  up 
over  the  years  prior  to  mid-'71  has  now  been  worked  off. 

Secondly,  the  payments  position  of  the  country  whose  currency  is  still  most 
widely  used  for  international  trade  and  investment  transactions  is  clearly 
strengthening.  This  improvement  results  in  good  part  from  the  shift  in  the  U.S. 
trade  balance,  but  the  improvement  has  also  resulted,  in  part,  from  a  strong 
resumption  in  the  flow  of  private  investment  funds  to  the  United  States.  We 
expect  this  investment  flow  to  continue  to  grow,  and  the  U.S.  Government  wel- 
comes it,  whether  it  be  in  portfolio  form  or  in  direct  investment  in  U.S.  opera- 
tions. The  improvement  in  the  U.S.  payments  position  will  probably  lead  to 
some  gradual  appreciation  of  the  exchange  value  of  the  dollar  over  the  coming 
year,  but  this  movement  will  likely  he  moderated  as  some  foreign  governments 
act  to  limit  the  corresponding  depreciation  of  their  currencies  by  gradually 
selling  off  a  portion  of  their  plentiful  holdings  of  U.S.  Treasury  obligations. 

A  third  reason  for  the  forecasts  is  that  there  is  now  a  clear  consensus  among 
major  governments  that  they  can  usefully  employ  their  large  resources  to 
intervene  in  foreign  exchange  markets,  when  necessary,  to  avoid  disorderly  con- 
ditions so  long  as  they  are  careful  to  introduce  unsustainable  rigidity.  The 
famous  formula  of  last  March's  communique  on  the  objective  of  stable  but 
adjustable  rates  was  neither,  at  one  extreme,  a  detailed  agreement,  nor,  at  the 
other  extreme,  just  a  formula  to  mask  disagreement.  In  my  view  it  was  a 
recognition  that  too  great  a  rigidity  was  attempted  in  the  past,  with  the  result 
that  the  actual  process  of  change  was  unnecessarily  disruptive  when  it  came. 
At  the  same  time  the  formula  was  a  recognition  of  the  useful  role  governments 
can  play  if  they  don't  overplay  their  hands. 

In  the  development  of  this  consensus  I  suspect  nothing  was  as  persuasive  as 
the  example  of  Canada's  success  in  maintaining  orderly  markets  while  displaying 
quiet  persistence  in  avoiding  premature  rigidity.  There  have  been  times  when 
Canada  and  the  United  States  were  in  a  rather  lonely  position  in  insisting  that 
a  country  engaged  in  orderly  floating  should  not  be  regarded  as  a  social  pariah. 
Yet  I  suspect  the  durability  of  the  ultimate  agreement  on  international  monetary 
reform  will  owe  much  to  the  Canadian  example  even  though  it  is  agreed  that 
par  values  will  provide  the  center  of  gravity  of  the  reformed  system. 
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Another  reason  for  my  forecasts  is  that  I  believe  that  Finance  Ministers  will 
meet  the  deadline  they  have  set  themselves  for  agreement  by  July  31  next  year 
on  all  the  basic  elements  of  reform.  Day  before  yesterday  I  returned  from  several 
weeks  of  foreign  traveling  with  Secretary  Shultz,  who  has  spent  well  over  half 
his  time  recently  on  his  international  responsibilities.  It  is  my  clear  impre.s.sion 
that  he  and  his  counterparts  in  other  countries  believe  that  pursuit  of  a  new 
international  monetary  agreement  is  a  worthwhile  effort,  worth  all  the  traveling, 
the  consultation,  and  the  negotiation  heing  devoted  to  it.  As  I  have  listened  to 
these  Ministers  talk  to  each  other,  I  have  noticed  their  determination  to  prove  by 
next  July  that  they  can  accomplish  what  their  Deputies  haven't  been  able  to 
arrange.  In  his  speech  at  Nairobi,  Mini.ster  'f^nier  expressed  a  general  feeling 
when  he  spoke  of  "cautious  optimism  tinged  with  impatience." 

A  final  reason  for  my  forecasts  is  that  I'm  sure  the  Ministers  have  no  intention 
of  implementing  their  agreement  in  a  way  which  would  cause  drastic  sudden 
changes  in  market  conditions.  After  the  agreement  on  the  elements  of  reform 
next  year,  agreement  will  still  need  to  be  worked  out  on  a  new  legal  text,  and 
then,  thereafter,  many  months  will  probably  be  needed  to  complete  ratification 
around  the  world.  Meanwhile,  however,  I  would  expect  nations  to  begin  gradual 
introduction  of  aspects  of  the  reform  on  an  ad  hoc  basis.  In  this  connection,  it  was 
widely  noted  at  Nairobi  that  Minister  Turner  in  his  speech  had  already  begun  to 
turn  his  attention  to  the  ways  of  gradual  practical  introduction  of  various  aspects 
of  reform. 

From  these  remarks  of  mine  you  can  gather  that  I  feel  there  has  been  note- 
worthy progress  toward  reform  since  August  of  '71.  Contrary  to  some  "gloom  and 
doom"  press  reports  from  Nairobi,  1  lielieve  that  otficial  positions  of  various 
governments  have  been  gradually  converging  over  the  past  2  years.  But  before 
we  heap  excessive  praise  on  ourselves.  I  think  it  would  be  fair  to  recognize  that 
even  at  the  beginning  of  this  period  of  concentration  on  international  monetary 
affairs  there  were  already  many  imijortant  areas  of  consensus.  There  was  prob- 
ably agreement  from  the  start  that  the  basic  purposes  of  the  whole  exercise  are 
avoidance  of  large  and  persistent  imbalances  which  lead  to  unnecessarily  large 
and  jolting  monetary  changes  which  disrupt  beneficial  international  trade  and 
investment  transactions,  and  avoidance  of  governmental  controls  and  impositions 
which  also  choke  off  such  beneficial  tran.sactions. 
There   was  probably   general   agreement,   too,  on  some  procedural  features : 

That  it  is  appropriate  for  the  international  community  to  take  note  of  the 
fact  that  the  choice  which  an  individual  nation  makes  among  alternative  policies 
for  achieving  its  economic  goals  can  have  significant  effects  also  on  other 
nations — even  when  such  policies  are  described  by  their  promoters  as  purely 
social  or  regional  in  intent ; 

That  the  international  community  should  have  the  .services  of  an  independent 
and  high-quality  .staff  to  provide  analyses  of  the  effects  of  national  actions  having 
important  international  monetary  cfmsequences ; 

That  there  should  be  an  established  forum  where  national  representatives 
can  meet,  when  necessary,  to  formulate  recommendations  for,  and  in  extreme 
cases  to  bring  collective  economic  pressures  on,  individual  nations ;  and 

That  there  must  be  advance  agreement  on  a  set  of  guidelines  indicating  on 
a  prima  facie — but,  to  use  another  Turner  word — rebuttable  basis  what  types 
of  national  action  are  internationally  unacceptable  unless  justified  by  special 
circumstances. 

Starting  from  these  general  points  of  agreement  on  objectives  and  procedures, 
I  have  observed  the  various  «)fficial  positions  converging  on  what  conditions  must 
be  met  if  a  new  agreement  and  its  guidelines  are  to  prove  politically  acceptable, 
so  that  they  will  be  ratified,  and  politically  workable,  so  that  they  will  endure: 

The  new  monetary  guidelines  must  l>e  set  in  a  broader  framework  of  eco- 
nomic rules  which  are  seen  to  be  fair  to  all  nations  ; 

If  there  is  to  be  widespread  acceptance  of  the  guidelines,  and  widespread 
acceptance  of  decisions  to  override  or  not  to  override  them  in  specific  instances, 
then  tliose  decisions  will  have  to  be  made  by  a  body  of  high-level  representatives 
clearly  acting  with  the  full  knowledge  and  authority  of  their  respective 
governments ; 

The  guidelines  must  be  suflBciently  precise  that  when  they  are  to  be  applied 
to  a  specific  case  it  will  not  be  necessary  to  develop  the  whole  rationale  from 
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the  ground  up.  Otherwise  the  people  of  the  country  concerned  may  feel  that  they 
are  being  "picked  on"  rather  than  being  aslved  to  live  up  to  an  agreed  interna- 
tional standard  of  behavior ; 

Yet  the  guidelines  must  not  be  more  detailed  than  necessary  and  must  not 
interfere  unnecessarily  in  national  decisionmaking ;  in  other  words,  the  guide- 
lines must  leave  to  national  authorities  the  maximum  of  discretion  in  choosing 
the  method  of  avoiding  internationally  damaging  results  so  long  as  that  objective 
is  achieved ;  and 

Lastly,  the  guidelines  must  provide  evenhanded  treatment  of  deficit  and  sur- 
plus countries  in  recognition  that  as  much  damage  can  be  done  by  a  country 
which  holds  the  value  of  its  currency  too  high  through  excessive  borrowing  and 
through  controls  on  commodity  imports  and  capital  outflow  as  can  be  done  by  a 
country  which  holds  the  value  of  its  currency  too  low  through  excessive  reserve 
accumulation  and  through  controls  on  commodity  exports  and  capital  inflow. 

How  to  achieve  these  conditions  is  not  agreed,  but  it  is  widely  agreed  that 
they  must  be  achieved  if  any  new  agreement  is  not  to  run  the  risk  of  collaps- 
ing after  a  short  life  and  severely  setting  back  the  prospects  for  continuing 
international  economic  cooperation.  In  particular  it  is  not  agreed  how  to  achieve 
the  necessary  balance  between  presumption  and  discretion  in  application  of  the 
guidelines,  but  in  the  Treasury  we  have  been  pleased  to  see  the  increasing  recog- 
nition of  the  relevance  of  disproportionate  movements  in  nations'  exchange  re- 
serves as  a  guide  for  maintaining  international  balance.  We  expect  further  con- 
vergence in  thinking  will  result  from  the  labors  of  four  new  working  groups  which 
were  formed  at  Nairobi  and  instructed  to  report  back  before  the  next  Ministers 
meeting  in  January. 

There  is  no  illusion,  however,  that  agreement  on  guidelines,  when  it  is  reached, 
will  insure  stable  international  monetary  arrangements  unless  governments 
begin  to  demonstrate  more  effectiveness  in  combating  inflation  in  the  coming 
years  than  they  have  over  the  last  few  years.  The  problem  is  not  just  that  with 
such  high  rates  of  inflation  there  are  likely  to  be  significant  disproportions  be- 
tween the  rates  of  price  increa.se  in  different  countries  and  consequent  strains 
on  the  monetary  system.  In  addition,  the  inequities  and  frustrations  caused  by 
inflation  are  likely  in  any  country  to  undermine  devotion  to  the  orderly  processes 
of  international  economic  cooperation. 

Fortunately,  many  governments  around  the  world  today  seem  to  be  displaying 
a  new  determination  to  master  the  basic  sources  of  inflation.  Budgetary  restraint 
is  now  the  order  of  the  day  in  many  countries  including,  as  Al  [Albert  Somners] 
pointed  out.  the  United  States.  Nonetheless,  we  have  a  long  fight  ahead  of  u.s,  and 
the  world  has  not  yet  been  made  safe  for  a  new  international  monetary  system. 
But  we  are  moving  in  the  right  direction,  and  international  monetary  ofl5cials 
around  the  world  seem  determined  that  they  will  be  ready  with  an  agreement 
by  the  time  economic  and  political  conditions  are  ripe  for  it.  Those  new  working 
groups  start  work  next  week.  In  fact  they  are  scheduled  to  meet  on  each  of  the 
3  days  of  the  rare  3-day  weekend  which  was  supposed  to  come  at  the  end  of  next 
week  in  the  United  States.  The  monetary  oflScials  are  making  progress  but  they 
have  obviously  failed  miserably  so  far  in  achieving  the  important  objective  of 
"fixed,"  "free"  weekends  with  "wider  margins." 


Exhibit  54. — Press  release,  October  17,  1973,  announcing  that  United  States 
formalizes  new  par  value  for  dollar 

The  United  States  announced  today  the  completion  of  the  technical  require- 
ments for  establishing  a  new  par  value  for  the  dollar  in  the  International  Mone- 
tary Fund.  This  action  formally  implements  the  10-percent  devaluation  proposed 
on  February  12,  1973,  but  has  no  significance  for  the  rate  at  which  the  dollar 
trades  in  foreign  exchange  markets  since  the  proposed  devaluation  was  im- 
mediately reflected  in  exchange  rates  upon  the  February  announcement. 

The  dollar's  new  par  value  is  equal  to  0.828948  special  drawing  right  and 
will  become  effective  at  12 :01  a.m.,  October  18.  1973.  The  par  value  of  the 
dollar  in  terms  of  gold  will  change  from  $38  to  $42.22  per  fine  troy  ounce 
(0.0236842  of  a  fine  troy  ounce) . 

Secretary  of  the  Treasury  George  P.  Shultz  proposed  the  change  in  a  letter 
of  October  15.  1973.  to  Managing  Director  H.  .Johannes  Witteveen  of  the  Inter- 
national Monetary  Fund,  and  the  Fund  announced  its  concurrence  today. 
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The  par  value  change  was  made  after  the  enactment  of  authorizing  legisla- 
tion on  September  21,  1973  [Public  Law  93-110]  and  completion  of  congressional 
action  on  October  13,  1973,  on  an  appropriation  to  provide  for  maintenance  of 
value  of  U.S.  subscriptions  in  the  international  financial  institutions. 


Exhibit  55.— Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker,  No- 
vember 13,  1973,  before  a  joint  hearing  of  the  House  Banking  and  Currency 
Subcommittee  on  International  Finance,  and  the  Joint  Economic  Committee 
Subcommittee  on  International  Economics,  on  the  current  status  of  inter- 
national monetary  reform 

The  recent  annual  meeting  of  the  International  Monetary  Fund  in  Nairobi 
marked  the  completion  of  a  year  of  negotiations  in  the  Committee  of  T\venty  to 
reform  the  international  monetary  system.  Alongside  these  formal  negotiations, 
the  past  year  has  also  been  marked  by  important  changes  in  the  actual  function- 
ing of  the  system.  I  am  glad  to  report  on  these  matters  to  your  two  subcommittees, 
and  I  particularly  appreciate  your  willingness  to  meet  jointly  on  tliis  occasion. 

The  status  of  monetary  reform  was  marked  by  three  procedural  steps  taken 
at  Nairobi :  Ministers  set  a  deadline  for  the  completion  of  a  basic  agreement 
on  reform  by  the  Committee  of  Twenty  by  July  31,  1974 ;  they  agreed  to  pro- 
cedures for  facilitating  the  Committee's  negotiations,  and  for  enabling  as  much 
work  as  po.ssible  to  be  completed  well  before  the  agreed  deadline:  and  they  i)ub- 
lished  a  "First  Outline  of  Reform"  summarizing  the  Chairman's  assessment  of 
the  status  of  the  negotiations  thus  far. 

The  deadline  for  reacliing  agreement  reflects,  I  believe,  the  collective  political 
determination  to  move  ahead  in  the  reform  work  with  a  clear  sense  of  urgency 
and  dedication.  In  a  sen.se,  it  is  a  prod  or  a  goad  to  the  technicians  and  ne- 
gotiators. But  it  is  also  a  realistic  assessment  both  of  what  is  attainable  and 
what  is  required.  There  is  no  doubt  in  my  mind  that,  in  setting  such  a  deadline, 
the  Ministers  mean  to  meet  it. 

More  generally,  the  tenor  of  the  discussions  at  Nairobi  ran  counter  to  some 
doubts  and  false  impressions  which  had  grown  in  some  minds  about  the  negotia- 
tions. Certainly,  tough  issues  central  to  the  negotiations  remain  imresolved.  But 
the  Nairobi  meeting  did  not  support  an  impression  that  the  negotiations  are  stale- 
mated, with  no  solution  possible  or  likely  within  a  reasonable  time.  Nor  did  I 
detect  any  feeling  among  the  politically  re.sponsible  Ministers  that  the  arrange- 
ments that  have  grown  up  over  the  last  2  years,  culminating  in  the  decisions 
last  March  of  a  number  of  nations  to  permit  their  currencies  to  float,  were  in 
themselves  a  satisfactory  substitute  for  organized  reform.  To  the  contrary,  I  be- 
lieve virtually  all  countries  went  to,  and  came  away  from.  Nairobi  attaching 
high  priority  to  the  reform  effort,  and  with  a  sense  that  the  remaining  issues 
could  be  resolved. 

To  assist  in  this  resolution,  a  schedule  of  Ministerial  meetings  of  the  Commit- 
tee was  tentatively  set  for  January  and  March  1974.  Meanwhile,  four  technical 
groups  have  been  established  to  explore  more  thoroughly  certain  aspects  of  the 
reform  proposals.  These  groups  are  designed  to  provide  smaller,  more  informal 
forums  for  detailed  study  of  individual  elements  that  might  be  included  in  a 
reformed  system,  including  adjustment  rules,  convertibility  arrangements,  the 
supply  and  composition  of  liquidity,  and  the  flow  of  resources  to  poorer  coun- 
tries. As  these  groups  complete  their  work,  together  with  related  efforts  by  the 
IMF  Executive  Board,  the  C-20  will  be  in  a  much  better  position  to  finally  decide 
upon  tlie  components  that  will  go  into  a  comprehensive  reform  iiaekage. 

The  "First  Outline  of  Reform"  released  at  Nairobi  notes  areas  of  agreement 
and  issues  yet  to  be  resolved.  The  assessment  is  the  Chairman's :  Governments 
are  not  committed  to  specific  language,  and  the  report  explicitly  and  correctly 
recognizes  that  agreement  on  any  particular  issue  is  subject  to  final  agreement 
on  the  reform  package  as  a  whole.  The  report  does,  however,  provide  a  useful 
benchmark  of  the  progress  that  has  been  made  in  some  areas,  and  helps  as  well 
to  highlight  certain  points  at  issue.  I  will  comment  on  several  of  these  in  turn. 

Adjustment 

The  problem  of  balance  of  payments  adjustment  is  a  central  issue  to  be  re- 
solved in  the  reform  negotiations.  At  the  highest  level  of  generality,  there  is 
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agreement  on  the  need  to  establish  clear  adjustment  rules  and  disciplines  fall- 
ing symmetrically  on  surplus  and  deficit  countries,  with  adequate  incentives  and 
pressures  for  enforcement.  However,  the  area  of  agreement  has  tended  to  break 
down  as  these  generalities  are  placed  in  a  more  operational  context. 

As  you  know,  the  United  States  has  attached  considerable  weight  to  the  use 
of  movements  of  reserves  as  a  so-called  objective  indicator  of  adjustment  needs. 
We  believe  this  is  particularly  important  in  the  context  of  a  system  of  general 
convertibility,  where  losses  of  reserves  in  any  event  bring  strong,  and  eventually 
irresistible,  pressures  for  adjustment  on  deficit  countries. 

In  general  terms,  as  the  "Draft  Outline"  suggests,  the  idea  of  using  a  reserve 
indicator  has  attained  support.  But  agreement  has  not  been  reached  on  the  weight 
to  be  placed  on  that  or  other  indicators  in  helping  to  guide  the  adjustment  process. 
In  the  jargon  that  has  grown  up,  the  question  revolves  around  the  degree  of 
presumption  toward  adjustment  action,  or  in  pressures  or  sanctions  to  be  applied, 
to  be  associated  with  an  objective  indicator. 

In  contrast  to  the  U.S.  view,  there  are  some  governments  that  would  prefer 
to  rely  much  more  fully  on  "assessment,"  meaning  a  more  subjective  evaluation 
emerging  out  of  a  consultative  process.  Certainly,  an  active  consultative  process 
is  an  essential  ingredient  of  an  effective  monetary  system.  But,  taken  alone, 
experience  shows  it  lacks  the  essential  discipline  and  certainty  that  will  be 
necessary.  Consequently,  present  efforts  are  concentrated  on  finding  an  appro- 
priate synthesis  combining  consultation,  assessment,  and  reserve  indicators 
in  a  coherent  and  workable  whole. 

Means  of  adjustment 

Questions  of  adjustment  encompass  not  only  which  nation  will  initiate  adjust- 
ment action  and  when,  but  which  instruments  of  adjustment  will  be  used — for 
instance,  whether  domestic  monetary  or  fiscal  policies,  exchange  rate  changes,  or 
controls.  Again,  as  a  broad  generality,  there  is  substantial  agreement  with  the 
concept  that  a  reformed  system  should  afford  national  governments  that  freedom 
of  choice  and  action  which  is  consistent  with  the  needs  of  the  system  as  a  whole. 
Moreover,  within  this  framework,  there  is  almost  universal  recognition  of  the 
need  to  make  the  exchange  rate  mechanism  more  flexible  and  accessible  as  an  in- 
strument of  adjustment  than  it  was  in  practice  in  the  Bretton  Woods  system.  Thus, 
changes  in  par  values  would  not  be  considered  so  exceptional  an  adjustment  meas- 
ure ;  there  would  be  some  provision  for  floating,  and  wider  margins  for  ex- 
change rate  fluctuation  above  and  below  established  par  values — on  the  order 
of  the  margins  agreed  to  provisionally  at  the  Smithsonian  Institution  for  non- 
dollar currencies — are  accepted  in  principle  as  a  desirable  permanent  feature 
of  the  system. 

This  degree  of  consensus  on  the  nature  of  the  exchange  rate  regime  is  summed 
up  in  the  ambiguous  phrase  "stable  but  adjustable  par  values,  with  provision 
for  floating  in  particular  situations."  That  phrase  is  obviously  too  vague,  and  too 
subject  to  different  interpretations,  to  represent  the  last  word  in  this  sensitive 
area.  For  instance,  some  countries  wish  to  circumscribe  the  floating  option  nar- 
rowly, by  stating  it  must  be  transitional  or  temporary,  by  closely  restricting  the 
definition  of  particular  circumstances,  and  by  directing  the  IMF  to  limit  its  use 
in  other  respects.  In  the  view  of  the  United  States  and  a  number  of  other  coun- 
tries, however,  practical  experience  strongly  suggests  that  the  so-called  float- 
ing option  must  not  be  so  narrowly  conceived ;  that  "particular  situations," 
impossible  to  define  adequately  in  advance,  may  well  arise  in  which  floating 
would  constitute  both  the  most  effective  and  least  disturbing  course  of  action 
OTpen  to  a    country  wishing  to  act  in  an  internationally  responsible  manner. 

Our  own  reform  proposals,  and  those  of  others,  contemplate  that  most  coun- 
tries— including  the  largest  nations — will  want  to  maintain  established  exchange 
rates ;  in  other  words,  that  par  values  will  remain  the  "center  of  gravity"  of  the 
system.  We  do  not  see  that  as  inconsistent  with  a  workable  floating  option.  What 
we  do  feel  is  that  the  es.sential  disciplines  and  rules  of  the  system  should  be 
applicable  both  to  the  management  of  par  values  and  to  the  management  of  float- 
ing exchange  rates  so  that  we  have  a  consistent  whole.  Indeed,  viewed  in  that 
light,  many  of  the  same  issues  arise  whatever  the  formalities  of  the  exchange 
rate  regime.  A  floating  exchange  rate,  in  my  judgment,  cannot  provide  a  country 
with  a  means  for  escaping  the  disciplines  and  constraints  inherent  in  being  a 
part  of  an  international  economy. 
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Convertibility  and  settlement 

Closely  related  to  provisions  for  adjustment  are  the  rules  to  govern  the  con- 
vertibility and  settlement  mechanism.  Again,  there  is  broad  agreement  that 
countries  maintaining  par  values  will  be  responsible  for  converting  into  agreed 
reserve  assets  those  official  balances  of  their  currencies  which  are  presented  to 
them  for  conversion.  Beyond  that  general  statement,  however,  some  countries, 
preoccupied  with  placing  strict  controls  on  use  of  national  currencies  in  a  new 
system,  would  prohibit  new  currency  holdings,  would  make  it  mandatory  that 
all  imbalances  from  whatever  source  be  settled  by  the  transfer  of  revenues  unless 
credits  are  internationally  negotiated,  and  would  centralize  virtually  all  offi- 
cial settlements  in  the  IMF. 

We  have  felt  that  such  a  system  would  be  overly  rigid  (as  well  as  overly 
complicated)  and  probably  break  down  in  the  face  of  .sudden  strains — for  ex- 
ample, from  large  movements  of  volatile  capital.  On  the  other  hand,  we  share  the 
concern  that,  in  the  context  of  a  new  system,  we  do  not  again  i^ermit  the  growth 
of  excessive  and  ultimately  destabilizing  balances  of  official  currency  holdings 
over  longer  periods  of  time. 

These  problems  would  appear  in  a  somewhat  different  light  if  at  least  the  main 
countries  adopted  a  so-called  multicurrency  intervention  system  instead  of,  as 
in  the  past,  centering  their  inter\'ention  in  the  exchange  markets  so  largely  in 
the  dollar.  One  of  the  technical  groups  is  now  examining  this  question. 

Controls 

Nearly  all  countries  are  agreed  that  there  should  be  a  strong  presumption  that 
controls  on  current  account  transactions  would  be  used,  if  at  all,  only  in  excep- 
tional cases.  However,  a  number  of  countries  see  a  more  prominent  role  for  capi- 
tal controls.  We  have  taken  the  view  that  it  is  the  existence  of  controls,  not 
their  absence,  which  must  be  justified.  We  want  a  system  which  would  tend 
toward  an  international  equilibrium  consistent  with  market  forces,  rather  than 
a  balance  achieved  only  by  prolonged  use  of  controls.  The  effectiveness  of  con- 
trols has,  in  any  event,  been  demonstrated  to  be  limited  in  the  face  of  powerful 
speculative  forces. 

Reserve  assets 

The  view  is  widely  held  that  SDK's — as  appropriately  modified  and  perhaps 
renamed — might  take  on  the  role  of  unit  of  account,  or  numeraire,  and  in  time 
become  the  main  reserve  asset  in  the  new  system.  Consistent  with  this  view,  the 
diminishing  trend  in  the  official  monetary  role  of  gold  would  be  continued,  and 
currencies  should  have  a  much  smaller  role  than  in  the  recent  past. 

A  number  of  difficult  and  complicated  technical  questions  need  to  be  resolved 
in  this  area  concerning  the  methods  of  valuing  SDK's  relative  to  currencies,  the 
remaining  role  for  gold  in  the  system,  and  the  means  of  assuring  a  satL^factory 
total  and  composition  of  reserv'es.  However,  I  am  convinced  that  workable  an- 
swers are  available  to  these  essentially  technical  problems. 

I  am  frankly  less  sanguine  about  other  a.spects  of  the  problem  where  the  tech- 
nical aspects  are  less  formidable,  but  where  there  is  a  \\ide  gulf  in  philosophy, 
differences  in  political  perceptions,  or  large  practical  problems  of  implementation. 

I  am  most  seriously  concerned  about  the  various  proposals  for  linking  the 
creation  of  SDK's  to  development  assistance — an  approach  which  many  develop- 
ing countries  have  presented  as  an  essential  element  in  monetary  reform.  Yet, 
this  approach  seems  to  us  to  threaten  at  the  very  start  the  chances  for  making 
the  SDR  the  centerpiece  of  the  reserve  system  by  creating,  at  the  least,  su.spicion 
that  the  monetary  role  would  in  practice  be  subordinated  to  the  need  for  aid. 
The  need  for  rea.sonable  quantities  of  international  develojjment  assistance  sus- 
tained over  time  seems  to  me  plain.  The  question  is  how  that  aid  should  be  pro- 
vided— whether  in  the  long-accepted  manner  by  explicit  political  decisions 
involving  .specific  legi-slative  consideration,  or  by  incorporating  aid  within  the 
process  of  international  liquidity  creation,  with  the  implicit  danger  that  neither 
objective  is  well  served. 

Most  approaches  to  monetary  reform  implicitly  or  explicitly  a.ssume  a  large 
consolidation  of  existing  official  holdings  of  dollars  or  other  foreign  currencies 
in  official  reserves.  Technically,  such  a  consolidation  appears  readily  feasible,  by 
a  combination  of  funding  or  by  conversion  of  currencies  into,  say.  SDK.  However, 
as  the  discussions  have  proceeded,  it  is  apparent  few  countries  wish  to  .see  their 
reserves  reduced  or  made  substantially  less  liquid,  and  many  countries  value 
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highly  their  present  freedom  to  hold,  and  handle  flexibly,  currencies.  Conse- 
quently, the  more  philosophical  attachment  to  the  concept  of  sharply  reduced 
currency  holdings  in  the  system  as  a  whole  is  diluted  by  the  more  practical 
attachment  to  the  retention  of  maximum  flexibility  by  individual  countries.  The 
possibilities  of  achieving  a  solution  to  this  dilemma  will  need  to  be  explored 
through  detailed  investigation,  with  the  objective  of  flnding  whether  specific 
terms  and  conditions  for  consolidation  can  be  found  acceptable  to  debtors  and 
creditors  alike. 

Finally,  I  should  note  there  is  widespread  recognition  that  the  structure  of 
the  International  Monetary  Fund  should  be  modified,  and  that  the  relations  be- 
tween the  Fund  and  other  organizations  with  international  economic  responsibili- 
ties should  be  closer,  more  consistent,  and  better  coordinated.  But  the  C-20  has 
yet  to  give  detailed  consideration  to  specific  possibilities. 

The  interim  system 

The  international  economic  environment,  which  forms  a  backdrop  for  monetary 
developments,  has  in  recent  months  had  to  adjust  to  and  absorb  the  impact  of 
some  serious  disturbances.  We  have  experienced  rapid  worldwide  inflation.  Wide- 
spread and  severe  shortages  of  agricultural  commodities  and  energy  have  devel- 
oped. We  have  seen  renewed  international  political  turmoil  in  the  form  of  a  war 
in  the  Middle  East. 

Yet,  I  can  report  these  disturbances  have  not  had  a  jarring  impact  on  the  in- 
terim international  monetary  arrangements  introduced  last  March. 

Faced  with  the  large  uncertainties  arising  not  only  from  changes  in  the  eco- 
nomic environment,  but  also  from  the  necessary  adjustments  in  exchange  rates 
earlier  in  the  year,  the  regime  of  floating  exchange  rates  among  the  major 
industrial  countries  has  been  accompanied  by  fairly  wide  fluctuations  in  the 
value  of  particular  currencies  at  particular  times.  At  one  point,  during  the  sum- 
mer, the  market  became  somewhat  unsettled.  But  viewed  in  its  entirety,  the  flexi- 
ble new  arrangements  appear  to  have  proved  their  worth  during  this  transitional 
period.  They  have  helped  to  insulate  individual  currencies,  and  economies,  from 
the  shocks  and  imbalances  arising  abroad  during  a  diflScult  and  uncertain  period. 
Trade  and  investment  have  continued  to  flourish.  The  atmosphere  of  repeated  and 
continuing  crises  has  faded.  Given  the  circumstances,  could  any  other  arrange- 
ment have  done  as  well? 

To  be  sure,  during  the  late  spring  and  early  autumn,  there  were  movements 
in  certain  exchange  rates  beyond  what  most  observers  felt  necessary  or  desirable 
in  light  of  basic  economic  conditions.  These  movements  were  not  generalized — 
they  were  concentrated  in  the  value  of  a  relatively  few  European  currencies. 
Nor  were  they  entirely  unforeseeable  or  unreasonable,  given  that  underlying 
payments  disequilibria  remained  large.  There  was  inevitable  uncertainty  fol- 
lowing the  very  substantial  exchange  rate  realignments  which  had  taken  place, 
and  domestic  political  developments  in  the  United  States  were  receiving  wide 
comment. 

Naturally,  these  movements  were  the  source  of  some  concern.  To  the  extent 
it  could  be  helpful  in  maintaining  an  orderly  market  and  in  encouraging  con- 
fldence,  limited  oflScial  intervention  was  imdertaken.  Since  July,  exchange  rates 
have  moved  generally  in  the  reverse  direction,  alleviating  these  concerns.  The 
exchange  rates  between  the  dollar  and  the  jointly  floating  European  curren- 
cies are  now  rather  close  to  the  levels  established  after  our  February  devalua- 
tion, and  the  dollar  is  stronger  against  several  other  currencies. 

A  critically  important  factor  in  explaining  the  restored  confldence  in  the 
dollar  and  the  more  satisfactory  performance  of  the  exchange  markets  in 
recent  months  is  the  improvement  in  the  underlying  U.S.  balance  of  payments 
position.  Earlier  this  year,  there  was  a  good  deal  of  uncertainty  in  everyone's 
mind  as  to  when  we  could  expect  to  see  real  progress  in  restoring  the  U.S. 
trade  balance.  Following  the  Smithsonian  exchange  rate  changes,  we  had  seen 
a  continued  marked  deterioration  in  our  trade  figures — with  the  trade  balance 
moving  from  a  deficit  of  $2.7  billion  in  1971  to  a  deficit  of  $6.9  billion  last  year. 
Much  of  this  was  anticipated.  The  deterioration  of  our  basic  competitive  posi- 
tion was  deepseated,  devaluation  initially  worsened  the  trade  position,  and 
cyclical  developments  were  adverse.  Nonetheless,  it  w^as  unsettling,  and  a  con- 
siderable lag  in  response  could  have  been  anticipated  following  the  February 
realignment. 

In  the  event,  marked  improvement  in  our  trading  accounts  has  been  evident 
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throughout  the  year.  Successive  quarters  have  brought  figures  $3-$4  billion 
better  at  annual  rates  than  the  preceding  quarter.  Including  a  surprisingly 
strong  showing  in  September,  the  trade  balance  was  in  surplus  by  over  $.'i  bil- 
lion at  an  annual  rate  in  the  third  quarter — the  first  such  surplus  since  the 
first  quarter  of  1971.  Even  discounting  the  Septeuibt-r  surplus,  the  prospect  is 
for  continued  improvement  in  the  U.S.  position.  The  exceptional  strength  of 
our  agricultural  trade — with  the  balance  rising  by  $7-$S  billion  over  a  year 
ago — accounted  for  the  great  bulk  of  the  recovery  in  our  trade  position  this 
year.  This  will  not  recur.  As  time  passes,  we  must  count  more  heavily  on  ex- 
tending recent  gains  in  the  manufactured-goods  sector. 

Like  all  the  major  industrial  countries  in  varying  degree,  the  United  States 
faces  a  sharply  rising  import  bill  for  energy  products.  Obviously,  this  will 
cut  into  gains  in  our  trade  balance  directly,  as  well  as  place  new  pressures 
on  the  internal  price  structure.  I  cannot  estimate  with  accuracy  the  full  impact 
of  this  development,  but  it  does  plainly  underscore  the  continuing  challenge  of 
dealing  with  our  inflation  and  maintaining  a  strong  competitive  position. 

If  we  can  succeed  in  those  tasks,  then  we  can  anticipate  that  the  U.S.  exter- 
nal position  will  also  be  bolstered  in  the  period  ahead  by  strong  interest  in 
long-term  investment  in  the  United  States,  as  well  as  by  some  reflows  of 
funds  whicli  left  this  country  during  periods  of  speculation  against  the  dollar. 
In  the  longer  run,  we  should  receive  a  considerable  share  of  the  investments 
of  the  oil-producing  countries  themselves  because  of  the  broad  range  of  attrac- 
tive investment  opportunities  available  in  this  country. 

Improvement  in  the  U.S.  balance  of  payments  and  a  reasonably  strong  dollar 
are  indispensable  to  effective  functioning  of  a  reformed  international  monetary 
system.  But  we  should  not  mistake  this  welcome  development,  and  calmer 
market  conditions,  for  reform  itself. 

In  the  end,  we  seek — and  need — a  code  of  conduct  or  system  of  rules,  broadly 
perceived  to  be  in  the  common  interest,  to  govern  conduct  when  the  actions  of 
one  nation  impinge  on  another.  It  is  diflScult  enough  to  maintain  harmonious 
international  economic  relations  when  nations  know  what  is  exiiected  of  them. 
Without  such  rules,  the  potential  for  conflict  eventually  will  become  unaccep- 
tably  great. 

I  would  hope  that  a  year  from  now  we  will  be  able  to  come  to  the  Congress 
with  specific  proposals  for  legislation  to  implement  agreement  on  reform.  I 
recognize  that  this  is  an  ambitious  target.  Turning  a  general  agreement  into 
a  detailed  legal  agreement  can  be  a  laborious  and  time-consuming  process.  But 
I  also  recognize  that,  at  a  certain  point,  a  search  for  perfection  in  an  imi)erfect 
world  can  be  an  illusion.  Our  objective  must  be  to  get  the  essential  points  right, 
and  to  move  with  all  deliberate  speed  to  pin  down  that  agreement. 


Exhibit  56. — Press  releases,  December  26,  1973,  announcing  new  adjustments 
in  the  capital  outflow  restraint  programs 

The  United  States  is  making  new  adjustments  in  the  various  programs  that 
restrain  capital  flows  out  of  the  country.  These  modifications  are  in  line  with 
the  administration's  objective  of  phasing  out  the  restraint  programs.  Details 
of  these  actions  are  described  in  separate  announcements  made  today  by  the 
Treasury  and  Commerce  Departments  and  the  Board  of  Governors  of  the 
Federal  Reserve  System. 

The  measures  taken  are  consistent  with  the  improvement  which  is  taking 
place  in  the  U.S.  balance  of  payments  iwsition  and  with  a  desire  to  eliminate 
barriers  to  international  capital  movements.  In  the  same  context,  the  Treasury 
Department  will  be  conferring  with  the  Congress  during  1974  on  the  question 
of  eliminating  the  withholding  and  estate  taxes  applicable  to  foreign  investors 
in  the  United  States. 

Interest  Equalization  Tax 

The  Treasury  Department  today  annoimced  that,  pursuant  to  an  Executive 
order  signed  by  the  President  [Executive  Order  Xo.  11754].  the  interest 
equalization  tax  (lET)  applicable  to  acquisitions  of  foreign  stock  and  foreign 
debt  obligations  will  be  reduced  from  the  present  rate  of  approximately  three- 
quarters  of  1  percent  to  a  new  rate  of  approximately  one-quarter  of  1  percent. 
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The  new  lower  lET  rate  schedule  will  be  applicable  to  trades  and  acquisitions 
of  foreign  stock  or  obligations  made  after  December  31, 1973. 

The  lET  has  been  in  effect  since  July  1963,  as  a  means  of  helping  to  restrain 
flows  of  capital  from  the  United  States  into  portfolio  investments  in  other 
developed  countries.  Under  the  lET  law,  the  President  has  authority  to  vary 
the  effective  rate  of  tax  between  zero  and  the  equivalent  of  11/2  percent  per 
annum  on  purchases  of  foreign  securities  subject  to  the  tax.  The  last  change 
in  the  rate  of  the  tax  was  on  April  5,  1969,  when  it  was  reduced  from  li/i  percent 
to  %  percent  per  annum. 

Foreign  Direct  Investment  Program 

Robert  H.  Enslow,  Director,  OflSce  of  Foreign  Direct  Investments  of  the 
Department  of  Commerce,  announced  today  the  following  liberalization  in  the 
foreign  direct  investment  program  effective  for  1974. 

1.  The  minimum  worldwide  allowable  available  to  smaller  direct  investors 
will  be  raised  from  $10  million  to  $20  million. 

2.  The  earnings  allowable  will  be  increased  from  60  percent  to  100  per- 
cent of  foreign  affiliate  earnings  for  either  1973  or  1974,  at  the  direct 
investor's  election.  This  will  permit  compliance  with  the  regulations 
without  the  necessity  of  foreign  earnings  remittance. 

3.  A  new  "debt  repayment  allowable"  will  be  added  to  the  regulations 
which  will  authorize  a  direct  investor  to  repay  20  percent  of  its  total 
outstanding  foreign  borrowing  allocated  to  positive  direct  investment 
as  of  the  end  of  the  1973  compliance  year.  This  repayment  allowable  will 
be  in  addition  to  the  minimum,  historical,  and  earnings  allowables.  The 
minimum,  historical,  and  earnings  allowables  will  not,  however,  be 
available  for  debt  repayment,  and  direct  investors  will  not  be  permitted 
to  reduce  outstanding  foreign  debt  below  80  percent  of  amount  allocated 
effective  as  of  yearend  1973.  The  regulations  will  operate  to  permit  repay- 
ment of  specific  outstanding  debt  obligations,  but  direct  investors  will 
be  required  to  refinance  aggregate  repayments  in  excess  of  the  20  percent 
repayment  allowable.  Relief  for  borrowing  hardship  situations  will  con- 
tinue to  be  available  through  specific  authorization. 

Mr.  Enslow  stated  that  the  1974  liberalization  is  in  accordance  with  the  Nixon 
administration's  commitment  to  eliminate  capital  controls  by  the  end  of  1974. 
These  changes  will  substantially  reduce  the  burden  on  direct  investors  to  finance 
foreign  investment  with  new  long-term  foreign  borrowing  while  at  the  same 
time  moderating  any  adverse  impact  arising  from  repayment  of  existing  foreign 
borrowing.  Mr.  Enslow  said  that  the  text  of  the  amendments  to  the  regulations 
will  be  published  in  the  Federal  Register  in  the  near  future. 

Voluntary  Foreign  Credit  Restraint  Program 

The  Board  of  Governors  of  the  Federal  Reserve  System  today  issued  amendr 
ments  to  its  voluntary  foreign  credit  restraint  (VFCR)  guidelines  that  will 
increase  foreign  lending  and  investment  ceilings  for  banks  and  other  financial 
institutions  subject  to  the  program  and  that  will  eliminate  differences  in  the 
degrees  of  restraint  on  lending  in  developed  countries. 

The  announcement  is  being  made  in  conjunction  with  actions  by  the  Treasury 
and  Commerce  Departments  to  change  the  interest  equalization  tax  (lET) 
and  the  foreign  direct  investment  regulations.  The  three  programs  constitute 
a  set  of  restraints  on  capital  outflow  that  have  been  part  of  an  overall  Govern- 
ment program  to  help  the  U.S.  balance  of  payments.  The  Federal  Reserve  has 
administered  the  VFCR  program  since  early  1965  at  the  request  of  the 
President. 

The  VFCR  amendments  approved  by  the  Board,  effective  January  1,  1974, 
are  as  follows : 

(1)  The  present  ceiling  for  each  commercial  bank  is  increased  to  $10  million 
or  to  an  amount  4  percent  above  the  ceiling  in  effect  immediately  prior  to  the 
present  revision.  Heretofore  ceilings  have  ranged  upward  in  size  from  $500,000, 
depending  on  the  size  of  the  bank  or  on  its  historical  record  in  foreign  lending. 
Banks  without  ceilings  could  hold  foreign  a.ssets  of  types  subject  to  restraint 
up  to  the  lesser  of  (a)  $500,000  or  (b)  2  percent  of  their  end-of-1970  total 
assets.  Under  the  amendment,  the  $500,000  minimum  figure  for  banks  with  ceil- 
ings is  now  $10  million.  Banks  previously  without  ceilings  but  adopting  them 
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under  the  amendment  will  be  expected  to  observe  the  established  principle  that 
the  ceilings  are  for  loans  generated  directly  by  the  "newcomer"  bank  and  not 
for  loans  initiated  by  other  U.S.  banks. 

(2)  The  request  that  banks  refrain  from  making  nonexport  loans  with  matu- 
rities of  over  1  year  to  residents  of  the  developed  countries  of  continental  Western 
Europe  is  eliminated.  Such  loans  by  a  bank  will  be  left  to  compete  for  the 
bank's  available  guideline  ceiling  with  loans  to  borrowers  in  other  foreign 
areas.  In  general,  such  loans  are,  and  will  at  this  time  remain,  subject  to  the 
lET. 

(3)  U.S.  agencies  and  branches  of  foreign  banks  will  have  a  ceiling  of  at 
least  $10  million  for  making  foreign  loans  and  other  investments  of  types 
restrained  under  the  program.  The  present  minimum  ceiling  is  $1,000,000. 

(4)  Agencies  and  branches  will  be  able  to  recalculate  the  '"ba-se  net  foreign 
position,"  which  determines  the  relationship  between  their  foreign  lending 
and  foreign  borrowing,  by  using  96  percent  of  their  foreign  liabilities  for  June  30, 
1973.  They  will  thereby  be  allowed  to  increase  foreign  assets,  or  to  decrea.<5e 
foreign  liabilities,  by  approximately  4  percent  from  amounts  determined  by 
the  previous  formula. 

(5)  The  restraint  against  term  loans  to  the  developed  countries  of  con- 
tinental Western  Europe  will  be  dropped  for  agencies  and  branches,  as  it  is 
being  dropped  for  banks. 

(6)  The  ceiling  of  each  nonbank  financial  institution  (which  includes,  among 
others,  insurance  companies,  finance  companies,  and  mutual  funds  i  will  be  in- 
creased to  an  amount  5  i>ercent  above  that  in  effect  at  the  end  of  1972  or  to 
$2  million,  whichever  is  higher. 

(7)  Tlie  request  that  nonbank  financial  institutions  refrain  from  increasing 
their  loans  and  investments  in  the  devebiped  countries  of  continental  Western 
Europe  beyond  the  amount  held  at  the  end  of  lJ>(>s  is  eliminated.  Any  increa.se 
in  such  investments  is  left  to  compete  for  available  latitude  under  an  institution's 
guideline  ceiling  with  other  foreign  loans  and  investments.  The  lET  will  con- 
tinue to  apply  to  some  of  tlie.se  loans  and  investments. 

(8)  Periodic  reports  will  continue  to  be  filed  by  all  l)anking  institutions  with 
$500,000  or  more  in  foreign  assets  and  by  all  nonbank  financial  institutions  with 
$500,000  or  more  in  foreign  a.s.sets  of  tyi^es  subject  to  restraint  or  with  $5 
million  or  more  of  total  foreign  assets. 


Exhibit  57.— Statement  by  Secretary  Shultz,  January  17,  1974,  at  the  fifth  meet- 
ing of  the  Committee  of  Twenty,  on  the  need  for  international  economic 
cooperation 

Gentlemen,  we  scheduled  this  meeting  because  we  had  a  common  belief  that 
working  together  there  was  much  we  could  accomplish  through  imi)roving 
our  international  monetary  arrangements.  We  felt  we  could  reach  agreements 
which,  together  with  tho.se  achieved  eLsewhere,  would  promote  international 
cooperation  and  allow  each  of  our  nations  to  derive  greater  benefit  from  inter- 
national trade  and  investment. 

Since  the  meeting  was  scheduled,  most  of  the  nations  represented  here — both 
more  developed  and  less  developed — have  found  the  prospects  for  their  economic 
activit.v.  prices,  and  balance  of  payments  sharply  worsened.  Any  economic 
betterment  we  can  contril)ute  through  international  cooperation  is.  therefore, 
now  even  more  urgently  needed  than  before.  And  that  international  coopera- 
tion is  all  the  more  essential,  since  we  do  not  know  with  any  certainty  which 
nations  among  us  are  likely  to  be  most  seriously  afflicted  by  the  new 
developments. 

In  these  circumstances,  the  logic  seems  to  me  compelling  to  act  as  do  the 
members  of  a  mutual  insurance  society  who  recognize  a  common  interest  in 
pledging  to  spread  the  impact  of  a  calamity  which  could  otherwise  fall  with 
concentrated  force  on  any  one  of  the  members.  At  the  same  time,  of  course,  we 
must  not  only  insure  against  the  risk ;  our  more  basic  task  is  to  do  all  we  can 
to  reduce  it. 

It  is  imperative,  therefore,  that  we  make  the  most  of  our  meeting.  But, 
after  a  change  in  economic  circumstances  without  precedent  in  magnitude 
and  suddenness  in  peacetime,  we  obviously  must  rethink  our  priorities  in  the 
area  of  monetarv  reform.  And  we  must  act  in  the  financial  area  with  a  full 
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realization  that  our  response  to  the  current  threat  of  economic  instability  will 
be  viewed  as  a  fundamental  test  of  our  willingness  to  cooperate  intemationally. 

A  number  of  governments,  the  oil  exporters,  have  demonstrated  that  they  can 
act  in  pursuit  of  immediate  political  and  economic  objectives.  In  doing  so,  the 
clear  danger  is  that  they  will  create  severe  economic  disruption  for  other 
nations  and  ultimately  for  themselves  as  well. 

Now  we  must  demonstrate  that  we  can  achieve  joint  action  among  a  much 
larger  number  of  countries  and  in  a  more  broadly  beneficial  manner.  We  must 
develop  a  broader  cooperation  which  meets  the  legitimate  aspirations  of  the 
oil  producers  for  an  appropriate  level  of  compensation  for  their  current 
production  and  for  secure  and  profitable  opportunities  for  investing  their 
financial  resources,  while  assuring  that  they  in  turn  meet  their  responsibilities 
for  producing  in  reasonable  amounts  without  capricious  manipulation  of  sup- 
plies or  prices.  We  must  develop  a  broader  cooperation  that  does  not  undermine 
economic  development  in  any  areas  of  our  world. 

This  meeting  of  ministers  of  finance  is  not  the  proper  forum  for  discussions 
of  all  the  implications  of  the  new  developments  in  the  field  of  energy.  Primary 
work  must  be  undertaken  elsewhere  on  agreements  for  the  maintenance  of 
appropriate  levels  of  supplies  and  prices,  on  research  and  development,  on  con- 
servation, on  alternative  energy  sources,  and  on  emergency  sharing  of  supplies. 

President  Nixon,  to  insure  that  all  this  work  is  undertaken  promptly,  has 
issued  an  invitation  for  a  meeting  in  Washington  to  ministers  of  a  number  of 
oil-consuming  countries,  together  with  the  Secretary  General  of  the  OECD  and 
the  President  of  the  Executive  Commission  of  the  EC.  It  is  the  President's  belief, 
I  know,  that  this  small  group  can  launch  most  expeditiously  the  preparatory 
work  which  will  permit  substantive  and  productive  meetings  to  take  place 
in  the  near  future  on  a  broader  basis  among  representatives  of  the  oil  producers 
and  the  oil  consumers  from  all  parts  of  the  world.  The  ultimate  objective  is  a 
set  of  international  arrangements  which  will  permit  economic  development  to 
continue  on  a  secure  basis  in  all  parts  of  the  world. 

The  recent  price  increases  and  supply  disturbances  of  oil  have  created  un- 
certainty, which — even  apart  from  the  direct  costs  involved — is  detrimental  to 
economic  development.  And,  when  the  newly  announced  prices  are  applied  to 
estimates  of  oil  consumption  which  are  in  the  neighborhood  of  previous  fore- 
casts for  1974  and  later  years,  the  arithmetic  results  are  staggering.  We  have 
seen  estimates,  for  example,  of  an  increase  in  the  costs  of  imported  oil  in  1974 
of  more  than  $75  billion  just  from  the  price  increases  of  the  last  few  months. 
Similar  calculations  for  later  years  yield  even  larger  numbers.  In  appraising 
these  estimates,  however,  I  believe  we  must  be  driven  to  the  conclusion  they 
are  simply  not  realistic. 

At  the  prices  used  in  these  calculations  the  consuming  countries  will  not — 
and  in  some  cases  probably  cannot — import  such  large  volumes.  In  the  more 
developed  countries  the  combination  of  consumer  choice  and  government  controls 
is  bound  to  restrict  consumption  of  imported  oil  substantially  even  in  the  short 
run.  Increasingly  over  time,  imports  will  fall  even  further  behind  earlier  fore- 
casts, not  only  from  reductions  in  consumption,  but  also  from  increases  in 
production  from  alternative  energy  sources  which  have  become  economic  by 
comparison.  With  the  economic  incentives  which  now  exist,  I  suspect  we  shall 
all  be  surprised  by  the  new  ways  of  producing  and  of  saving  energy  which 
"come  out  of  the  woodwork." 

The  impossibility  of  the  initial  projections  of  mammoth  increases  in  import 
bills  for  oil  is  particularly  obvious  for  the  less  developed  countries  which  are 
not  oil  producers.  I  have  seen  estimates  that  their  import  bill  alone  would 
increase  by  more  than  $10  billion  in  1974,  an  amount  in  excess  of  the  total  of 
oflBcial  assistance  which  they  have  been  receiving  in  recent  years.  Clearly  it 
would  not  be  possible  for  these  countries  to  absorb  such  increases. 

Conceivably  these  countries  could  turn  to  the  oil  producers  to  borrow  some 
portion  of  the  increased  cost.  But  many  of  these  governments  are  already  near 
the  limits  of  prudent  indebtedness.  Moreover,  it  is  one  thing  to  borrow  for  a 
promising  investment  project  which  will  generate  increasing  revenues  in  the 
future,  but  it  is  a  far  different  and  dangerous  course  to  borrow  large  amounts  to 
cover  current  consumption.  Of  course,  the  more  developed  nations  must  maintain 
their  assistance  programs  but,  in  addition,  to  meet  the  new  needs,  some  of  the 
oil  producers  must  provide  a  substantial  amount  of  grant  assistance  if  current 
welfare  and  future  development  are  not  to  be  drastically  reduced  in  many  areas 
whose  levels  of  economic  welfare  are  already  abysmally  low. 
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Even  after  the  inevitable  reduction  in  future  levels  of  imports,  the  increasing 
cost  of  imported  energy  in  the  near  future  will  still  he  huge.  The  secondary  ef- 
fects in  terms  of  the  availability  of  such  derived  prmlucts  as  fertilizer  must  also 
be  recognized.  The  extra  funds  paid  by  the  imi»orrers  will  inevital)ly  mean  a 
decline  in  their  terms  of  trade,  a  burden  upon  their  economies,  and  a  heavy  bur- 
den on  efforts  to  manage  common  affairs  cooperatively.  Of  course,  the  funds  paid 
Ijy  importers  ^vill  not  disai)pear  from  the  face  of  the  earth.  They  will  be  used  by 
the  recipients  in  part  for  increased  purchases  of  gotxls  and  services  and  in  sub- 
stantial part  for  investment  in  other  countries.  These  reflows  will  collectively 
redress  the  payments  positions  of  those  countries.  But  in  the  new  circumstances 
there  inevitably  is  great  uncertainty  as  to  which  countries  will  receive  these 
reflows. 

Naturally  we  in  the  U.S.  Government  are  hopeful  that  our  businessmen  will  be 
comiJetitive  with  their  exports,  and  we  know  that  we  have  a  large  and  smoothly 
functioning  market  for  investments.  Yet,  for  us  as  for  others,  tliere  is  great  un- 
certainty as  to  what  will  be  the  net  imjKict  of  the  new  oil  developments  on  our 
payments  position.  We  had,  after  all,  been  scheduled  to  be  the  world's  single 
largest  importer  of  oil  during  the  next  few  years.  Tlie  oil  price  increases  are 
likely  in  the  short  run  to  cause  for  us  an  even  larger  percentage  increase  in  tlie 
total  cost  of  imports  than  will  be  the  case  for  most  major  countries  in  Europe, 
since  oil  looms  larger  among  our  imi)orts. 

For  me  these  new  developments  ha\e  three  l)asic  implications  for  (nir  work  on 
monetary  reform  in  the  Committee  of  Twenty  : 

First,  we  must  demonstrate  that  we  can  achieve  inrematlonal  economic  co- 
operative agreements  in  a  timely  fashion.  It  is  imperative  that  we  reach  a  sun- 
stantive  agreement  by  the  date  which  we  have  already  set  for  ourselves,  July  31 
of  this  year. 

Second,  in  doing  so,  we  must  reorder  our  thinking  to  take  fully  into  account 
the  new  conditions  and  the  new  uncertainties  whicli  have  been  thrust  upon  our 
international  affairs.  Our  monetary  reform  agreements  must  not  attempt  to  im- 
pose upon  the  system  a  rigidity  which  hampers  response  to  future  developments 
including,  for  instance,  the  possibility  of  a  surfeit  of  energy  supplies  around  the 
world  in  a  few  years  time.  Rather,  we  must  agre<'  on  rules  and  procedures  to 
insure  there  will  be  prompt  adjustment  in  response  to  developing  international 
monetary  imbalances.  We  must  try  to  avoid  the  mi.stake  of  giving  to<i  much 
weight  to  present  conditions  by  simply  extrapolating  them  far  into  the  future, 
while  setting  the  flexibility  necessary  to  adapt  and  evolve  the  system  to  meet 
future  developments. 

Third,  we  must  design  financial  mechanisms  and  arrangements  to  deal  with 
the  present  problem.  But  we  must  be  realistic  and  recognize  that  the  present 
problem  is  literally  unmanageable  for  many  countries.  The  oil-producing  coun- 
tries have  to  recognize  this  simple  fact  and  cooperate  with  the  rest  of  the  world 
in  scaling  down  the  magnitude  of  the  financial  prol)lem  to  manageable  propor- 
tions. Once  that  is  accomplished  we  must  still  Itring  together  the  countries  that 
have  investment  opportunities  with  oil-producing  countries  whicli  have  investable 
funds,  so  that  major  destabilizing  forces  in  the  world  economy  are  avoide<l. 

If  we  manage  our  affairs  properly,  it  will  plainl.v  make  economic  .sense  all 
around  for  producers  to  pump  oil  in  excess  of  their  current  revenue  needs  so  that 
oil  wealth  can  be  put  to  uses  which  generate  a  greater  return  than  would  result 
from  letting  that  oil  increase — or  ixissibly  decrease — in  value  while  lying  in  the 
ffround.  In  fact,  however,  that  oil  is  not  likely  to  be  produced  unless  the  pro 
ducers  of  the  oil  and  the  custodians  of  the  investment  projects  can  be  brought 
together  in  a  manner  in  which  each  participant  feels  he  can  rely  on  the  contrac- 
tual relationships  with  the  other.  There  may  be  possibilities  for  collective  action 
which  should  be  given  con.sideration  in  this  area. 

All  these  ta.sks  I  have  ju.st  mentioned  are  ones  for  which  we  as  Finance  Min- 
isters must  take  primary  responsil)illty.  But  our  responsibilities  for  constructive 
response  to  the  new  circumstances  will  not  end  there.  We  also  have  a  vital  role 
to  nlay  in  facilitating  future  trade  negotiations. 

The  recent  experience  of  abrupt,  major  .shifts  in  world  .supply-demand  rela- 
tion.ships  in  certain  commodities  has  caused  us  all  to  rethink  our  policies  and 
our  methods  of  economic  management,  domestically  and  internationally.  In  this 
rethinking,  some  have  concluded  that  recent  proj)os;ils  for  trade  negotiations 
should  be  put  aside  in  view  of  more  pressing  problems  like  the  energy  .supply 
constrictions  and  price  ri.ses  or  alleged  world  food  shortages.  That  is  the  wrong 
conclusion. 
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The  effort  to  embark  on  trade  negotiations  has  much  in  common  with  our  ef- 
forts in  the  monetary  field :  on  the  one  hand,  to  solve  specific  problems,  and  on 
the  other  hand,  to  bring  about  a  negotiating  process  and  improved  framework 
for  trade  relations  which  would  help  deal  more  effectively  with  new  problems 
as  they  arise.  The  recent  difficulties,  to  me,  argue  more  strongly  than  ever  for 
getting  moving  on  the  process  of  trade  negotiations. 

The  exact  way  in  which  we  go  about  this  and  the  new  priorities  that  may  be 
emerging — including  the  avoidance  of  export  restrictions — will  need  close  ex- 
amination. But  it  is  imperative  that  the  process  itself  be  set  in  motion  now. 

While  this  broader  process  is  getting  underway,  we  have  to  ensure  that  nothing 
is  done  to  make  the  situation  worse  now.  No  country  can  take  unilateral  restric- 
tive trade  or  monetary  measures  to  benefit  some  selected  section  of  its  economy 
or  its  current  balance  of  payments  at  the  cost  of  others  without  generating  still 
greater  turmoil  in  world  economic  relations.  There  would  inevitably  be  coimter- 
measures.  Unilateral  trade  or  monetary  actions  which  are  generated  by  energy 
problems  or  similar  difficulties  would  be  counterproductive.  Any  new  trade  or 
monetary  actions  should  be  considered  in  the  most  careful  way  in  this  delicate 
time,  and  should  be  kept  consistent  with  mutual  interests  and  obligations.  Bi- 
lateral agreements  between  oil-producing  and  oil-consuming  countries  should 
themselves  be  fitted  into  an  internationally  agreed  framework. 

As  Finance  Ministers,  with  our  particular  knowledge  of  the  dangers  of  eco- 
nomic instability  and  autarchic  policies,  we  must  impress  upon  our  national  col- 
leagues the  dangers  of  attempting  to  "go  it  alone"  in  international  economic 
affairs  in  today's  circumstances.  We  must  recognize  monetary  cooperation  plays 
a  large  part,  but  still  only  a  part,  in  the  broad  effort  needed  to  respond  to  the 
new  economic  challenges.  With  cooperation,  we  can  find  a  balance  in  the  essen- 
tial needs  of  oil  producers  and  consumers.  With  intelligence  and  understanding, 
we  can  avoid  unemployment  through  excesses  of  financial  restraint  at  home.  If 
we  approach  our  problems  in  common,  we  can  maintain  a  fabric  of  reasonable 
stability  and  freedom  in  international  commodity  and  exchange  markets,  to  the 
benefit  of  all  our  citizens. 

The  new  challenges  have  come  upon  us  with  a  brutal  .suddenness.  But  the 
collision  between  growing  energy  demands  and  the  slower  growth  in  apparent 
supply  was  inevitable  in  any  event.  Lfet  us  now  attempt  to  insure  that  we  derive 
one  important  benefit  from  our  recent  jolting  experience.  Let  us  resolve  to  delay 
no  longer  and  to  proceed  at  once  with  the  reordering  of  our  research  efforts,  our 
production  plans,  and  our  consumption  patterns  to  fit  our  new  conception  of  the 
world's  energy  balance.  In  doing  so.  let  us  achieve  that  broad  consistency 
among  our  individual  actions  that  is  essential  to  the  success  of  the  total  effort. 


Exhibit  58. — Communique  of  the  Committee  of  Twenty,  January  18, 1974,  released 
at  the  close  of  their  meeting  in  Rome,  Italy 

The  Committee  of  the  Board  of  Governors  of  the  International  Monetary 
Fund  on  Reform  of  the  International  Monetary  System  and  Related  Issues 
(the  Committee  of  Twenty)  held  their  fifth  meeting  in  Rome  on  January  17  and 
18,  1974.  under  the  chairmanship  of  Mr.  Ali  Wardhana,  Minister  of  Finance  for 
Indonesia.  Mr.  Johannes  Witteveen.  Managing  Director  of  the  International  Mone- 
tary Fund,  took  part  in  the  meeting  which  was  also  attended  by  Mr.  Wilhelm 
Haverkamp,  Vice  President  of  the  E.B.C..  Mr.  Ren^  Larre,  General  Manager  of  the 
B.I.S..  Mr.  Emile  van  Lennep,  Secretary-General  of  the  O.E.C.D.,  Mr.  Olivier 
Long,  Director-General  of  the  G.A.T.T.,  Mr.  Manuel  P^rez-Guerrero,  Secretary 
General  of  the  U.N.C.T.A.D.,  and  Sir  Denis  Rickett,  Vice-President  of  the 
r.B.R.D. 

Members  of  the  Committee  began  by  reviewing  important  recent  developments 
including  the  large  rise  in  oil  prices  and  the  implications  for  the  world  economy. 
They  expressed  serious  concern  at  the  abrupt  and  significant  changes  in  pros- 
pect for  the  world  balance  of  payments  structure.  They  recognized  that  the 
current  account  surpluses  of  oil-producing  countries  would  be  very  greatly  in- 
creased, and  that  many  other  countries — both  developed  and  developing — would 
have  to  face  large  current  account  deficits.  In  these  difficult  circumstances 
the  Committee  agreed  that  in  managing  their  international  payments  countries 
must  not  adopt  policies  which  would  merely  aggravate  the  problems  of  other 
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countries.  Accordingly,  they  stressed  the  importance  of  avoiding  competitive 
depreciation  and  the  escalation  of  restrictions  on  trade  and  payments.  They 
furtlier  resolved  to  pursue  policies  that  would  sustain  appropriate  levels  of 
economic  activity  and  employment,  while  minimizing  iiitlatioii.  They  recognized 
that  serious  difficulties  would  be  created  for  many  developing  countries  and 
that  their  needs  for  financial  resources  will  he  greatly  increased;  and  they 
urged  all  countries  with  available  resources  to  umke  every  effort  to  supply 
these  needs  on  appropriate  terms.  The  Committee  agreed  that  there  should 
be  the  closest  international  cooperation  and  consultation  in  pursuit  of  these  objec- 
tives. They  noted  that  the  International  Monetary  Ynnd.  the  World  Bank 
and  other  international  organizations  are  concerned  to  find  orderly  means  by 
which  the  changes  in  current  account  positions  may  l>e  financed,  and  they  urged 
that  these  organizations  should  cooperate  in  finding  an  early  solution  to  tlie.se 
questions,  particularly  in  relation  to  the  difficult  proiilems  facing  non-oil- 
producing  developing  countries.  In  particular,  while  recognizing  the  luicertain- 
ties  with  regard  to  future  developments  in  the  field  of  energy,  the  Connnittee 
agreed  that  the  propo.sal  of  the  Managing  Director  of  the  International  Monetary 
Fund  for  a  temporary  supplementary  facility  .should  be  urgently  explored. 
It  is  recognized  that  such  a  facility  poses  operational  i)roblems  which  must 
be  resolved  and  would,  particularly  for  non-oil-producing  developing  countries, 
be  only  a  partial  measure,  in  view  of  the  nature  and  magnitude  of  the  lialance 
of  payments  problems  created. 

The  Committee  exi)res.sed  its  determination  to  complete  its  work  on  the  main 
features  of  a  reformed  international  monetary  system  in  the  coming  months. 
They  recognized  that,  in  the  light  of  the  recent  developments  in  the  world 
economy  noted  above,  priority  should  be  given  to  certain  imixirtant  a.spects  of 
reform  affecting  the  interests  both  of  develoi)ed  and  developing  countries,  with  a 
view  to  their  early  implementation.  Other  aspects  of  reform  could  be  agreed  with 
the  understanding  that  their  operational  provisions  would  be  developed  and 
Implemented  at  a  later  date.  The  Committee  agreed  that  the  Deputies  should 
arrange  to  study  the  broad  question  of  the  transfer  of  real  resources,  including 
all  a.spects  of  capital  transfers,  and  that  there  should  be  a  report  to  the  next 
meeting  of  the  Committee. 

The  Committee  di.scussed  the  valuation  and  yield  of  the  SDR.  They  agreed 
that  further  attention  should  be  given  to  the  question  of  protecting  the  SDK's 
capital  value  against  depreciation.  In  the  present  circiunstances  the  Committee 
agreed  that,  for  an  interim  period  and  without  prejudice  to  the  method  of  valu- 
ation to  be  adopted  in  the  reformed  system,  it  would  be  appropriate  to  ba.se 
the  valuation  of  the  SDR  on  a  "basket"  of  currencies.  They  invited  the  Kxecutive 
Board  to  work  urgently  on  the  composition  of  a  basket  of  currencies,  the  effective 
Interest  rate,  and  other  outstanding  questions,  with  a  view  to  early  adoption  by 
the  Fund  of  this  method  of  valuation. 

The  Committee  discussed  certain  aspects  of  the  future  .structure  of  the  Inter- 
national Monetary  Fund.  They  agreed  that  in  the  reformed  system  it  would  be 
desirable  to  establish,  between  the  full  Board  of  Governors  and  the  Executive 
Directors,  a  permanent  and  representative  Council  of  Govenu)rs  with  twenty 
members.  They  agreed  that  the  Council  should  meet  regularly,  three  or  four  times 
a  year  as  required,  and  should  have  the  necessary  decision-making  powers  to 
manage  and  adapt  the  monetary  system,  to  oversee  the  continuing  operation 
of  the  adjustment  process  and  to  deal  with  sudden  disturbances  which  might 
threaten  the  system,  while  maintaining  the  role  of  the  Executive  Board.  As  an 
interim  step,  pending  the  establishment  of  the  Council,  it  was  agreed  that  a 
Committee  of  the  Board  of  Governors  should  be  created,  with  an  advisory 
role  in  the  same  areas  as  the  Council  and  with  the  same  composition  and  pro- 
cedures. This  Committee  would  come  into  being  when  the  Committee  of  Twenty 
has  completed  its  work.  The  Executive  Board  was  invited  to  prepare  for  the  Board 
of  Governors  a  draft  Resolution  to  create  such  a  Committee,  giving  due  con- 
sideration to  the  need  for  adequate  consultative  machinery  and  the  protection 
of  the  interests  of  all  Fund  members. 

The  Committee  received  reports  from  the  Chairman  of  the  Deputies  on  the 
progress  of  the  technical  groups  set  up  after  the  Nairobi  meeting  and  urged 
them  to  complete  their  work  if  possiide  before  the  next  meeting  of  the  Depu- 
ties. They  also  received  a  report  on  the  Deputies'  preliminary  discus.sion  of 
condition's  and  rules  for  floating  in  the  reformed  system.  They  instructed  the 
Deputies,  in  cooperation  with  the  Executive  Board,  to  continue  to  work  on  these 
questions  and  to  report  to  the  next  meeting  of  the  Committee. 
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The  Committee  discussed  their  future  program.  They  agreed  that,  following 
meetings  of  the  Deputies  in  March  and  May,  the  Committee  would  aim  to 
complete  its  work  on  the  reform  at  a  meeting  to  be  held  in  Washington  on  June  12- 
13, 1974. 

Exhibit  59 Press  releases,  January  29,  1974,  announcing  effective  termination 

of  capital  outflow  restraint  programs 

As  indicated  in  separate  announcements  by  the  three  agencies,  the  Treasury 
and  Commerce  Departments  and  the  Board  of  Governors  of  the  Federal  Re- 
serve System  have  taken  coordinated  actions  which  effectively  lift  the  re- 
straints which  have  been  in  force,  in  varying  forms,  since  1963  on  capital  outflows 
from  the  United  States. 

The  actions  are  appropriate  in  light  of  the  recent  improvements  in  the  U.S. 
balance  of  payments  position,  the  strong  position  of  the  dollar  in  the  exchange 
markets,  and  the  desirability  of  avoiding  oflScial  restrictions  on  the  flow  of 
capital  to  points  of  need  at  a  time  when  the  balance  of  payments  positions  of 
many  countries  have  been  sharply  changed  by  the  repercussions  of  the  higher 
oil  prices. 

While  the  programs  of  active  restraint  have  been  ended,  certain  reporting  re- 
quirements will  be  retained  for  the  time  being  to  assist  in  monitoring  balance  of 
payments  flows  and  the  international  transactions  of  U.S.  businesses  and  financial 
institutions. 

Interest  Equalization  Tax 

The  Treasury  Department  announces  that  the  effective  rate  of  interest  equali- 
zation tax  (lET)  has  been  reduced  to  zero,  in  accordance  with  an  Executive  order 
signed  by  the  President.  The  new  zero  rate  will  be  applicable  to  trades  and  ac- 
quisitions of  any  foreign  stock  or  debt  obligations  made  after  January  29,  1974. 

Under  the  interest  equalization  tax  legislation,  the  President  has  the  authority 
to  reduce  the  rate  of  the  JET  to  zero  when  that  action  is  consistent  with  the 
balance  of  payments  objectives  of  the  United  States.  The  lET  has  been  applied 
since  July  1963,  in  order  to  help  restrain  the  outflow  of  capital  from  the  United 
States  into  portfolio  investments  in  other  developed  countries.  The  rate  of  tax 
has  been  changed  from  time  to  time.  The  last  such  change  became  effective 
January  1,  1974,  when  the  rate  was  reduced  from  11.25  percent  to  3.75  percent 
with  respect  to  foreign  stocks  and  from  a  rate  equivalent  to  a  charge  of 
approximately  0.75  percent  per  annum  to  a  rate  of  approximately  0.25  percent 
per  annum  on  foreign  debt  obligations. 

The  Internal  Revenue  Service  will  provide  guidelines  on  the  effect  of  this  order 
on  reporting  and  compliance  procedures  in  forthcoming  information  releases. 

Executive  Order  Modifying  Rates  of  Interest  Equalization  Tax 

WHEREAS  I  have  determined  that  the  rates  of  tax  prescribed  under  sec- 
tion 1  of  Executive  Order  No.  11754  of  December  26,  1973,  with  respect  to  ac- 
quisitions of  stocks  of  foreign  issuers  and  debt  obligations  of  foreign  obligors 
made  after  December  31,  1973,  are  higher  than  the  rates  of  tax  necessary  to 
limit  the  acquisitions  by  United  States  persons  of  stocks  of  foreign  issuers,  and 
debt  obligations  of  foreign  obligors  within  a  range  consistent  with  the  balance- 
of-payments  objectives  of  the  United  States  : 

NOW,  THEREFORE,  by  virtue  of  the  authority  vested  in  me  by  section  4911 
(b)  (2)  of  the  Internal  Revenue  Code  of  1954,  and  as  President  of  the  United 
States,  it  is  hereby  ordered  as  follows  : 

Section  1.  Section   1  of  Executive   Order  No.   11464  of  April  3,   1969,   as 
amended,  is  hereby  amended  to  read  as  follows  : 

"Section  1.  Rates  of  Tax. 

"  (a )   Rates  applicahle  to  acquisitions  of  stock. 
The  tax  imposed  by  section  4911  of  the  Internal  Reveniie  Code  of  1954  on  the 
acquisition  of  stock  shall  be  equal  to  zero  percent  of  the  actual  value  of  the  stock. 

"  (b)   Rates  applicable  to  acquisitions  of  debt  obligations. 
The  tax  imposed  by  section  4911  of  the  Internal  Reveniie  Code  of  1954  on  the 
acquisition  of  a  debt  obligation  shall  be  equal  to  zero  percent  of  the  actual  value 
of  the  debt  obligation  measured  by    the  period  remaining  to  its  maturity." 
Sec.  2.  With  respect  to  acquisitions  of  stock  of  foreign  issuers  and  debt  obli- 
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gations  of  foreign  obligors  made  under  tlie  rules  of  a  national  securities  exchange 
registered  with  the  Securities  and  Exchange  Commission  or  under  the  rules  of 
the  National  Association  of  Securities  Dealers,  Inc..  this  Order  shall  he  effec- 
tive for  acquisitions  made  after  January  29,  i;>74,  hut  only  if  the  trade  date  was 
after  January  29,  1974.  In  the  case  of  other  acquisitions  of  stock  of  foreign 
issuers  and  debt  obligations  of  foreign  obligors,  this  Order  shall  be  effective  for 
acquisitions  made  after  January  29,  1974. 

RiCHABD  XlXON. 

Voluntary  Foreign  Credit  Restraint  Program 

The  Board  of  Governors  of  the  Federal  Reserve  System  announced  today  tlie 
termination  of  its  voluntary  foreign  credit  restraint  guidelines  ( VFCR).  effective 
immediately.  The  program  was  designed  to  restrain  foreign  lending  and  invest- 
ment overseas  by  banks  and  other  financial  institutions. 

Today's  announcement  is  being  made  in  conjunction  with  actions  by  the 
Treasury  Department  to  reduce  the  interest  eiiualization  tax  to  zero  and  by  the 
Commerce  Department  to  terminate  its  foreign  direct  investment  restriction.  The 
Federal  Reserve  has  administered  the  VFCR  program  since  early  1965  at  the 
request  of  the  administration. 

In  announcing  its  action,  the  Board  said  it  will  request  banks  and  other 
financial  institutions  to  continue  during  1974  to  report  their  overseas  lending 
and  investments  to  the  Board,  but  in  substantially  reduced  detail. 

Foreign  Direct  Investment  Program 

Robert  H.  Enslow,  Director,  Oflice  of  Foreign  Direct  investment.s,  U.S.  Depart- 
ment of  Commerce,  announced  today  that  the  foreign  dire<-t  investment  controls 
administered  by  the  Office  are  terminated  effective  inunediately.  This  action 
includes  rescission  of  the  controls  on  repayment  of  outstanding  foreign  borrow- 
ings announced  on  December  2t>.  1973. 

The  foreign  direct  investment  program  administered  by  OFDI  was  instituted 
on  January  1,  1968,  in  response  to  the  deterioration  in  the  U.S.  balance  of  pay- 
ments position. 

Mr.  Enslow  stated  that  direct  investors  will  be  required  to  submit  reports  re- 
garding compliance  during  197.'{  with  the  Foreign  Direct  Investment  Regulations. 
The  Office  will  issue  simplified  reporting  forms  in  the  near  future  for  use  in 
gathering  economic  statistical  information  on  the  current  and  future  foreign 
investment  activities  of  a  substantially  reduced  number  of  direct  investors. 


Exhibit  60.— Statement  by  Secretary  Shultz,  February  8,  1974,  before  the  Joint 
Economic  Committee,  concerning  the  world  economic  environment  and  its 
implications  for  U.S.  policy 

Since  your  review  of  the  economy  last  summer,  we  have  witnesse<l  an  abnipt 
change  in  world  economic  circumstances.  The  cutback  in  oil  production  and  the 
precipitous  increase  in  oil  prices  have  dramatically  affected  prospects  for  world 
production,  employment,  price  stability,  and  balance  of  payments  equilibrium. 
The  lives  of  people  in  all  parts  of  the  world  are  directly  affected,  with  ix)tentially 
devastating  effects  on  those  in  the  poorest  countries  who  can  afford  it  least. 

(Chairman  Stein  and  his  colleagues  on  the  Council  of  Economic  Advisers  have 
discussed  with  you  the  prospects  for  our  domestic  economy  in  light  of  the.se 
developments.  My  statement  today  will  concentrate  on  the  world  economic 
environment  and  its  implications  for  our  policies  in  the  period  ahead. 

The  world  economy:  Boom,  shortages,  and  inflation 

The  oil  crisis  developed  late  in  1973.  It  came  on  top  of  a  situation  already 
characterized  by  worldwide  .shortages  of  foodstuffs  and  industrial  raw  materials 
and  the  most  serious  general  inflation  since  the  World  War  II  period. 

To  a  considerable  extent,  these  conditions  were  an  outgrowth  of  world  boom. 
The  major  industrial  countries  for  the  first  time  since  the  Korean  war  found 
themselves  facing  similar  cyclical  situations,  with  strong  demand  presstires, 
strains  on  cai>acity,  and  rapid  inflation.  Price  increases,  summarized  in  table  I, 
were  of  depressing  magnitudes.  For  the  major  industrial  countries  as  a  group, 
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consumer  prices  increased  about  QVz  percent.  U.S.  consumer  price  increases,  at 
8.8  percent,  were  only  slightly  less  than  average.  The  pressure  on  commodity  prices 
was  reflected  in  the  much  sharper  wholesale  price  increases  in  almost  all  coun- 
tries, with  the  increase  in  the  United  'States  amounting  to  15.5  percent. 

As  this  contrast  suggests,  what  the  world  experienced  last  year  was  essentially 
a  commodity  price  inflation.  World  commodity  prices  rose  two  or  three  times  as 
fast  as  prices  of  finished  goods  and  services,  and  the  pressure  on  commodities 
accounted  fully  for  the  acceleration  in  rates  of  inflation.  Food  prices  alone  may 
have  been  responsible  for  half  the  increase  in  consumer  prices  in  the  major  in- 
dustrialized countries,  and  toward  the  end  of  the  year  particularly,  energy  iirices 
also  contributed  heavily. 

Table  I. — Price  increases  in  major  industrial  countries,  1969-73 
[Average  annual  rate  of  increase] 


United  States 

Canada 

Japan 

United  Kingdom 

France 

Germany 

Italy 

Total  OECD 

'  Percentages  for  1973  are  calculated  for  the  latest  12-month  period  available. 

'  Since  aggregate  wholesale  price  indices  are  not  generally  available,  indices  are  those  of  the  wholesale  prices 
of  manufactured  goods,  or  closest  available  alternative. 
Sources:  OECD;  Department  of  Labor. 

Supply  deficiencies  at  a  time  of  worldwide  boom  were  the  principal  factors 
behind  the  escalation  of  commodity  prices.  The  combination  of  natural  forces 
which  led  to  inadequate  harvests  over  the  past  2  years — there  was  in  fact  a  fall 
in  worldwide  agricultural  production  per  capita  in  1972 — ^produced  a  scramble 
for  food  supplies  in  a  world  accustomed  to  worrying  about  surpluses.  Shortages 
of  other  raw  materials,  such  as  nonferrous  metals  and  timber,  also  developed. 

Domestic  markets  in  some  countries,  where  currencies  appreciated  during  the 
year,  were  partially  shielded  from  the  strong  international  price  pressures. 
Others,  whose  currencies  depreciated,  such  as  the  United  States  during  the  first 
half  of  the  year,  were  not  only  fully  exposed  to  the  world  trend,  but  had  to 
absorb  an  additional  source  of  inflationary  pressure.  But  these  exchange  rate 
changes — which  made  an  essential  contribution  to  restoration  of  international 
payments  balance — should  not  obscure  the  main  point  that  no  country  could 
escape  a  pervasive  worldwide  phenomenon. 

The  cuts  in  oil  production  imposed  in  the  Middle  East  for  essentially  non- 
economic  reasons  then  created  supply  difficulties  in  another  critical  area,  and  the 
resulting  increases  in  oil  prices  dramatically  altered  world  economic  prospects. 
From  a  $2  per  barrel  range  in  September,  we  saw  open  market  prices  of  crude 
rise  to  in  excess  of  $15  per  barrel  within  a  brief  period. 

The  low  point  of  oil  production  seems  to  have  been  reached  in  November ;  by 
January,  production  was  about  at  the  same  levels  as  consumption,  which  has  of 
course  been  reduced.  With  easing  of  supplies,  and  the  continuing  efforts  to  reduce 
consumption  around  the  world,  arm's-length  market  prices  have  declined.  By  the 
end  of  January,  it  appeared  that  spot  market  prices  had  fallen  to  the  $10  to  $11 
per  barrel  range.  There  can  be  no  certainty  how  greatly  consumers — and  their 
governments — will  be  inclined  to  reduce  their  consumption  in  the  light  of  the 
higher  prices.  But  it  seems  likely  that  consumption  this  year  at  anything  even 
approaching  present  prices  would  be  significantly  less  than  what  the  free  world 
could  produce  through  responsible  and  efficient  use  of  existing  and  planned  facili- 
ties. It  seems  likely,  therefore,  that  market  forces  will  push  in  the  direction  of 
further  reductions  in  the  open  market  price  of  oil  in  the  international  market. 

Moreover,  looked  at  as  an  economic  phenomenon,  I  am  convinced  the  current 
levels  of  international  oil  prices  are  neither  sustainable  nor  tolerable  over  a  longer 
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period.  As  we  look  ahead,  additional  sources  of  energy  can  and  will  be  develoi)ed 
at  lower  cost.  Yet  compared  to  earlier  year.s,  the  future  cost  of  energy  will  be 
high.  This  implies  a  fundamental  change  in  the  world  economy — a  reevaluation 
of  one  of  the  basic  tenets  of  a  world  industrial  society  built  on  the  assumption 
of  relatively  cheap  and  plentiful  oil. 

Fortunately,  in  areas  other  than  oil  a  few  encouraging  signs  are  visible  in  the 
battle  against  inflation.  Food  production  is  expanding  rapidly,  and  with  normal 
weather,  a  record  crop  is  in  prospect  this  year.  The  prospective  slowdown  of  the 
boom  in  the  industrial  countries  should  temi)er  pressures  on  raw  material  and 
commodity  prices.  Also,  for  the  United  States,  the  recent  strengthening  of  the 
dollar,  and  consequent  fall  in  the  cost  of  our  imports,  can  help  dampen  inflation- 
ary pressures. 

Internationally,  one  possible  danger  is  that  attempts  will  be  made  to  main- 
tain exorbitant  commodity  prices  through  the  exercise  of  sheer  monopoly 
restraint  on  supplies.  It  should  be  i)OSsible  to  avoid  this  danger  without  confronta- 
tion through  a  constructive  dialogue  aimed  at  identifying  and  meeting  the  legiti- 
mate needs  of  consumers  and  producers  alike. 

At  home,  it  is  important  that  the  effects  of  the  rise  in  commodity  prices  are 
not  aggravated  by  irresponsible  pricing  ix»licies  or  abandonment  of  the  responsible 
pattern  of  wage  settlements  we  have  seen  in  the  past  year — a  process  that  in 
the  end  would  only  be  self-defeating  by  twisting  the  cost-price  screw  another 
turn.  Finally,  as  we  pass  from  overheated  boom  and  face  the  new  problems  of 
production  and  employment  imix)sed  by  energy  shortages,  we  must  not  lose  sight 
of  the  inflationary  dangers  of  lax  budgeting  or  excessive  money.  We  should  l)e, 
and  we  are,  prepared  to  adapt  our  monetary  and  fiscal  policies  flexibly  as  the 
need  is  demonstrated.  But,  as  we  appraise  that  need,  let  us  recognize  that  more 
money  is  not  a  substitute  for  more  oil. 

The  world  economy:  International  payments 

The  prosi>ect  that  the  world  was  moving  toward  a  better  balance  of  payments 
equilibrium  has  been  vastly  altered  by  the  recent  oil  price  increases. 

There  have  been  suggestions  that  current  price  levels  imply  a  .$75  billion  jump 
worldwide  in  the  annual  costs  of  imported  oil.  These  estimates  assume  the  price 
rise  comes  on  top  of  previous  forecasts  of  oil  consumption.  This  same  calcula- 
tion would  imply  an  increase  of  ixrhaps  as  much  as  .$10  billion  in  the  annual  oil 
import  costs  of  the  less  developed  countries  which  are  not  oil  producers,  an 
amount  exceeding  the  total  official  assistance  they  have  been  receiving. 

These  calculations  are  obviously  purely  mechanical.  In  fact,  no  one  knows 
what  prices  the  consuming  nations  will  be  paying  for  oil  imports  this  year.  Higher 
oil  prices  and  conservation  measures  do  lead  to  reduced  oil  consumption  and  a 
lesser  volume  of  imports.  With  higher  revenues,  oil  exporters  will  expand  their 
purchases,  mainly  from  industrial  countries. 

Even  making  some  allowances  for  these  factors,  there  have  been  estimates 
that  the  investable  funds  of  oil  producers  could  increase  this  year  by  more  than 
$50  billion.  This  would  imply  a  deterioration  in  the  current  account  position  of 
the  rest  of  the  world  of  a  corresponding  magnitude. 

The  implications  of  a  change  of  this  magnitude,  coming  with  such  abruptness, 
are  difficult  to  comprehend.  For  a  number  of  develo)>ing  countries,  the  calcula- 
tions must  plainly  have  an  air  of  frightening  unreality.  Tliey  simply  do  not  have 
the  funds  to  pay,  or  any  realistic  i)rospect  of  repaying  loans  in  the  large  volume 
that  would  be  required.  Xor  can  industrialized  countries  find  the  coii.sequences 
acceptable,  even  though  in  the  aggregate  they  can  anticipate  large  flows  of  in- 
vestment from  the  oil  producers. 

We  therefore  must  act  promi)tly  to  bring  the  problem  within  manageable  pro- 
portions, both  by  reducing  its  magnitude  and  by  developing  cooperative  techniques 
for  handling  it.  In  doing  so,  we  believe  we  can  be  working  with,  and  not  against, 
the  legitimate  aspirations  of  the  oil  exporters  for  fair  compensation  for  their 
resources,  and  for  stable  and  profitable  investment  outlets.  The  consequences  of 
failure  are  evident.  We  are  already  beginning  to  see  tensions  mount  as  countries 
begin  to  react  to  the  prospect  of  swollen  oil  inii)ort  bills.  The  exporting  countries 
can  have  no  real  interest  in  actions  which  severely  disrupt  the  economies  of  their 
cu.stomers. 

Obviously,  the  pressures  and  the  means  for  handling  them  are  not  evenly 
distributed  among  all  nations.  The  United  States  and  some  other  countries  could. 
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if  necessary,  through  their  own  actions  coE)e  with  the  problems  which  these  oil 
price  increases  create,  although  the  impact  on  the  United  States  will  be  a  good 
deal  more  serious  than  many  seem  to  realize.  The  United  States  was  prospec- 
tively the  worid's  single  largest  importer  of  oil,  and  under  any  foreseeable  cir- 
cumstances, our  oil  import  bill  will  soar  in  the  near  term.  Oil  import;s  were 
expected  to  represent  a  bigger  proportion  of  our  total  imports  than  is  true  of 
most  major  European  countries. 

On  the  other  hand,  our  strength  is  that,  even  in  the  short  term,  we  are  in  a 
better  position  than  many  to  conserve  on  our  consumption  of  oil  and  to  cut  back 
our  oil  imiKtrts.  We  are  the  world's  largest  producer  of  oil,  with  many  good 
possibilities  for  increasing  our  output ;  and  over  the  longer  term,  we  are  capable 
of  becoming  fully  independent  of  foreign  oil.  While  I  would  discount  substan- 
tially the  fact  that  in  December  we  had  the  largest  monthly  trade  surplus  in  our 
history — over  $940  million — we  fortunately  do  not  start  from  a  deficit  balance 
of  payments  position. 

iThe  strong  turnaround  in  the  U.S.  balance  of  payments  last  year  is  traced  in 
table  II.  Although  the  final  figures  for  the  fourth  quarter  are  not  yet  available, 
we  expect  that  they  vdll  confirm  that  the  marked  improvement  in  the  trade 
balance  was  accompanied  by  better  results  in  the  other  accounts. 

An  integrated  approach 

iNo  matter  what  the  precise  impact  on  the  United  States  and  other  countries 
is  individually,  the  very  substantial  adjustments  the  world  now  faces  present  a 
sharp  and  fresh  challenge  to  our  ability  to  work  together  in  the  common  good. 
The  challenge  needs  to  be  met  on  four  fronts,  each  crucial  to  the  whole:  by 
devising  new  forms  of  cooperation  to  deal  with  the  energy  situation ;  by  com- 
pleting our  negotiations  for  reform  of  the  international  economic  system  and  to 
liberalize  world  trade ;  by  maintaining  the  momentum  of  development ;  and  by 
working  to  restore  the  fabric  of  international  stability  torn  by  inflation,  payments 
imbalances,  and  now  the  oil  crisis. 

Table  II. —  U.S.  balance  of  •payments,  1970-73 
[In  billions  of  dollars] 

1970  1971  1972  1973  2 

Exports - - 

Imports 

Trade  balance 

Investment  income  and  other  services 

Unilateral  transfers __ 

Current  account  balance _ 

Government  capital  flows,  net. 

Long-term  private  capital  flows,  net 

Balance  on  current  account  and  long-term  capital. 

Short-term  capital  and  errors  and  omissions 

Net  liquidity  balance  1 

Official  reserve  transactions  balance ' —10.7  —30.5  —11.1  — 5J^ 

•  Excluding  SD  R  allocations. 

1 1973  figures,  except  for  the  trade  figures,  are  estimates  or  preUminary. 

1.  Energy  cooperation. — We  hope  that  the  international  energy  meeting  to  be 
held  next  week  will  succeed  in  reaching  a  common  analysis  and  understanding 
of  the  energy  problem,  and  will  begin  to  define  the  nature  and  scoi>e  of  new 
forms  of  cooperation  to  deal  with  it.  The  agenda  for  the  meeting  includes 
questions  of  reliable  supply,  conservation,  development  of  alternative  energy 
sources,  research  and  development,  emergency  sharing  of  supplies,  and  financial 
management.  We  are  looking  forward  to  consultation  with  developing  countries, 
and  we  want  to  lay  the  base  for  constructive  discussions  with  producing  nations. 

What  we  want  is  not  confrontation  but  cooperation,  in  the  conviction  that  in 
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the  end  producers  and  consumers  both  will  find  a  large  common  interest  in 
reconciling  their  needs  in  a  manner  which  is  consistent  with  economic  stability, 
open  trade,  and  rapid  development.  All  nations  need  to  have  confidence  that  goods 
they  need  will  not  be  arbitrarily  restricted,  and  that,  conversely,  markets  will 
not  be  closed  to  them.  All  will  benefit  from  increased  supplies  of  energj-.  All  need 
a  framework  of  financial  stability. 

2.  Monetary  and  trade  reform. — Our  efforts  to  reform  the  international  mone- 
tary system  were  reassessed  in  the  light  of  uncertainties  related  to  the  oil 
situation  at  a  meetin,g  of  the  Committee  of  Twenty  in  Rome  last  month.  The 
Committee  decided  it  should  complete  it.s  work  on  the  main  features  of  a  reformed 
monetary  system  as  quickly  as  possible — hoi)efully  at  its  next  meeting,  scheduled 
for  mid-June.  At  the  same  time,  we  recognized  that  in  some  areas,  the  desired 
approach  could  only  be  implemented  over  time  in  an  evolutionary-  way.  and  that 
a  number  of  important  operating  characteristics  of  the  system  would  need  to  be 
worked  out  in  detail  later. 

It  was  also  agreed  that,  in  light  of  recent  developments,  intensive  attention 
should  be  given  to  certain  needs  that  are  both  immediate  and  "do-able,"  in  order 
that  elements  of  reform  of  particular  relevance  to  present  conditions  can  be  put 
in  place  as  promptly  as  possible. 

One  critical  requirement  is  to  find  new  procedures  for  improving  the  effective- 
ness of  the  International  Monetary  Fund  and  continuing  cooi>eration  among 
financial  oflBcials.  A  long  step  toward  that  objective  was  taken  by  agreement  tliat 
a  20-member  Council  of  Governors  would  be  established  in  the  IMF,  or,  ^iending 
the  formal  and  legal  establi.<^hment  of  the  Council,  a  temporary  C<immittee.  The 
Council  would  meet  regularly,  three  or  four  times  a  year,  with  broad  and 
continuing  authority  to  manage  and  adapt  the  monetary  system,  to  over.see 
the  continued  operation  of  the  international  balance  of  payments  adjustment 
process,  and  to  deal  with  sudden  disturbances  which  might  threaten  the  monetary 
system.  The  Council,  or  the  temporary  Committee,  would  come  into  being  when 
the  C-20  finishes  its  work  and  will  be  charged  with  continuing  the  evolutionary 
process  of  reform  within  the  context  that  the  C-20  has  established. 

Other  aspects  of  reform  will  also  be  included  in  the  substantive  agreement  that 
we  expect  the  C-20  will  reach  in  .Tune.  One  need  is  to  establish  techniques  for 
valuing  the  SDR  in  situations — like  the  present — in  which  most  of  the  major 
currencies  are  floating,  and  important  elements  of  an  agreement  on  that  point 
were  developed  in  Rome.  More  broadly,  the  long  di.scussion  of  the  need  to  develop 
codes  of  conduct  to  guide  the  operation  of  the  adjustment  process  should  be 
brought  to  a  conclusion,  I  am  encouraged  that  di.scussion  on  approi)riate  guide- 
lines for  floating  will  become  more  intensive  in  coming  months,  and  some  con- 
vergence of  approach  seems  to  be  developing. 

Developments  of  the  past  year  lead  us  also  to  consider  new  priorities  in  the 
trade  negotiations.  More  emphasLs  is  needed  with  respect  to  restrictions  on  the 
supply  of  internationally  traded  commodities,  alongside  the  traditional  emphasis 
on  access  to  markets.  The  barter  deals  some  coiuitries  are  negotiating  with  oil 
producers  raise  anew  the  old  questions  about  the  role  of  bilateral  trading  arrange- 
ments in  a  multilateral  order  and  how  they  may  be  placed  within  a  framework  of 
generally  agreed  rules.  I  think  it  essential  that  the  debate  on  these  is^siie.s — and 
debate  it  will  be.  for  there  is  certainly  no  consensus — should  be  initiated  promptly. 
The  tensions  inherent  in  the  major  trade  and  balance  of  payments  adjustments 
that  countries  will  experience  shortl.v — even  with  more  reasonable  oil  prices — 
underscore  the  importance  of  maintaining  the  impetus  toward  trade  liberaliza- 
tion. The  difficult  problems  ahead  can  be  solved  more  easily  within  a  context  of 
expanding  world  trade,  encouraged  by  renewed  progress  toward  trade 
liberalization. 

I  hope  the  Congress  will  move  expeditiously  to  complete  action  on  the  trade 
legislation  before  it.  Few  things  would  be  more  damaging  to  the  pro.si)ects  for 
cooperative  solutions  to  our  common  problems  than  the  appearance  that  the 
United  States  was  faltering  in  its  commitment  to  a  liberal  and  reformed  inter- 
national trading  order. 

3.  Eennr>mic  development. — Tlie  third  task  I  cited  earlier  was  to  maintain  the 
momentum  of  economic  development.  I  have  already  emphasized  the  new  burden 
on  developing  countries  from  the  higher  oil  prices.  I  see  no  way  that  aspect  of  the 
problem  can  be  reasonably  handled  unless  those  oil  producers  with  excess  funds 
provide  grant  and  other  concessional  assistance  to  offset  the  soaring  cost  of  oil 
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imports  to  the  LDC's.  But  such  assistance  devised  to  meet  new  needs  in  no  way 
can  substitute  for  the  assistance  programs  now  in  place  financed  by  the  indus- 
trialized world.  Indeed,  the  need  for  maintaining,  and  even  expanding  in  an 
orderly  way,  those  programs  is  at  least  as  urgent  as  before.  The  new  problem  of 
the  oil  situation  simply  cannot  be  an  excuse  for  further  compounding  the 
extreme  difficulties  of  the  poorest  people  in  the  world,  further  widening  the  gap 
between  the  "haves"  and  "have-nots." 

The  United  States  is  being  asked — and  properly  so — to  bear  a  fair  share  of  that 
cost.  We  cannot,  in  my  judgment,  fail  to  answer  that  call  without  severely 
damaging  the  entire  fabric  of  the  cooi^erative  world  order  that  we  promote.  In 
that  context,  the  action  by  the  House  of  Representatives  last  month  in  voting 
down  the  bill  for  replenishment  of  the  resources  of  the  International  Development 
Association  is  particularly  disturbing.  We  want  to  work  closely  with  the  Congress 
in  the  period  ahead  with  the  objective  of  carrying  out  our  share  of  this  joint 
effort — a  share,  I  should  point  out,  that  has  been  reduced  at  our  request  to 
one-third  from  the  40-percent  level  maintained  earlier. 

4.  Maintaining  international  eoonomic  stability. —  As  we  move  ahead  in  those 
areas,  we  need  to  deal  on  a  continuing  basis  with  the  threats  to  international 
economic  stability  inherent  in  the  present  situation.  Temptations  for  indi\idual 
countries  to  seek  their  economic  salvation  at  the  expense  of  their  trading 
partners  are  present.  Fortunately,  it  is  equally  apparent  that  such  actions  would 
not  only  be  self-defeating  in  their  immediate  objective,  but  could  leave  us  all 
worse  off,  caught  in  a  maze  of  controls,  restrictions,  and  dislocations  that  impair 
growth  and  stability.  Tlie  need  is  to  make  sure  that  the  intellectual  understanding 
of  the  common  danger  is,  under  the  pressure  of  swiftly  moving  events,  made 
effective  in  our  national  decisionmaking. 

In  approaching  this  problem  against  the  background  of  large  imbalances  in 
international  payments,  sudden  changes  in  payments  flows,  and  i-apid  inflation, 
I  believe  there  is  a  general  consensus  that,  for  the  time  being,  a  general  system 
of  par  values  and  fixed  exchange  rates  would  not  be  workable  or  desirable.  While 
the  sizable  changes  in  exchange  rates  in  the  past  year  have  posed  some  problems, 
floating  rates  have  probably  worked  better  than  any  other  system  that  could 
have  been  devised  during  the  past  year.  We  have  seen  trade  and  investment  con- 
tinue to  prosper,  and  businessmen  and  bankers  have  been  able  to  accommodate 
to  the  situation.  At  the  same  time,  the  new  uncertainties  created  by  the  rise  in 
oil  prices  emphasize  again  the  need  for  exchange  rate  policies  which  are  inter- 
nationally responsible,  whether  par  values  or  floating  rates  are  used,  if  the 
destructiveness  of  competitive  devaluation  is  to  be  avoided. 

A  floating  regime,  like  a  par  value  system,  requires  agreed  principles  of  good 
conduct  if  conflicts  are  to  be  avoided.  We  believe  criteria  relevant  in  a  par  value 
system  are  also  relevant  to  floating.  For  instance,  under  either  regime,  the  aim 
should  be  to  avoid  prolonged  imbalances,  and  significant  movements  in  reserves 
can  help  tell  us  when  governments  unduly  resist  market  forces  and  suggest  when 
policies  need  to  be  adapted.  In  either  regime,  we  should  not  use  widespread  con- 
trols on  trade  or  capital  to  maintain  an  undervalued  exchange  rate.  As  I  suggested 
earlier,  in  coming  months  I  hope  we  can  reach  agreement  on  broad  guidelines  to 
help  assure  cooperative  behavior  in  this  area. 

At  the  end  of  January,  the  United  States  was  able  to  announce  the  effective 
elimination  of  our  capital  control  programs.  This  move  was.  of  course,  made 
possible  by  the  improvement  in  our  balance  of  payments  position  and  the  stronger 
performance  of  the  dollar.  We  also  felt  that,  at  a  time  when  many  countries  are 
concerned  about  how  they  might  finance  deficits  in  their  current  balance  of  pay- 
ments, ending  of  our  controls  could  provide  an  important  element  of  reas.suranee. 
I  am  gratified  that  the  move  has  been  widely  accepted  as  constriictive,  and  a 
number  of  other  countries  have  also  reduced  controls. 

Conclusion 

Mr.  Chairman,  the  problems  in  the  ye^r  ahead  pose  the  greatest  challenge  to 
the  spirit  of  international  cooperation  since  we  viewed  the  ruins  of  World 
War  II.  Our  success  in  the  iKist  quarter  century  in  finding  cooperative  solutions 
gives  us  grounds  for  hope  that  we  can  do  so  again.  If  we  are  to  expect  of  our 
partners  the  responsible  conduct  now  required,  we  must  not  fail  in  our  own 
responsibilities. 
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Exhibit  61. — Outline  of  statement  by  Secretary  Shultz,  February  11,  1974,  before 
the  Washington  Energy  Conference 

The  Need  for  Closer  International  Financial  Cooperation 

Finance  officials  have  a  duty  to  work  closely  together  in  the  realization  that 
even  our  best  cooperative  efforts  will  offset  only  a  fraction  of  tlie  serious  damage 
which  has  been  done  to  many  countries  by  the  abrupt  and  spectacular  increases 
in  oil  costs. 

At  the  same  time,  we  must  carefully  avoid  creating  the  misleading  impression 
that  such  cooperation  provides  any  panacea  for  tlie  i^erious  ix-onomic  problems 
before  us.  There  is  no  international  linancial  arrangement  which  can  off.^^t^  the 
real  effects  of  the  oil  price  changes.  It  is  important  that  we  not  kid  our.><elves 
here — that  we  not,  as  Ministers  of  Finance,  give  the  impression  that  .somehow 
or  other  we  can  pi'int  up  some  money  and  use  it  to  "paper  over"  very  real 
problems. 

The  problems  are  there.  There  is  no  way  to  concoct  a  financial  solution  that 
will  avoid  facing  up  to  severe  dislocations  and.  I  think  particularly  for  the 
developing  countries  as  has  been  brought  out  by  many  speakers  here,  great  depri- 
vation. In  a  .'<ense  we  have  that  horrible  chain  in  which  tlie  lack  of  fuel  goes 
to  a  lack  of  fertilizer,  goes  to  a  lack  of  food,  and  which  goes  to  starvation.  So 
a  point  that  I  want  to  make  is  that  I  think  for  many  the  situation  is  not  one 
in  which  we  say  to  our.selves :  "Yes  we  see  the  proitlem  ;  let  us  understand  it  and 
then  figure  out  how  .s(miehow  through  financial  means  to  handle  it."  It  is  for 
many  not  a  manageable  problem  in  its  present  state,  and  we  have  to  see  how 
it  can  be  changed  so  that  it  is  manageable. 

We  need  to  be  concerned  not  only  with  the  direct  imjiact  of  higher  prices  and 
.supply  disturbances  on  our  economies,  but  also  with  the  .serious  threat  of  .sec- 
ondary repercussions  from  in.stabilitv  in  financial  market.s,  from  inconsistency 
in  internal  economic  management  and  in  balance  of  payments  policies,  and  from 
impaired  economic  development.  The.se  are  areas  in  whith  we  can  make  a  con- 
tribution and  why  now,  more  than  ever,  we  have  an  obligation  to  seek  the 
optimum  contribution  from  clo.^^e  international  economic  cooperation. 

We  have  heard  reports  in  this  conference  already  that  this  year,  and  over  the 
next  few  years,  the  standards  of  living  of  the  more  developed  nations  will  be 
reduced  significantly  below  previous  expectations.  In  the  short  run,  we  are  facing 
the  problem  of  adjusting  to  reduced  supply,  and  this  has  affected  our  immediate 
prospects  for  growth.  But  as  this  problem  is  met.  our  real  income  will  continue 
to  be  affected  both  by  the  higher  costs  of  energy  imports  and  by  the  higlier 
expenditures  which  nations  will  find  it  prudent  to  make  in  reaching  reduced 
future  dej)endence  on  imported  energy.  Xonetheless,  the  .standards  of  living  of 
the  nations  here  represented  will  remain  a  large  multiple  of  those  of  some  of  the 
less  favored  nations. 

In  contrast,  the  effects  of  the  oil  i)rice  changes  are  likely  to  be  near  catastrophic 
for  some  of  the  poor  areas  of  the  world.  In  .some  countries,  it  is  even  jirolrable 
that  the  new  energy  costs  will  result  in  a  rtxluction  of  st;indards  of  living  over 
the  next  few  years  from  the  present  abysmally  low  level — to  the  point,  in  some 
cases,  of  starvation. 

We  have  heard  estimates  that  even  after  projected  reductions  in  market 
prices  of  oil  below  present  levels,  the  developed  coinitries  could  have  their  com- 
bined current  account  deficits  \\orsened  by  as  much  as  .$-10  billion  :  the  developing 
countries  could  have  their  current  account  deficits  increa.sed  by  as  much  as 
.$10  billion ;  and  the  oil-producing  nations  could  add  as  much  as  .$50  billion  to 
their  foreign  asset  holdings — all  in  the  one  year,  1974. 

In  the  face  of  such  possibilities,  I  suggest  that  it  would  be  in  our  mutual  interest 
to  agree  on  some  basic  principles  on  how  we  should  resi)ond  in  our  economic 
policies,  national  and  international.  I  put  forward  three  principles  for  your 
consideration : 

First,  at  a  time  of  vast  new  uncert.ainty,  let  us  each  recognize  the  need  to 
develop  internal  policies  that  maintain  our  production  and  demand,  and  deal 
with  inflation,  without  aggravating  the  problems  of  others.  This  will  require  not 
only  particularly  careful  analysis,  but  also  particularly  close  international  con- 
sultation and  cooperation.  In  this  connection,  we  know  that  the  cost-push  effects 
of  oil  prices  reinforce  the  strong  upward  pressures  on  our  price  levels.  Yet,  at  the 
same  time,  we  need  to  recognize  that  the  greatly  increased  cost  of  our  oil  imports 
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could  affect  our  economies  as  would  a  massive  increase  in  taxes  from  which  the 
revenues  were  not  currently  being  spent.  In  this  case,  of  course,  this  "tax"  will 
be  reflected  in  higher  dollar  imports,  rather  than  government  revenues.  But  that 
import  bill  should  not  carry  the  same  connotation,  or  draw  the  same  policy  re- 
sponse that  we  usually  associate  with  a  deteriorating  trade  position.  We  must 
realistically  take  account  of  potential  increases  in  exports  to  oil-producing  coim- 
tries,  and  more  important  quantitatively  the  potential  large  availability — directly 
and  indirectly — of  flows  of  investment  funds  from  the  producing  countries. 

Second,  in  our  intem,ational  policies  we  must  agree  to  keep  open  our  markets 
for  goods  and  capital,  and  to  avoid  the  temptation  of  competitive  devaluations. 
No  nation  can  impose  trade'  restrictions  and  other  "beggar-my-neighbor"  policies 
without  engendering  retaliation  so  that  the  whole  process  would  be  self-defeating 
,and  destructive.  Now  more  than  ever  during  a  period  when  international  adjust- 
ments vdll  necessarily  have  to  be  large  and  rapid,  governments  must  maintain 
momentum  for  the  removal  of  existing  distortions  from  the  international  economy. 
They  must  proceed  resolutely  with  planned  trade  negotiations  and  with  feasible 
further  dismantling  of  capital  controls.  And  they  must  agree  to  undertake  special 
efforts  to  resist  those  pressures  for  the  introduction  of  special-interest-serving 
government  controls  and  interventions  which  are  likely  to  be  put  forward  during 
any  time  of  rapid  economic  change. 

Third,  in  our  development  policies,  we  should  endeavor  at  least  to  maintain 
recent  levels  of  assistance  to  the  most  seriously  disadvantaged  nations  and  en- 
courage oil-producing  nations  with  rapidly  increasing  holdings  of  foreign  assets 
to  take  immediate  steps  greatly  to  expand  their  programs  of  assistance  for  the 
developed  nations  in  full  cooperation  with  industrial  nations  and  international 
institutions. 

In  the  light  of  the  new  burden  of  energy  costs  upon  their  economies  and  their 
balance  of  payments,  it  vpill  not  be  easy  to  maintain  a  climate  of  opinion  in  the 
developed  nations  to  maintain  or  increase  past  levels  of  .assistance  to  the  least 
developed  nations.  But,  in  view  of  the  extreme  distress  faced  by  some  areas  of 
the  vporld,  and  the  economic  and  political  consequences,  it  would  be  shortsighted 
and  inhumane  for  the  developed  nations  to  curtail  .assistance  plans  and  programs 
at  this  time  of  greatest  need. 

But  even  with  continued  assistance  from  the  traditional  providers  of  aid,  the 
least  developed  nations  are  faced  with  a  tremendous  gap  in  needed  resources. 
Some  of  the  most  important  oil-producing  nations — themselves  moving  rapidly 
from  poverty  to  affluence  and  with  natural  understanding  for  the  problem— can 
reasonably  be  called  upon  for  a  major  contribution  toward  reducing  that  gap. 

No  channel  of  aid  should  be  neglected.  Increased  assistance  may  be  made  avail- 
able through  direct  country-by-country  relationships,  through  new  or  already 
established  regional  institutions,  and  through  increased  contributions  to  the 
existing  broad  multilateral  flnancial  institutions.  But,  in  view  of  the  extreme 
need  and  the  weakened  flnancial  position  of  many  of  the  least  developed  nations, 
it  is  essential  that  a  substantial  proportion  of  the  increases  in  assistance  be  in 
the  form  either  of  outright  grants  or  of  their  equivalent. 

As  we  seek  to  incorporate  these  general  principles  into  practical  actions,  I  be- 
lieve our  work  can  be  divided  naturally  into  four  broad  areas  of  cooperation : 
I.     Measures  to  help  ensure  that  we  maintain  open  markets. 
II.     Measures  we  can  take  to  deal  with  or  reduce  the  uncertainties  inherent 
in  the  present  situation — uncertainties  related  both  to  the  extent  of  oil 
price  increases  and  to  the  directions  in  which  the  flows  of  producing- 
country  money — much  of  which  will  be  short  term — will  be  channeled. 

III.     Measures  we  can  take  to  facilitate  a  larger  portion  of  these  funds  to  move 

into  longer  term  investment  in  ways  beneficial  to  both  the  investing  and 

recipient  nations. 

IV.     Measures  we  can  take  to  encourage  and  facilitate  the  flow  of  resources 

from  oil-producing  countries  to  L'DC's,  particularly  the  poorest  of  them. 

I.     Measures  to  maintain  open  markets 

The  principle  of  avoiding  restrictions  on  trade  and  payments  that  have 
the  effect  of  transferring  problems  to  others  has  wide  support ;  the  ques- 
tion is  how  we  can  reinforce  that  principle  in  practical  institutional  and 
operational  terms. 

The  countries  here  represented  include  the  largest  trading  nations. 
'Should  we  not  pledge  among  ourselves,  here  and  now,  to  take  no  trade- 
restricting  measures — surcharges,  quotas  or  their  equivalent — ^for  balance 
of  payments  purposes  ? 
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For  the  future,  we  would  be  willing  to  consider  new  institutional 
means  and  procedures  whereby  we  would  pledge  no  trade-restricting 
action  for  balance  of  payments  without  prior  discussion  and  approval 
by  the  IMF. 
II.     Measures  for  dealing  \\ith  uncertainty 

A.  We  know,  in  the  aggregate,  the  money  spent  for  oil  and  not  used  for 
our  exports,  will  flow  back  largely  short  term.  But  each  count r>-  is 
left  uncertain  as  to  the  size  of  its  increa.sed  import  bill  and  the  direc- 
tions which  the  reflow  of  investment  money  will  take.  Some  coun- 
tries may  naturally  attract  more  or  less  of  this  money  than  their 
increased  balance  of  payments  drain. 

1.  Much  of  this  sorting  out  can  take  place  in  private  markets, 
and  by  oflScial  borrowing,  where  necessary,  in  private  markets. 
Obviouslv,  the  flows  may  take  place  through  home  markets  or 
third  markets,  such  as  New  York  or  the  Eurocurrency  markets. 

2  In  sheer  bulk,  this  is  mainly  a  problem  for  developed  countries. 
Because  some  LDC's  may  have  special  diflSculties  obtaining 
credit,  different  techniques  will  be  necessary  there. 

B.  One  thing  we  can  do  is  be  sure  private  markets  are  sufficiently  free 
to  do  the  recycling  job. 

1.  Removal  of  U.S.  controls  has  opened  the  largest  and  most 
efficient  capital  market  once  more  to  the  world.  Other  nations 
have  made  moves  in  the  same  direction.  I  believe  the  results 
will  be  beneficial. 

2.  In  the  present  situation,  part  of  our  financial  "ethic  should  be 
to  permit  our  nationals  to  borrow  abroad,  particularly  for 
countries  facing  deficit.  Conversely,  potential  surplus  countries 
should  permit  funds  to  flow  out. 

C  Private  borrowings,  in  some  cases.  «ill  need  to  be  supplemented  by 
official  borrowing.  Our  markets,  the  Euromarkets,  and  some  others 
are  open.  But.  possibly,  a  scraml)le  for  money,  and  sharp  pressures 
on  one  market  or  another,  could  develop  in  no  one's  interest.  There- 
fore it  may  be  worth  considering  at  least  informal  and  confidential 
exchanges  "of  information  about  prospective  borrowing  operations 
among  major  nations.  Then  nations  could  act  in  the  knowledge  of 
each  other's  intentions,  and  help  avoid  alternate  periods  of  con- 
gestion and  vacuums  in  money  and  capital  markets  that  could  in 
turn  affect  exchange  markets. 

D  At  times,  intergovernmental  borrowing  may  be  necessary  and 
desirable  and  a  greater  sense  of  certainty  that  such  facilities  would 
be  available  in  time  of  need  could  be  very  useful— even  if  it  turns 
out  in  the  end  that  such  facilities  are  not  used  heavily,  or  at  all. 
1  This  is  classic  pun>o«*'  (^^  I^IF  credits,  and  those  lines  fortu- 
nately are  little  used  at  present.  Consequently,  there  is  some 

spare  capacity.  ,.,     ,  j  j    „  „ 

2  A  further  line  of  defense,  which  can  readily  be  expanded,  are 
central  bank  swap  lines.  We  have  indicated  a  willingness  to  do 
this,  at  least  on  a  selective  basis,  and  we  would  welcome  dis- 
cussion of  the  appropriate  role  and  limits  of  such  facilitie.s. 
3  Bevond  these  facilities,  tlie  question  arises  as  to  whether  exist- 
ing international  institutional  facilities  need  to  be  expanded  and 
rearranged  to  deal  with  uncertainty  about  the  direction  in 
which  funds  will  move  and.  if  needed,  rechannel  funds  to  take 
care  of  balance  of  pavments  needs  in  short  or  medium  term.  As 
we  understand  it.  the"  proposal  made  by  Mr.  Witteveen  falls  into 
this  categorv,  and  has  attracte<l  most  attention. 

(a)  We  feel  it  es.sential.  in  evaluating  this  proposal,  to  dis- 
tinguish sharplv  the  problem  of  uncertainty  and  the  need 
for  rechanneling  potentially  sizable  amounts  of  money  for 
limited  terms  among  countries  able  to  repay  relatively 
promptlv  from  the  more  severe  (but  quantitatively  smaller) 
problem"  of  the  poor  LDC's  which  need  grants  and  heavily 
concessional  long-term  aid. 

(b)  Even  among  developed  countries  and  more  Prosperous 
LDC's  a  "Witteveen-type"  proposal  presents  difficult  tecn- 
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nical  and  negotiating  problems  in  deciding  upon  suitable 
terms.  We  await  further  elaboration  of  Witteveen's 
thoughts,  and  in  particular  how  the  risk  of  building  up 
nominally  short-term,  but  in  fact  unrepayable,  credits  can 
be  handled.  We  intend  to  react  constructively. 

III.  Measures  to  facilitate  orderly  longer  term  investment  patterns 

A.     Removal  of  restraints  on  longer  term  investment  is  equally  relevant. 

B.  Given  the  vast  flow  of  potential  investment,  serious  and  difficult 
questions  arise  in  the  minds  of  both  investors  and  recipients  that 
may  hamper  flows : 

1.  The  investor  wants  and  needs  the  widest  possible  diversity  of 
outlets  (i.e.,  open  capital  markets),  professional  investment 
management,  and  confidence  that  his  investments  are  secure 
from  political  action  by  recipients. 

2.  The  recipient  wants  to  have  some  assurance  that  investments 
will  not  be  managed  for  political  purposes,  and  the  prospect  of 
reasonable  stability  in  flows. 

C.  I  have  no  specific  proposal  in  this  area.  However,  I  raise  for  discus- 
sion one  question :  Should  we  consider  a  new  international  invest- 
ment institution — a  kind  of  multinational  joint  venture,  with  par- 
ticipation in  management  by  both  investor  and  recipient  nations — 
as  a  means  of  helping  to  satisfy  the  concerns  I  have  cited?  An 
essential  aim  of  the  institution  would  be  to  achieve  a  diversity  of 
profitable  investment  outlets,  with  expert  investment  management, 
for  the  producers.  At  the  same  time,  the  multilateral  umbrella  might 
help  put  to  rest  mutual  fears  of  political  reprisals,  thus  encouraging 
recipient  countries  to  permit  larger  amounts  of  investment  and  en- 
couraging investor  countries  to  commit  sizable  funds  for  extended 
periods. 

Obviously,  in  managing  such  an  institution,  the  investing  countries 
would  legitimately  maintain  control  over  some  basic  decisions  con- 
cerning the  volume  and  distribution  of  the  funds.  Many  complex 
organizational  problems  would  arise.  Are  they  worth  discussion? 

D.  We  might  exercise  our  collective  imagination  to  devise  other  means 
of  better  assuring  the  safety  and  stability  of  investments. 

An  international  investment  guarantee  agency  has  been  discussed 
at  length  in  the  past — fruitlessly.  But  now  the  problem  appears 
in  another  guise,  and  fresh  thinking  with  the  producers  may  be 
desirable. 

The  United  States  earlier  advanced  the  concept  of  an  "invest- 
ment fund"  for  countries  with  large  official  pools  of  investment 
money.  This  concept  rested  on  an  essentially  simple  code  of  conduct 
or  "rule  of  the  road."  A  recipient  country  would  be  entitled  to  know 
how  much  investment  of  what  type  was  being  made  by  other  gov- 
ernments in  its  currency  and  to  limit  the  aggregate  amount  of  that 
investment.  But  having  agreed  to  that  investment,  it  would  also 
agree  to  treat  that  investment  in  a  nondiscriminatory  manner. 

These  questions  might  well  serve  as  the  basis  for  further  inter- 
national study. 

IV.  Measures  to  encourage  the  flow  of  resources  from  oil-producing  nations 
to  the  less  developed  countries 

The  LDC's  pose  a  special  problem.  The  prospects  of  the  poor  nations, 
even  before  the  quadrupling  of  oil  prices,  were  marginal  at  best.  To  all, 
it  must  be  clear  that  for  some  of  the  poorest  nations  oil  prices  at  current 
levels  spell  misery  and  even  starvation. 

A  transfer  of  resources  cannot  be  done  by  one  group  of  countries 
alone.  The  industrial  nations  must  continue  to  provide  their  historical 
levels  of  assistance  or  better.  This  will  not  be  easy  in  face  of  growing 
concern  about  domestic  impact  of  energy  crisis.  Our  Congress  has  illus- 
trated its  sensitivity  to  this  problem  in  its  first  vote  on  the  IDA  (Inter- 
national Development  Association)  replenishment.  We  do  not  mean  to 
let  that  vote  stand  as  the  final  word. 

I  say  to  you,  ^quite  frankly,  that  the  vote  in  our  House  of  Representa- 
tives, a  couple  of  weeks  ago,^on  the  IDA  IV  replenishment  was  a  great 
disappointment  to  us  and  we  do  not  intend  to  let  it  stand !  We  intend 
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to  work  to  turn  that  around  and  to  maintain  the  flow  of  development 
aid  from  the  United  States  to  the  developing  countries.  We  must  meet 
the  argument  that  all  we  are  doing  is  paying  out  aid  for  the  developing 
countries  to  flow  back  to  the  Arab  countries  and  only  support  the  price 
of  oil.  That  is  the  argument  used  against  development  aid,  and  we  think 
there  are  good  arguments  against  it,  and  we  intend  to  use  them  and  use 
them  aggressively.  At  the  same  time,  industrial  nations  cannot  be  ex- 
pected to  pay  for  the  cost  of  increased  oil  bills  to  LDC's.  That  resi)on- 
sibility  must  fall  primarily  on  the  oil  producers.  But  the  industrialized 
nations  c"dn  and  must  cooi^rate  with  producers  to  facilitate  the  required 
flows  from  producers. 

The  United  States  would  be  pleased  to  join  in  studying  concrete 
proposals  to  bring  about  this  goal  and  believes  the  following  items  might 
usefully  be  included  on  a  study  agenda  : 

1.  Assuring  the  oil  producers  play  a  full  role  as  members  or  associate 
members  of  development  organizations,  including  the  Development 
Advisor}'  Committee  and  regional  economic  institutions  as  well  as 
the  World  Bank  and  the  IMF.  In  view  of  their  increa.sed  economic 
standing  and  the  greater  financial  responsibility  they  are  being  asked 
to  assume,  a  prompt  i)rovision  of  larger  voting  .shares  in  the  latter 
two  institutions  may  be  appropriate. 

2.  Encouraging  greater  participation^ in  management  and  staflf  roles 
in  these  organizations  by  producer  nations  would  also  seem 
appropriate. 

3.  Expansion  of  the  World  Bank  and  the  IMF  services  as  agents  to 
producer  countries  for  loans  to  the  LDC's.  These  services  can 
include  participation  in  conventional  loans  and  in  concessional 
financing.  A  direct  contribution  to,  or  alongside,  IDA  IV  would  be 
extremely  helpful.  Our  existing  institutions,  as  well  as  national 
governments,  can  also  provide  direct  technical  assi-stance  to  bi- 
lateral and  regional  assistance  i)rograms  of  protlucers  to  achieve  a 
high  level  of  assistance  as  rapidly  as  possible. 

4.  A  larger  producer  share  in  planned  world  and  regional  bank 
borrowings. 

These  institutions,  instead  of  floating  i-ssues  on  the  world  capital 
markets,  would  offer  bonds  at  reasonable  rates  to  oil-producer 
nations. 

5.  A  rechanneling  of  loans  from  existing  oil-producer  loan  recipients — 
who  now  have  more  funds  than  they  can  ab.sorb  domestically — to 
the  poor  nations.  Newly  affluent  countries  can  afford  prepayment 
of  past  loans,  and  should  be  less  dependent  on  new  loans.  The 
potential  for  a  rechanneling  of  loans  in  these  ways  is  .sub.stantial. 

6.  Beyond  the  redirection  of  planned  borrowing,  the  World  Bank  al- 
ready has  guarantee  capital  .sufficient  to  permit  larger  lending  and 
larger  borrowing  in  protlucers'  markets.  Ivending  from  Ordinary 
Capital  raised  in  this  manner  could  be  appropriate  for  some  LDC's 
who  can  afford  to  pay  loans  at  near-market  rates  provided  the 
repayment  terms  are  long. 

I  must  stress  that  almost  all  of  the  above  measures  involve  loans — 
not   grants,    near-grants,    or   heavily   concessional    terms.    Tlie   poorest 
nations  require  a  major  direct  effort  to  offset  tlie  deva.stating  impact 
of  higher  oil  prices.  The  offset  must  come  first  in  the  form  of  lower 
prices  and  then  from  grant  aid.   Industrial  nations  can  and  must  be 
expected  to  contribute  in  historical  levels  of  money,  institutional  ex- 
pertise and  technology  to  mix  with  Arab  funds  in  providing  the  tools 
to  help  the.se  poorest  nations  do  the  job. 
This  then  brings  me  back  to  where  I  started.  In  a  way,  the  problem  is  a  large 
one  as  everyone  tells  each  other.  Cooperation  is  essential,  as  everyone  tells  each 
other,  but  at  the  same  time  I  think  we  still  need  to  keei>  reminding  each  other 
that  cooi>eration,  handling  things  with  a  .sense  of  balance,  financially,  is  not  a 
substitute  for  changing  the  problem  so  that  the  problem  is  more  manageable. 
There  is  no  way  to  print  up  money  and  use  it  to  "paper  over"  a  real  problem.  We 
must  face  the  real  problem  in  its  own  terms  and  do  everything  we  can  to  solve 
it.  Thank  you,  Mr.  Chairman. 
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Exhibit  62.— Statement  by  Deputy  Secretary  Simon  as  Administrator,  Federal 
Energy  OflSce,  February  11,  1974,  before  the  Washington  Energy  Conference 

The  world  economy  is  undergoing  a  period  of  rapid  change  and  growth.  Deci- 
sions made  in  one  country  affect  the  patterns  of  life  for  the  rest  of  the  world. 
Such  decisions  demand  not  only  the  collective  wisdom  of  world  leadership  but 
also  a  continuing  spirit  of  cooperation  among  the  countries  of  the  world.  By 
building  an  international  framework  of  cooperation  among  nations.  I  am  con- 
vinced that  we  can  overcome  the  problems  that  face  all  of  us  in  the  energy  area 
today,  and  can  establish  a  permanent  structure  for  worldwide  economic  develop- 
ment. 

The  explanation  of  our  current  problems  lies  in  ourselves — in  our  own  failure 
to  acknowledge  our  interdependence  and  plan  for  it.  There  are  several  areas 
in  which  we  have  failed. 

On  an  individual  basis,  we  in  the  United  States  and  other  individual  indus- 
trialized nations  have  misused  our  energy  resources,  and  failed  to  gain  control 
over  the  rate  of  growth  of  energy  demand,  largely  because  our  shortsightedness 
has  lulled  us  into  believing  that  abundant  and  cheap  energy  supplies  could  con- 
tinue indefinitely.  Further,  we  have  failed  to  develop  available  domestic  energy 
resources  adequately.  As  a  group,  all  of  the  major  consuming  countries  have 
failed  to  develop  and  agree  upon  allocation  programs  to  meet  emergency  shortage 
situations.  Further,  we  have  failed  to  coordinate  our  national  energy  policies 
or  even  to  adequately  discuss  their  interrelations  at  a  high  political  level.  In 
fact,  we  do  not  have  an  adequate  supply  of  information  and  data  on  world 
demand  and  supply,  oil  supply  arrangements  between  consumer  and  producer 
nations,  and  future  prospective  resources  in  order  to  adopt  realistic  energy 
policies. 

Because  of  these  failures,  we  now  find  ourselves  at  a  crossroads  faced  with 
a  choice  which  will  influence  the  history  of  future  generations  of  the  modem 
world.  We  can  ignore  the  lessons  of  the  past  and  be  doomed  to  relive  them,  or 
we  can  learn  from  them  and  forge  together  a  new  atmosphere  for  orderly  world 
economic  growth. 

As  such,  we  must  commit  ourselves  to  work  against  unconstrained  bilateral 
deals  which  will  be  counterproductive  to  all  of  our  goals.  In  fact,  we  must  seek 
to  redefine  bilateralism  so  that  bilateral  arrangements  only  occur  within  the 
umbrella  of  international  cooperation. 

Today,  I  would  like  to  present  to  you  our  views  on  how  we  can  do  this.  At 
a  time  when  the  energy  shortage  has  caused  a  sense  of  paralysis  that  grips  many 
people  of  the  world,  we  must  calmly  place  the  issues  in  the  proper  i)erspective. 
We  must  ring  the  emotions  out  of  our  considerations  of  these  issues,  and  care- 
fully assess  where  we  are  and  where  we  must  go  from  here. 

In  order  to  understand  the  nature  of  the  problem  we  now  face  and  how  we 
can  overcome  it,  I  think  it  is  important  to  review  the  world  energy  situation, 
in  particular  with  respect  to  production,  consumption,  and  energy  prices,  as 
well  as  the  impact  which  these  factors  have  on  balance  of  payments,  on  employ- 
ment, and  on  the  world  economy. 

World  energy  situation 

Production  and  consumption. — First  of  all,  let  us  review  the  world  production- 
consumption  picture.  During  September  1973,  free  world  petroleum  production 
averaged  47.8  million  barrels  per  day. 

In  the  subsequent  months,  after  the  outbreak  of  war  in  the  Middle  East,  pro- 
duction declined  as  a  result  of  intentional  cutbacks  by  a  few  of  the  oil-producing 
countries  bordering  on  the  Persian  Gulf.  The  low  point  in  production  was  reached 
in  November  when  free  world  production  was  estimated  to  be  only  43.2  million 
barrels  per  day.  By  January  1974  production  had  increased  to  an  estimated  46.2 
million  barrels  per  day,  a  level  about  8  percent  below  prewar  estimates  of  the 
level  of  January  production. 

Consumption  in  January  was  probably  about  equal  to  January  production. 
There  had  been  some  drawdown  in  stocks  of  crude  and  petroleum  products,  but 
the  cumulative  reduction  by  the  end  of  January  is  estimated  to  have  been  only 
on  the  order  of  magnitude  of  100  million  barrels. 

For  the  calendar  year  1974  as  a  whole  it  is  estimated  that  through  responsible 
and  efficient  use  of  existing  and  planned  facilities  the  free  world  could  produce 
about  51.4  million  barrels  per  day.  Whether  conditions  in  1974  will  be  such  that 
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producers  will  choose  to  produce  that  much  and  consumers  will  consume  and 
add  to  inventories  that  much  oil  is  very  difficult  to  predict. 

Prices. — In  September  1973  the  arm's-length  open  market  FOB  price  for  a  new 
short-duration  sale  of  a  cargo  of  Arabian  light  crude  was  on  the  order  of  $2.12 
per  barrel.  In  November  some  crude  sales  apparently  were  at  prices  in  excess  of 
the  equivalent  of  .$15  per  barrel  for  Arabian  light.  By  the  end  of  January  the 
comparable  spot  market  price  had  apparently  fallen  to  the  $10  to  $11  per  barrel 
range. 

In  light  of  continuing  efforts  to  reduce  consumption  around  the  world,  the  poten- 
tial clearly  exists  for  spot  market  prices  to  continue  to  decline.  There  can  be  no 
certainty  how  greatly  consumers — and  their  governments — will  be  inclined  to 
reduce  their  consumption  below  the  prewar  forecast  of  about  51.4  million  barrels 
per  day  in  consumption  plus  normal  inventorj-  buildup  in  1974. 

A  rough  estimate  now  would  be  for  free  world  1974  consumption  of  about 
46.4  million  barrels  per  day  if  oil  prices  around  the  world  average  in  1974  a  level 
consistent  with  an  Arabian  light  FOB  price  of  $8.50  per  barrel.  On  a  comparable 
basis  estimated  consumption  would  be  on  the  order  of  50.3  million  barrels  per 
day  with  an  Arabian  light  price  of  $4.50  per  barrel. 

To  these  consumption  estimates  must  be  added  estimates  for  the  buildup  of 
inventories.  Companies  and  governments  will  undoubtedly  wish  over  coming 
months  to  add  to  their  inventories,  not  only  to  return  to  levels  considered  normal 
in  the  past,  but  also  to  provide  greater  security  against  the  demonstrated  in.secu- 
rity  of  imported  supplies.  Ultimate  objectives  for  inventories  will  probably  be 
considerably  in  excess  of  targets  to  be  reached  by  the  end  of  1974.  A  reasonable 
estimate  of  targets  for  yearend  1974  might  be  levels  5  percent  above  what  would 
have  been  considered  normal  in  prewar  days.  On  that  basis  it  can  be  roughly 
estimated  that  200  million  barrels  will  need  to  be  added  to  inventories  in  1974 
to  build  up  from  present  levels  to  the  yearend  target.  That  addition  to  inventory 
would  increase  1974  total  demand  to  4S.S  million  barrels  per  day  at  the  $8.50 
price  and  50.8  million  barrels  per  day  at  the  $4.50  price. 

Spare  capacity. — At  either  of  these  illustrative  combinations  of  price  and  oil 
use  in  1974  the  world's  forecast  "normal"  oil  production  capacity  would  not  be 
fully  employed  during  the  year.  Whether  some  oil-producing  nations  will  choose 
to  allow  some  of  their  normal  production  capacity  to  lie  idle,  with  accompanying 
loss  of  revenue,  is.  of  course,  problematical.  Assuming  as  at  present,  most  pro- 
ducers wish  to  maintain  production,  relatively  shariJ  cutbacks  would  be  necessary 
by  the  remaining  producers  at  the  $8.50  price.  For  instance,  if  only  Saudi  Arabia 
restrained  its  production,  then  for  the  year  Saudi  production  would  average 
only  3.6  million  barrels  per  day,  only  about  44  percent  of  its  potential  output. 

If  1974  production  restraint  were  borne  on  an  equal  percentage  basis  by  Saudi 
Arabia,  Kuwait,  the  United  Arab  Emirates,  and  Qatar,  then  the  production  for 
each  would  be  about  67  percent  of  capacity.  At  the  $4.50  price  on  these  assump- 
tions, there  would  still  be  a  margin  of  excess  capacity  in  these  countries. 

Certainly  at  the  higher  of  the  two  illustrative  price  levels,  and  quite  possibly 
at  the  lower  level  as  well,  production  in  other  oil  countries  would  grow  faster 
than  world  demand  over  the  years  after  1974,  so  that  the  relative  production 
restraint  would  need  to  be  increased  over  time  to  maintain  those  prices. 

Balance  of  payments  impacts. — The  impact  of  such  higher  costs  of  imported  oil 
will  be  severe  upon  the  economies  of  many  oil-consuming  nations.  The  increased 
costs  in  1974  for  the  less  developed  nations  alone  would  be  on  the  order  of  $9 
billion  at  the  $8.50  price  and  approaching  $5  billion  at  the  $4.50  price.  As  a  con- 
sequence of  these  changes  in  oil  payments,  the  projected  1974  current  account  defi- 
cit for  the  LDC's  would  be  estimated  at  about  $22  billion  at  the  $8.50  price  and  on 
the  order  of  $18  billion  at  the  $4.50  price. 

The  incidence  of  the  higher  oil  prices  among  individual  LDC's  will  vary  widely. 
Some  of  the  hardest  hit  countries  such  as  India.  Bangladesh,  and  tlie  drought- 
ridden  regicms  of  western  Africa  not  only  face  a  significant  increase  in  their 
import  bill  but  their  low  per  capita  incomes  and  slow  rates  of  growth  of  output 
and  of  exports  will  make  it  difficult  to  finance  anything  approaching  the  .same 
volume  of  imports  as  in  1973.  Other  countries — such  .as  Brazil,  Korea.  Taiwan, 
and  Turkey — while  facing  a  significant  increase  in  their  import  bill  will  have  a 
greater  capacity  to  finance  increased  oil  payments  in  the  short  run  with  their 
relatively  high  level  of  reserves. 

Employment  and  inflation. — ^These  large  increases  in  payments  will  worsen  both 
the  employment  and  inflation  situation  in  oil-importing  countries.  Even  after 
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adjustment  in  monetary  and  fiscal  policies,  these  increased  import  bills  will  have 
a  deflationary  impact  on  demand  for  domestic  production,  as  purchasing  power  is 
diverted  from  domestically  produced  goods  and  services  in  order  to  meet  in- 
creased oil  import  payments. 

At  the  same  time  that  demand  for  domestic  production  is  being  decreased,  cost- 
push  inflationary  pressures  will  be  increased  as  a  result  of  the  direct  impact  of 
oil  price  rises  on  price  indexes  and  possibly  also  as  a  result  of  intensified  labor 
pressures  attempting  to  secure  a  wage  increase  suflicient  to  offset  the  decrease 
in  the  standard  of  living  implied  by  the  increased  price  of  oil. 

There  is  also  likely  to  be  a  temporary  increase  in  unemployment  and  decline  in 
output  as  patterns  of  consumption  and  production  are  readjusted  to  the  levels 
of  energy  costs.  Particularly  hard  hit  will  be  such  products  as  automobiles, 
plastics,  fertilizers,  and  boating  and  camping  equipment. 

It  is  estimated  that  for  a  number  of  the  large  industrial  countries  these 
factors,  even  after  appropriate  adjustments  in  fiscal  and  monetary  policies,  could 
combine  to  reduce  rates  of  real  economic  growth  by  1  to  ly^  percent  during 
1974,  if  an  $8.50  level  of  prices  prevailed.  There  could  be  2  to  3  percent  additional 
upward  pressure  on  prices  in  many  countries.  At  a  $4.50  level  of  prices  these 
impacts  would  be  considerably  less. 

The  economic  impact  of  higher  oil  prices. — In  general,  then,  projections  of 
the  economic  impact  for  1974  of  higher  price  levels  for  oil  indicate  that  oil- 
consiuning  nations  will  experience  lower  rates  of  growth,  higher  x-ates  of 
inflation,  higher  levels  of  unemployment,  lower  levels  of  real  income,  and  notably 
less  favorable  trade  balances  than  previously  anticipated.  The  economic  impact  of 
higher  oil  prices  will  vary  widely  among  countries  reflecting  not  only  differing 
degrees  of  dependence  on  imported  oil,  but  also  differing  degrees  of  financial 
strength  and  economic  adaptability.  All  industrial  nations,  with  the  possible 
exception  of  Canada,  could  experience  serious  economic  diflSculties,  as  will 
many  LDC's.  For  LDC's  with  inadequate  reserves,  low  per  capita  incomes,  and 
slow  rates  of  output  and  export  growth,  the  economic  impact  of  higher  oil  prices 
could  be  extremely  severe. 

For  the  developed  countries — which  in  recent  years  have  typically  run  current 
.account  surpluses  in  the  order  of  $10  billion  per  year — the  increased  oil  costs  at 
the  $8.50  per  barrel  price  would  mean  a  current  account  deficit  of  more  than 
$30  billion.  At  the  $4.50  price,  the  deficit  for  the  developed  countries  would  still 
be  in  the  range  of  5  to  10  billion  dollars.  For  the  OPEC  producers,  even  after 
taking  into  account  an  assumed  increase  in  their  imports,  an  $8.50  price  would 
yield  a  current  account  surplus  in  the  order  of  $55  billion.  The  $4.50  price  would 
still  yield  a  surplus  in  excess  of  the  $20  billion  range.  The  corresponding  increases 
during  1974  in  the  foreign  asset  holdings  of  the  producing  countries,  while  large, 
will  still  be  equal  to  only  a  small  fraction  of  the  assets  traded  in  the  financial 
markets  of  the  OECD  countries. 

The  incidence  among  the  developed  countries  is  relatively  evenly  spread,  with 
projections  of  increased  oil  payments  as  a  percent  of  total  imports  falling  in  the 
range  of  10  to  20  percent  for  most  countries.  Japan  will  be  particularly  hard  hit 
with  a  projected  increase  in  oil  payments  approaching  one-third  of  total  1973 
imports.  Canada,  on  the  other  hand,  with  oil  exports  of  roughly  the  same  magni- 
tude as  imports,  should  feel  virtually  no  net  balance  of  payments  impact  from 
the  changes. 

Project  Independence 

At  this  point,  I  think  it  is  important  to  carefully  assess  these  projections  of 
energy  production,  consumption,  and  prices  and  recognize  that  they  are  flashing 
warning  signals  to  which  we  must  respond.  We  must  realize  that  these  projec- 
tions depend  upon  the  basic  assumption  that  recent  trends  in  world  demand  for 
energy,  in  the  sources  of  energy,  and  in  the  form  in  which  energy  is  supplied,  will 
continue  largely  unchanged.  Together,  we  can  prevent  this  from  happening. 

The  projections  do  show — clearly  and  vividly — that  we  face  far-reaching 
changes  in  our  energy  balances.  We  must  accept  that  the  rising  demand  for  energy 
will  lead  to  a  substantial  increase  in  real  costs.  We  cannot  be  blind  to  the  con- 
centrated location  of  the  existing  resources  which  can  be  made  available  for 
the  years  immediately  ahead. 

But,  there  is  another  side.  These  projections  show  us  what  needs  to  be  done. 
If  we  approach  it  bilaterally,  a  potential  crisis  will  become  a  reality.  However, 
if  we  make  the  commitment  to  join  together,  a  potential  crisis  may  be  translated 
into  a  real  opportunity.  In  essence,  the  energy  problem  is  the  most  infinitely 
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solvable  one  we  have — but  we  must  approach  it  together.  Action  by  consuming 
countries,  mth  a  long  view  of  their  best  interest,  is  required  now. 

We,  iu  the  United  States — in  our  actions  and  in  our  planning — are  participat- 
ing in  this  process  with  the  greatest  sense  of  urgency. 

In  November  1973,  the  President  of  the  United  States  inaugurated  "Project 
Independence,"  designed  to  ensure  an  expansion  in  domestic  energy  production 
so  that  our  Nation  would  no  longer  be  subject  to  economic  disruption,  or  the 
threat  of  such  disruption,  from  a  sudden  curtailment  of  vital  energy  supplies. 

Project  Independence  is  designed — 

(1)  To  conserve  energy — to  establish  a  new  energy  ethic  that  will  greatly 
reduce  our  growing  demand  for  energy  ; 

(2)  To  increase  production  of  all  forms  of  energy  in  the  United  States  ;  and 

(3)  To  meet  our  energy  needs  at  the  lowest  cost  consistent  with  the  pro- 
tection of  both  national  security  and  environment. 

As  we  begin  this  conference,  we  must  not  view  Project  Independence  as  a 
move  toward  autarchy  but  rather  we  must  see  it  as  part  of  a  worldwide  effort 
to  bring  greater  balance  to  world  energy  supply  and  demand.  Our  current  energy 
problems  magnify  the  fact  that  we  live  in  an  interdependent  world.  We  in  the 
United  States  view  Project  Independence  as  a  means  for  us  to  reduce  our  call 
on  oil  available  to  the  international  market.  Moreover,  it  is  our  way  to  become 
exporters  of  energy  by  1985.  Seen  in  this  way.  this  effort  will  be  our  contribu- 
tion to  the  rest  of  the  world.  Let  us  now  look  carefully  at  Project  Independence 
and  relate  this  initiative  to  what  we  all  can  and  must  do  together. 

The  first  major  thrust  of  U.S.  energy  policy  is  to  eliminate  waste  and  con- 
.serve  energy  resources.  The  United  States  is  the  largest  energy  ccmsumer,  using 
one-third  of  the  world's  energy.  Our  pattern  of  energy  consumption  has  in  i«irt 
resulted  from  the  relatively  low  cost  of  energy  in  the  past.  As  prices  rise, 
normal  market  forces  will  re.sult  in  a  reduction  in  demand.  The  problem,  how- 
ever, is  that  we  cannot  wait  for  these  forces  to  operate.  We  must  force  adoption 
of  energj'  conservation  and  demand  curtailment  as  an  individual  and  collective 
ethic  now.  In  turn,  efficient  energy  utilization  will  liecome  a  national  "way  of 
life"  and  not  simply  a  temporary  expedient  to  be  followed  during  this  period 
of  acute  shortage. 

Our  objectives  are  to  eliminate  waste,  husband  our  scarce  resources,  and 
extend  the  available  supplies  to  insure  that  essential  needs  are  fully  met.  In  this 
way  a  "less  is  better"  ethic  can  cushion  the  impact  of  energy  shortfalls  on  the 
economy  and  yield  an  improved  quality  of  life.  This  means  less  weight  and  horse- 
power in  our  automobiles ;  less  speed  on  our  liighways ;  less  heat  and  heat  loss 
in  our  homes ;  le.ss  empty  .seats  on  our  planes,  trains,  and  buses  ;  less  waste  in 
our  industrial  processes  and  powerplants ;  less  throwaway  containers.  All  of 
these  will  enhance  rather  than  detract  from  our  economic  well-being  and  living 
standard. 

With  such  a  program,  our  goal  is  to  cut  our  annual  growth  rate  in  energy 
consumption  from  the  present  4  to  5  percent  down  to  2  or  3  percent  by  1980.  If 
we  can  do  this,  our  estimates  show  that  we  could  save  as  much  as  7  million 
barrels  of  oil  per  day.  Although  much  of  the  expected  7  million  barrels  per  day 
saving  can  result  from  adherence  with  current  conservation  policies,  there  is 
considerable  research  we  plan  to  do  which  is  aimed  at  permanently  reducing 
consumption  of  energy.  For  example,  better  insulation  of  houses,  more  efficient 
automobile  engines,  and  more  efficient  power  cycles  can  save  energy  without 
causing  economic  or  social  dislocation.  Thus,  our  research  program  will  con- 
centrate on  these  areas. 

The  second  major  thrust  of  Project  Independence  is  to  stimulate  the  develop- 
ment and  production  of  domestic  energy  resources  and  to  develop  alternative 
new  energy  sources.  Specifically,  our  program  will  include  the  following : 

Developing  our  eoal  reserves  more  effectively.  We  have  1  trillion,  500  billion 
tons  of  identifiable  coal  reserves,  or  half  of  the  non-Communist  world's  reserves, 
425  billion  tons  of  which  are  economically  recoverable  now.  We  must  develop 
ways  to  utilize  this  abundant  resource.  We  must  mount  major  research  and 
development  efforts  in  gasification  and  liquefaction  of  coal.  Further,  we  must 
develop  techniques  for  mining  .surface  coal  that  do  not  destroy  the  landscape 
permanently.  We  must  also  develop  ways  to  deep-mine  coal  that  protect  the 
health  and  safety  of  miners. 

We  have  talked  for  years  about  the  production  of  oil  from  our  oil  shale. 
There  are  an  estimated  1  trillion,  800  billion  barrels  of  oil  in  the  shale  resources 
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in  the  United  States,  and  just  those  reserves  that  we  presently  know  are  ex- 
ploitable could  satisfy  our  needs  for  oil  for  over  100  years.  We  need  an  increased 
effort  by  both  the  Federal  Government  and  private  industry  to  develop  this 
potentially  productive  resource.  I  am  especially  encouraged  by  recent  progress 
in  the  in  situ  processes  for  extracting  shale  oil.  This  process  suggests  that  it 
may  be  possible  to  produce  shale  oil  at  much  less  than  the  current  cost  of 
Persian  Gulf  crude.  In  situ  extraction  should  also  have  minimal  impact  on  the 
environment  and  its  development  must  be  expedited. 

We  also  have  to  push  forward  in  the  development  and  utilization  of  nuclear 
power.  Currently,  nuclear  power  provides  only  1  percent  of  our  energy  needs 
after  30  years  of  development.  It  could  easily  provide  10  percent  by  1985.  We 
will  take  every  step  to  expedite  the  licensing  and  construction  of  nuclear  power- 
plants,  which  are  an  essential  part  of  our  program  for  achieving  energy  self- 
sufficiency.  We  will  also  develop  a  broad  nuclear  program  which  looks  toward 
liquid  metal  and  other  breeder  reactors.  In  addition,  top  priority  will  continue 
to  be  given  to  assuring  that  nuclear  powerplants  are  built  and  operated  safely 
with  acceptable  environmental  impact. 

We  have  also  talked  for  years  about  the  development  of  such  relatively 
distant  alternatives  to  fossil  fuels  as  fusion,  geothermal,  and  solar  energy.  For 
the  next  decade  these  alternatives  are  still  very  much  in  the  research  and 
development  stage  of  growth,  and  they  could  not  come  into  widespread  use  until 
after  1990.  Nevertheless,  although  we  will  invest  in  the  development  of  these 
alternatives,  at  the  same  time  we  must  focus  now  on  nearer  term  measures  for 
expanding  energy  supplies. 

With  this  overall  approach  in  mind,  let  us  examine  in  more  detail  now  the 
specifics  of  Project  Independence. 

We  have  tried  to  visualize  our  policy  in  terms  of  what  must  be  done  in  the 
relatively  short  range — up  to  the  mid-1980's,  and  what  must  be  done  in  the 
long  term — beyond  the  1980's.  The  strategies  appropriate  for  dealing  with  the 
short  range  are  in  general  not  the  same  as  those  appropriate  for  the  long  range, 
and  so  I  will  discuss  them  separately. 

Short  range. — In  the  short  range  our  efforts  must  be  toward  development  of 
the  existing  state  of  the  art  and  in  addition  to  our  conservation  efforts,  our 
underlying  strategy  will  be — 

(1)  To  increase  our  domestic  supply  of  gas  and  oil,  including  develop- 
ment of  the  Outer  Continental  Shelf,  our  resources  in  Alaska  as  well 
as  our  large  gas  reserves. 

(2)  To  supplement  this  development  of  oil  and  gas  with  expanded  use  of 
alternative  energy,  mainly  coal  and  nuclear  power  and  oil  shale. 

Research  can  make  some  contribution  toward  implementing  these  short-range 
strategies,  but  the  real  rewards  from  research  will  come  in  the  next  decade.  Our 
progress  between  now  and  1980  will  depend,  for  the  most  part,  on  our  ability 
to  implement  existing  technology  rather  than  on  the  results  of  new  research. 

1.     Increase  domestic  supply  of  gas  and  oil 

To  increase  our  domestic  supply  of  gas  and  oil  involves  both  the  application 
of  existing  technology  and  the  creation  of  new  technology.  Application  of  existing 
technology  would  include  such  techniques  as  secondary  and  tertiary  recovery 
from  existing  oilfields  and  greatly  expanded  exploration  for  new  oil  and  gas 
reservoirs,  particularly  on  the  Outer  Continental  Shelf. 

The  undiscovered  oil  and  gas  on  Federal  lands  and  beneath  our  Outer  Con- 
tinental Shelf  can  provide  a  significant  portion  of  the  energy  necessary  to  make 
us  self-sufficient.  The  total  U.S.  offshore  lands,  including  the  Outer  Continental 
Shelf,  are  estimated  to  contain  42  percent  (160  billion  barrels  of  oil  equivalent) 
of  the  remaining  discoverable  oil  and  gas  reserves  in  the  United  States. 

We  are  now  increasing  the  acreage  leased  on  the  Outer  Continental  Shelf  to  10 
million  acres  beginning  in  1975.  more  than  tenfold  what  had  been  planned  2  years 
ago.  In  later  years,  the  amount  of  acreage  to  be  leased  will  be  based  on  market 
needs  and  on  indu.stry's  record  of  performance  in  exploring  and  developing  leases. 

In  addition  to  the  Outer  Continental  Shelf  program,  we  will  move  rapidly  to 
exploit  our  resources  in  Alaska.  The  Alaskan  pipeline,  when  completed,  will 
result  in  more  than  2  million  barrels  of  oil  a  day  by  1980.  This  is  equal  to  one- 
third  of  current  U.S.  oil  imports.  As  important,  approval  of  the  Alaskan  pipe- 
line will  encourage  additional  development  of  Alaskan  fields.  Projections  indicate 
that  the  North  Slope  has  potential  reserves  of  as  much  as  80  billion  barrels.  Thus, 
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eventually,  we  could  achieve  an  Alaska  production  of  between  5  and  6  million 
barrels  a  day. 

Further,  it  has  long  been  clear  that  wliile  an  Alaskan  oil  pipeline  was  needed, 
it  alone  will  not  be  enough.  In  addition  to  the  huge  oil  reserves  in  the  North 
yiope  of  Alaska,  there  are  also  gas  reserves  there  of  at  least  26  trillion  cubic 
feet — enough  to  heat  10  million  homes  for  20  years.  We  are  now  working  to  deter- 
mine the  need  for  future  Alaska  oil  and  gas  pipeline  capacity  including  the  best 
routes. 

2.  Supplement  oil  and  gas  through  development  of  coal  and  nuclear  energy 

In  addition  to  these  increased  efforts  in  the  oil  and  gas  areas,  we  will  move 
to  develop  coal  and  nuclear  energy  as  alternatives.  We  can  identify  two  separate 
approaches — direct  substitution  and  coal  conversion. 

a.  Direct  use  of  coal  for  oil  and  gas  in  industrial  and  utility  applications 
Substitution  requires  research  since  the  main  problem  in  burning  coal  is  the 

environmental  impact.  We  have  a  large  program  devoted  to  stack  gas  cleanup 
and  there  is  every  reason  to  expect  this  program  will  be  successful,  thus  allow- 
ing us  to  substitute  coal  for  a  substantial  amounr  of  the  oil  and  gas  we  now 
burn.  Some  have  estimated  that  by  1985  we  might  save  as  much  as  6  million 
barrels  per  day  through  direct  substitution — 2  million  barrels  i>er  day  through 
direct  replacement  of  oil  under  utility  boilers,  1  million  barrels  i)er  day  in  resi- 
dential and  commercial  space  heating  (primarily  tbrough  heat  pumi>s),  and  3 
million  barrels  per  day  in  industrial  processes. 

b.  Conversion  of  coal  into  liquids  and  gases 

Techniques  for  liquifying  and  gasifying  coal  are  fairly  well  known.  However, 
in  general  these  methods  are  exjiensive  and  will  require  further  development 
before  they  become  commercially  feasible.  We  are  undertaking  a  crash  program 
now  and  we  estimate  that  we  might  be  able  to  replace  as  much  as  3  million  bar- 
rels per  day  of  oil  with  synthetic  fuels  made  from  coal. 

We  thus  visualize  coal  emerging  as  a  very  central  element  in  our  energy  picture 
by  1985.  There  are  some  estimates  that  suggest  that  by  then  we  shall  have  to 
mine  as  much  as  1500  or  even  1800  million  tons  of  coal  per  year.  This  represents 
a  tripling  of  our  coal  production. 

c.  Expanding  the  use  of  nuclear  energy — 

Requires  research  on  nuclear  safety,  waste  disposal,  siting  of  nuclear  reactors, 
and  thorium  systems,  as  well  as  providing  additional  separative  work  capacity. 
Siting  is  also  an  important  element  of  our  nuclear  strategy  since,  in  the  absence 
of  a  rational  siting  policy  for  nuclear  reactors,  the  nuclear  option  may  be 
jeoi)ardized. 

Long  range. — All  of  these  developments  can  take  place  in  a  relatively  short- 
range  time  frame.  Long  range  our  goal  is  to  gradually  transform  the  base  of  our 
energy  system  from  the  nonrenewable  fossil  fuels  to  nonfossil  fuels,  mainly 
nuclear,  geothermal,  and  solar. 

To  accomplish  this,  we  have  provided  substantial  funds  for  energy  research 
and  development.  Last  June  the  President  announced  a  .$10  billion  Federal  pro- 
gram over  the  next  5  years,  but  he  stressed  that  we  would  spend  whatever  addi- 
tional sums  that  could  reasonably  be  spent  to  accomplish  our  task.  Last  month, 
the  President  announced  that  in  fiscal  year  1975 — the  first  year  of  the  5-year 
energy  R&D  program — total  Federal  commitment  to  direct  energy  research  and 
development  will  be  increased  to  .$1.8  billion,  almost  double  the  level  of  a  year  ago. 

Our  research  will  retain  as  much  flexibility  as  possible.  In  the  coal  area,  the 
challenge  is  to  learn  how  to  transform  our  different  types  of  coal  through  a  variety 
of  processes  into  acceptable  ga.seous  and  liquid  fuels  suitable  as  substitutes  and 
replacements  for  dwindling  supplies  of  petroleum  and  gas.  Thus,  low-BTI^  gas, 
which  is  probably  marginal  in  the  short  range,  looms  witb  high  priority  in  the 
long  range.  And  perfection  of  processes  for  coal  hydrogenation  leading  to  produc- 
tion of  syncrude  and  syngas  will  l)e  supported  to  the  limit  of  scientific  creativity. 

Finally,  nuclear  energy  holds  the  most  importance  for  the  long  range,  primarily 
because  it  gives  mankind  an  essentially  inexhaustible  energy  source,  one  that  is 
relatively  independent  of  mineral  resource  costs.  At  the  present  time  the  breeder 
reactor  is  the  only  nuclear  technology  that  can  be  counted  upon  today  to  achieve 
the  nuclear  promise.  Thus,  research  and  development  on  other  breeder  reactor 
concepts  (light  water  breeder,  gas-cooled  fast  breeder,  and  molten  .salt  breeder) 
will  be  supported  and  expanded  to  retain  them  as  viable  alternatives. 
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The  need  for  a  world  response 

All  of  this  is,  however,  really  only  a  part  of  Project  Independence — it  is  our 
part.  What  we  need  now  is  to  transform  a  U.S.  commitment  into  a  world  response. 
What  can  we  do  together?  As  major  consuming  countries,  we  share  the  common 
problem  of  being  dependent  upon  oil  imports  and  of  being  concerned  about  the 
impact  of  rising  costs  of  such  imports.  If  we  join  together,  however,  w^e  can  reduce 
our  dependence  upon  one  set  of  suppliers  and  stabilize  the  price  that  we  pay  for 
our  oil.  Here  is  what  we  can  do  : 

1.  Development  of  new  energy  sources 

The  first  thing  that  we  should  consider  are  ways  in  which,  cooperatively,  we 
can  develop  alternative  energy  supplies.  I  have  already  described  to  you  what  we, 
in  the  United  States,  are  doing.  We  must  commence  discussing  immediately  on  a 
program  for  cooperation  in  such  fields  as  nuclear  technology,  coal  extraction, 
liquefication  and  gasification,  production  of  oil  from  shale  and  tar  sands,  develop- 
ment of  solar  and  geothermal  energy,  and  other  fields.  This  program  should 
explore  the  potential  for  sharing  information,  patents,  and  technical  information. 
We  should  use  this  conference  as  the  first  step  toward  developing  a  program  for 
doing  this.  Together,  we  can  achieve  more  rapid  development  of  alternative 
energy  sources  for  each  one  of  our  countries.  For  instance : 

a.  Nuclear  energy 

We  are  rapidly  reaching  the  stage  where  we  could  be  mass-producing  floating 
nuclear  powerplants.  Such  powerplants  can  be  produced  in  quantity  and  floated 
to  locations  throughout  the  world  to  produce  power  rapidly.  This  is  not  a  long- 
range  concept  but  something  which  could  be  initiate<l  immediately.  The  tech- 
nology, ideas,  and  production  facilities  of  many  nations  can  be  combined  in 
developing  these  plants.  The  technology  of  breeder  reactors,  for  instance,  appears 
to  be  more  advanced  in  France  and  Britain  since  they  are  constructing  prototype 
breeder  reactor  powered  generating  stations.  Germany,  Italy,  and  Japan  have 
undertaken  ambitious  reactor  development  programs.  All  would  benefit  from  an 
exchange  of  information.  Certainly  all  countries  should  have  a  vital  interest  in 
pooling  technical  information  which  concerns  the  safety  and  environmental 
impact  of  reactor  operation.  , 

b.  Hydrocarbons 

In  addition,  we  should  work  together  to  encourage  development  of  these 
relatively  untapped  but  enormous  sources  of  hydrocarbons:  U.S.  oil  shale  and 
the  tar  sands  of  Canada  and  Venezuela.  All  together,  these  three  sources  alone 
provide  an  enormous  potential  for  recoverable  oil.  It  is  possible  that  by  pooling 
our  technical  resources  we  can  produce  new  energy  from  these  three  relatively 
untapped  sources  beginning  in  1980. 

c.  Coal 

Development  of  newer  and  better  processes  for  coal  conversion  are  in  progress 
in  a  number  of  countries,  especially  in  West  Germany,  England,  and  France.  We 
all  could  benefit  froiii  this  technology  and  we  should  explore  how  we  can  pool  our 
thinking  and  technology  in  this  area  as  well  as  participate  in  joint  cooperative 
programs. 

2.  Conservation 

In  addition  to  these  joint  efforts  to  develop  energy  supplies,  we  must  work 
together  to  curb  the  explosive  growth  of  energy  demand.  Conservation  efforts 
and  sacrifices  must  be  shared  equitably  by  all  of  us.  We  must  pledge  ourselves 
to  a  new  world  conservation  ethic — to  the  adoption  of  parallel  vigorous  programs 
to  conserve  energy  and  promote  its  more  eflScient  use.  What  I  urge  is  that  energy 
consumption  in  one  country  not  simply  be  governed  by  the  ability  to  obtain  addi- 
tional supplies,  at  the  cost  to  other  consumer  countries.  Rather,  there  must  be  a 
basic  commitment  to  share  internationally  available  supplies  at  a  reasonable 
level  of  consumption  for  all. 

3.  World  energy  data  bank 

Finally,  energy  policy  can  only  be  adequately  formulated  if  sufl!icient  accurate 
data  is  available  to  each  country.  We  must  develop  a  world  energy  data  bank 
and  information-sharing  arrangement  to  enable  individual  nations  to  set  sound 
policy  as  well  as  full  coordination  of  world  energy  policy.  This  would  serve  as  a 
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repository  for  public  data  now  available  but  scattered,  and  serve  as  a  focal  point 
for  efforts  to  coordinate  our  respective  national  energy  policies  and  adhere  to 
a  new  code  of  market  conduct. 

Conclusion 

In  closing,  let  us  use  this  conference  as  the  touchstone  for  a  future  of  increased 
cooperation.  Let  us  work  toward  an  open  system  in  which  all  those  capable  of 
finding,  developing,  and  marketing  energy  resources  can  have  an  opix>rtunity 
to  do  so.  Nationalization  without  prompt  adequate  and  effective  compensation  by 
producing  nations  or  unconstrained  bilateral  deals  lietween  producing  and  con- 
suming governments  will  be  counterproductive  to  all.  Such  bilateral  arrange- 
ments will  result  in  divi.sive  competition  which  will  inevitably  work  to  the 
detriment  of  each  individual  buyer  as  well  as  the  entire  world. 

"We  are  facing  a  dramatically  changing  situation  in  the  world  energy  scene. 

The  present  unstable  situation  is  not  in  the  long-tenn  interest  of  current  oil 
exporters,  although  the  short-term  flow  of  wealth  and  political  power  may  make 
it  hard  for  them  to  see  the  long-term  disadvantage.s.  The  world  is  reacting  to 
high  prices  by  reducing  demand  and  will  develop  alternate  sources  of  energy 
which  in  turn  will  lead  to  lower  prices  in  tlie  world  market.  Moreover,  the  shortrun 
actions  of  the  oil  exiKirters  have  made  oil  in  the  ground  a  relatively  poor  invest- 
ment because  its  value  will  fall  over  the  next  decade.  For  example,  using  an 
8-percent  rate  of  return  and  a  price  of  $10  i)er  barrel  in  1974,  the  price  of  a  barrel 
of  oil  would  have  to  rise  to  $21. .")9  by  1!)S4  to  produce  the  same  rate  of  return. 
The  present  price  levels  present  grave  potential  problems  for  all  consuming 
nations.  The  oil-producing  nations  cannot  lienetit  from  price  levels  which  result 
in  unemployment  and  inflation  in  Europe  and  Japan,  and  damage  to  the  world 
economy  as  a  whole.  It  is  clearly  in  the  best  interests  of  the  oil  producers  that 
the  world  economy  maintain  sound  growth. 

In  the  near  term  prices  lower  than  those  being  charged  at  present  would  be  in 
the  economic  interest  of  both  producers  and  consumers,  particularly  if  consumers 
had  confldence  in  the  stability  of  supply.  High-cost  alternative  sounds  would 
not  then  be  encouraged  to  so  great  an  <'xtent,  and  producers  could  expect  con- 
tinued gradual  increases  in  their  national  incomes  as  their  economies  developed 
the  capacity  to  absorb  increasing  imports  of  capital  and  technologj-.  Consxnuers 
now  suffer  from  the  effects  of  the  sharp  and  sudden  ui)swing  in  prices.  Producers 
are  likely  to  suffer  at  .some  later  time  from  the  downswing  in  prices  caused  by  the 
market's  strong  reactions  to  present  high  price.s. 

Ideally,  what  is  needed  is  a  diversity  ('f  consumers  and  producers  operating  in 
a  cooperative  international  framework.  Recently,  we  have  seen  some  hopeful 
signs  that  oil  producers  are  also  interested  in  adjusting  oil  prices  to  assure  a 
stable  world  economy.  We  should  work  cooijcratively  to  see  that  this  is  done. 

Together,  we  can  prevent  unemployment.  Together,  we  can  prevent  a  world^^'ide 
monetary  crisis.  Together,  we  can  maintain  economic  progress. 

I  believe  there  is  reason  for  optimism.  We  have  the  capacity  and  resources  to 
meet  our  energy  needs,  and  the  United  States  stands  ready  and  willing  to  help 
build  a  structure  of  international  cooperation  with  producers  and  consumers  alike. 


Exhibit  63. — Communique  of  the  Washington  Energy  Conference,  February  13, 

1974 

1.  Foreign  Ministers  of  Belgium,  Canada,  Denmark,  France,  the  Federal  Repub- 
lic of  Germany,  Ireland,  Italy.  .Japan,  I^uxcmbonrg.  the  Netherland.s,  Norway,  the 
United  Kingdom,  the  United  States  met  in  Washington  from  February  11  to 
13,  1974.  The  European  Community  was  represented  as  such  by  the  President 
of  the  Council  and  the  President  of  the  Commission.  Finance  Ministers.  Ministers 
with  responsibility  for  Energy  Affairs,  Economic  Affairs,  and  Science  and  Tech- 
nology Affairs  also  took  part  in  the  meeting.  The  Secretary  General  of  the 
OECD  also  participated  in  the  meeting.  The  Ministers  examined  the  interna- 
tional energy  .situation  and  its  implications  and  charted  a  course  of  actions 
to  meet  this  challenge  which  requires  const nictive  and  comprehensive  solutions. 
To  this  end  they  agreed  on  specific  steps  to  provide  for  effective  international 
cooperation.  The  Ministers  aflSrmetl  that  solutions  to  the  world's  energy  problem 
should  be  sought  in  consultation  with  producer  comitries  and  other  consumers. 
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Analysis  of  the  situation 

2  They  noted  that  during  the  past  three  decades  progress  in  improving  produc- 
tivity and  standards  of  living  was  greatly  facilitated  by  the  ready  availability 
of  increasing  supi>lies  of  energy  at  fairly  stable  prices.  They  recognized  that 
the  problem  of  meeting  growing  demand  existed  before  the  current  situation  and 
that  the  needs  of  the  world  economy  for  increased  energy  supplies  require  posi- 
tive long-term  solutions. 

3.  They  concluded  that  the  current  energy  situation  results  from  an  inten- 
sification of  these  underlying  factors  and  from  political  developments. 

4.  They  reviewed  the  problems  created  by  the  large  rise  in  oil  prices  and 
agreed  with  the  serious  concern  expressed  by  the  International  Monetary 
Fund's  Committee  of  Twenty  at  its  recent  Rome  meeting  over  the  abrupt  and 
significant  changes  in  prospect  for  the  world  balance  of  payments  structure. 

5.  They  agreed  that  present  i)etroleum  prices  presented  the  structure  of 
world  trade  and  finance  with  an  unprecedented  situation.  They  recognized  that 
none  of  the  consuming  countries  could  hope  to  insulate  itself  from  these  develop- 
ments, or  expect  to  deal  with  the  payments  impact  of  oil  prices  by  the  adoption 
of  monetary  or  trade  measures  alone.  In  their  view,  the  present  situation,  if 
continued,  could  lead  to  a  serious  deterioration  in  income  and  employment, 
intensify  inflationary  pressures,  and  endanger  the  welfare  of  nations.  They 
believed  that  financial  measures  by  themselves  will  not  be  able  to  deal  with  the 
strains  of  the  current  situation. 

6.  They  expressed  their  particular  concern  about  the  consequences  of  the 
situation  for  the  developing  countries  and  recognized  the  need  for  efforts  by 
the  entire  international  community  to  resolve  this  problem.  At  current  oil  prices 
the  additional  energy  costs  for  developing  countries  will  cause  a  serious  setback 
to  the  prospect  for  economic  development  of  these  countries. 

General  conclusions 

7.  They  aflSrmed,  that,  in  the  pursuit  of  national  policies,  whether  in  the  trade, 
monetary,  or  energy  fields,  efforts  should  be  made  to  harmonize  the  interests 
of  each  country  on  the  one  hand  and  the  maintenance  of  the  world  economic 
system  on  the  other.  Concerted  international  cooperation  between  all  the  coun- 
tries concerned  including  oil  producing  countries  could  help  to  accelerate  an 
improvement  in  the  supply  and  demand  situation,  ameliorate  the  adverse  eco- 
nomic consequences  of  the  existing  situation,  and  lay  the  groundwork  for  a  more 
equitable  and  stable  international  energy  relationship. 

8.  They  felt  that  these  considerations  taken  as  a  whole  made  it  essential  that 
there  should  be  a  substantial  increase  of  international  cooperation  in  all  fields. 
Bach  imrticipant  in  the  Conference  stated  its  firm  intention  to  do  its  utmost  to 
contribute  to  such  an  aim,  in  close  cooperation  both  with  the  other  consumer 
countries  and  with  the  producer  countries. 

9.  They  concurred  in  the  need  for  a  comprehensive  action  program  to  deal 
with  all  facets  of  the  world  energy  situation  by  cooperative  measures.  In  so 
doing  they  will  build  on  the  work  of  the  OECD.  Tliey  recognized  that  they 
may  wish  to  invite,  as  appropriate,  other  countries  to  join  with  them  in  these 
efforts.  'Such  an  action  program  of  international  cooperation  would  include,  as 
appropriate,  the  sharing  of  means  and  efforts,  while  concerting  national  policies, 
in  such  areas  as — 

The  conservation  of  energy  and  restraint  of  demand. 

A   system   of   allocating  oil   supplies   in   times   of   emergency   and   severe 

shortages. 
The   acceleration  of  development  of   additional   energy  sources  so  as  to 

diversify  energy  supplies. 
The  acceleration  of  energy  research   and  development  programs  through 

international  cooperative  efforts.^ 

10.  With  respect  to  monetary  and  economic  questions,  they  decided  to  inten- 
sify their  cooperation  and  to  give  impetus  to  the  work  being  undertaken  in  the 
IMF,  the  World  Bank  and  the  OECD  on  the  economic  and  monetary  consequences 
of  the  current  energy  situation,  in  particular  to  deal  with  balance  of  payments 
disequilibria.  They  agreed  that — 2 

In  dealing  with  the  balance  of  payments  impact  of  oil  prices  they  stressed 
the  importance  of  avoiding  competitive  depreciation  and  the  escalation 


1  France  does  not  accept  point  9. 

'  In  point  10,  France  does  not  accept  paragraphs  dted  with  asterisks. 
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of  restrictions  on  trade  and  payments  or  disruptive  actions  in  external 
borrowing.* 

While  financial  cooperation  can  only  partially  alleviate  the  problems  which 
have  recently  arisen  for  the  international  economic  system,  they  will 
intensify  work  on  short-term  financial  measures  and  possible  longer-term 
mechanisms   to  reinforce  existing  ofl!icial  and  market  credit  facilities.* 

They  will  pursue  domestic  economic  policies  which  will  reduce  as  much  as 
possible  the  diflBculties  resulting  from  the  current  energy  cost  levels.* 

They  will  make  strenuous  efforts  to  maintain  and  enlarge  the  flow  of  develop- 
ment aid  bilaterally  and  through  multilateral  institutions,  on  the  basis 
of  international  solidarity  embracing  all  countries  with  appropriate 
resources. 

11.  Further,  they  have  agreed  to  accelerate  wherever  practicable  their  own 
national  programs  of  new  energy  sources  and  technology  which  will  help  the 
overall  world-wide  supply  and  demand  situation. 

12.  They  agreed  to  examine  in  detail  the  role  of  international  oil  companies. 

13.  They  stressed  the  continued  importance  of  maintaining  and  improving  the 
natural  environment  as  part  of  developing  energy  sources  and  agreed  to  make 
this  an  important  goal  of  their  activity. 

14.  They  further  agreed  that  there  was  need  to  develop  a  cooperative  multi- 
lateral relationship  with  producing  countries,  and  other  consiiming  countries 
that  takes  into  account  the  long-term  interests  of  all.  They  are  ready  to  exchange 
technical  information  with  these  countrie,s  on  the  problem  of  stabilizing  energy 
supplies  with  regard  to  quantity  and  prices. 

15.  They  welcomed  the  initiatives  in  the  United  Nations  to  deal  with  the 
larger  issues  of  energy  and  primary  products  at  a  world-wide  level  and  in 
particular  for  a  special  session  of  the  U.X.  General  Assembly. 

Establishment  of  follow -on  machinery 

16.  They  agreed  to  establish  a  coordinating  group  headed  by  senior  oflScials  to 
direct  and  to  coordinate  the  development  of  the  actions  referred  to  above.  The 
coordinating  group  shall  decide  how  best  to  organize  its  work.  It  should — 

Monitor  and  give  focus  to  the  tasks  that  might  be  addressed  in  existing 

organizations ; 
Establish  such  ad  hoc  working  groups  as  may  be  necessary  to  undertake  tasks 

for  which  there  are  presently  no  suitable  bodies  ; 
Direct  preparations  of  a  conference  of  consumer  and  producer  countries  which 

will  be  held  at  the  earliest  possible  opportunity  and  which,  if  necessary, 

will  be  preceded  by  a  further  meeting  of  consumer  countries.' 

17.  They  agreed  that  the  preparations  for  such  meetings  should  involve  con- 
sultations with  developing  countries  and  other  consumer  and  producer  countries.' 


Exhibit  64. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
February  27,  1974,  before  the  37th  Annual  World  Trade  Conference,  Chicago, 
111.,  on  the  "International  Economic  Outlook" 

As  much  as  I  liked  the  idea  of  addressing  this  audience,  I  must  admit  to  having 
some  misgivings  about  the  invitation.  As  I  looked  over  the  Conference  agenda, 
I  was  struck  by  the  exi)ertise  and  erudition  brought  by  others  to  the  program. 
Then — taking  account  of  the  enormity  of  the  problems  we  face  and  the  healthy 
skepticism  in  these  environs  about  the  competence  of  bureaucrats  who  have  spent 
too  much  time  in  Washington — it  occurred  to  me  I  may  have  been  invited  more 
to  listen  than  to  speak. 

At  any  rate,  I  want  to  stick  today  to  some  relatively  simple  points  concerning 
the  international  economic  scene — without  pretending  that  solutions  to  the 
problems  we  face  are  equally  simple.  I  don't  want  to  be  left  in  the  position  of  the 
fellow  who  talked  a  blue  streak  to  a  friend  when  he  suddenly  stopped  and  said, 
"Well,  I  won't  bore  you  with  any  more  details.  The  fact  is,  I've  already  told  you 
more  than  I  know." 

I  don't  have  to  remind  you,  who  are  on  the  frontline  in  the  international 
economic  world,  that  we  have  been  through  a  turbulent  time  the  past  several 
years. 


♦See  footnote  2  on  p.  570. 

»  France  does  not  accept  points  16  and  17. 


572   1974  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Our  chronic  balance  of  i)ayments  problems  were  climaxed  by  our  first  trade 
deficits  in  this  century.  Under  that  pressure,  we  needed  to  seek  more  realistic 
currency  alignments,  and,  given  the  importance  of  the  dollar  in  the  scheme  of 
things,  this  brought  to  a  head  what  was  necessary  anyway :  la  thoroughgoing 
"new  look"  at  the  international  monetary  system. 

(However  necessary,  the  process  of  achieving  a  new  exchange  rate  pattern  was 
psychologically  disturbing.  Many  were  surprised  when  husiness,  in  a  period  of 
boom,  adjusted  to  the  present  transitional  regime  of  fioating  exchange  rates 
with  remariiable  facility.  But  it  is  safe  to  say  nearly  everyone  would  he  happier 
with  more  stahility  in  exchange  rates  than  in  the  past  year ! 

Meanwhile,  essential  support  for  the  liberal  trading  practices  built  up  since 
"World  War  II  seemed  to  be  eroding  here  and  elsewhere — so  far  as  the  United 
States  was  concerned,  in  part  because  of  the  competitive  pressures  related  to  an 
overvalued  dollar  prior  to  1971.  More  recent  events — spotlighted  by,  hut  not  con- 
fined to,  the  oil  situation — emphasize  that  the  traditional  concern  about  fair 
access  to  foreign  markets  needs  to  be  accompanied  by  concern  over  access  to 
foreign  supplies.  The  combination  of  a  worldwide  economic  boom  with  had  har- 
vests and  manmade  supply  bottlenecks  has  been  reflected  in  world  shortages  of 
raw  materials. 

Just  when  we  seemed  to  be  moving  through  the  worst  of  some  of  these  proib- 
lems — with  both  financial  markets  and  commodity  markets  settling  down — 'the 
Middle  East  fighting  suddenly  (brought  front  and  center  an  energy  problem  that 
had  been  brewing  for  several  years.  Problems  associated  with  trade  patterns, 
balance  of  payments  trends,  monetary  and  trade  negotiations  all  suddenly  took 
on  new — ^^and  not  fully  known — dimensions. 

Obviously,  we  are  in  a  stage  of  rapid  change,  of  transition.  And  one  charac- 
teristic of  rapid  change  is  uncertainty.  Some  of  the  old  moorings,  for  better  or 
for  worse,  have  been  lost.  In  midstream  on  monetary  negotiations,  in  the  pre- 
liminary phases  of  trade  negotiations,  and  still  organizing  means  of  dealing  with 
the  energy  problem  on  an  international  level,  we  have  hard  work  to  do  before 
new  moorings  are  firmly  established. 

The  common  strand  in  all  these  efforts  is  that  they  require  for  real  success  a 
common  effort  and  a  common  approach  among  nations — in  other  words,  inter- 
national cooperation. 

Now,  cooperation  is  one  of  those  nice  words  in  the  international  jargon.  In 
my  line  of  business,  I  must  have  heard  hundreds  of  toasts — including  a  few  I 
have  delivered  myself — to  monetary  cooperation  in  the  past  5  years.  As  enlight- 
ened men,  we  are  quick  to  see  the  prosperity  and  development  of  each  nation 
interwoven  with  the  well-ibeing  of  the  rest  of  the  world. 

But  the  first  point  I  would  make  is  that  coopemtion  depends  on  much  more 
than  toasts,  and  on  more  than  recognition  of  broad  principles,  however  valid. 
Cooperation  must  be  practiced,  and  it  must  be  a  two-way  street.  It  requires  a  long 
view  of  the  national  interest,  and  sometimes  poses  hard  questions  in  the  short  run. 

With  considerable  justice,  it's  easy  for  an  American  to  have  a  complacent 
feeling  about  our  contributions  to  cooperation.  lAfter  all,  didn't  we  do  our  part 
in  reconstruction  and  aid  after  World  War  II?  To  take  a  current  example,  aren't 
we  the  ones  that  called  an  Energy  Conference  and  pushed  it  through  despite  some 
suspicion  and  concern?  Certainly  I  know  from  the  most  intimate,  personal  ex- 
perience that  our  monetary  initiatives  have  been  motivated  by  pure  hearts  and 
dispassionate  judgment !  I  am  sure  our  trade  negotiators  would  claim  no  less — 
we  never  look  for  more  than  a  fair  advantage  ! 

iBut  a  moment  ago  I  differentiated  between  the  principle  and  the  practice.  And 
we  need  to  recognize  that  the  practice  of  cooperation  requires  continuing  hard 
decisions.  And  those  decisions  in  turn  must  rest  on  a  broad  stratum  of  public 
understanding  and  consensus. 

For  instance,  the  higher  oil  prices  will  pose  large  problems  for  all  consuming 
nations,  whatever  their  stage  of  economic  development.  But  for  a  group  of  poor 
countries  with  large  populations  at  subsistence  levels  and  little  or  no  borrowing 
capacity,  the  problems  are  particularly  excruciating.  Not  only  can  higher  costs 
for  oil  threaten  bankruptcy,  but  there  is  an  ominous  chain  leading  to  shortages 
of  fertilizer,  to  short  crops,  and  potential  starvation.  AVe  and  others  have  pointed 
out  that  producing  countries  with  enormous  new  revenues  have  a  particular  re- 
sponsibility to  deal  with  the.se  new  problems.  Obviously,  drawing  these  countries 
in  a  large  way  into  the  business  of  providing  aid  would,  viewed  in  a  world 
perspective,  be  an  act  of  constructive  cooperation. 
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At  the  same  time,  it  is  apparent  to  me  full  cooperation  from  producer  coun- 
tries in  meeting  the  added  burden  on  the  poorest  countries  cannot  substitute  for 
our  own  efforts  and  those  of  other  relatively  rich  industrial  countries,  which 
have  been  carried  on  over  a  long  period  of  years.  Yet,  just  a  few  days  before 
the  Energy  Conference,  while  we  were  calling  for  world  cooperation,  the  House 
of  Representatives  voted  down  a  $1.5  billion  U.S.  contribution  spread  over 
3  years  to  the  World  Bank's  International  Development  Association,  which 
provides  "soft  loans"  to  the  neediest  nations  for  projects  sorely  needed  by  the 
poorest  people  in  the  world :  projects  like  irrigation,  education,  and  public  health. 
If  that  vote  were  to  represent  the  last  word  of  the  Congress — if  we  were  to 
appear  to  turn  our  backs  on  those  most  in  need — the  repercussions  would  be 
widespread. 

It  was  the  United  States  that  15  years  ago  proposed  the  establishment  of  this 
soft-loan  facility  so  that  countries  too  poor  to  borrow  on  conventional  terms 
would  not  be  stymied  in  their  desire  for  progress.  In  earlier  years,  our  contribu- 
tion amounted  to  40  percent  or  more  of  the  total  subscriptions.  Last  fall  in 
Nairobi,  after  hard  negotiation,  we  reached  agreement  with  other  donor  countries 
that  our  portion  of  the  next  replenishment  of  funds  would  be  reduced  to  one- 
third.  That  change  fully  recognizes  the  increased  wealth  and  financial  capacity 
of  other  donors.  I  should  note,  in  that  connection,  that  the  United  States  still 
accounts  for  over  40  percent  of  the  gross  national  product  of  industrialized 
countries. 

We  are  in  full  agreement  with  the  broad  goals  of  IDA  to  attack  directly 
the  problem  of  absolute  poverty  among  the  poorest  people  in  the  world.  It  is 
generally  agreed  that  the  lending  procedures  and  standards  of  IDA  are  well 
tested  and  effective.  It  is  a  mutual  venture,  in  which  one  nation's  contribution 
is  dependent  on  another's.  In  our  direct  .self-interest,  we  have  an  enormous 
stake  in  the  stability  and  growth  of  developing  countries  that  we  must 
increasingly  look  to  as  a  source  of  raw  materials. 

Are  we  to  turn  our  backs  and  run?  I  am  sensitive  to  our  budget  problems  and 
our  balance  of  payments  problems.  They  are  certainly  important  elements  in 
congressional  concern — as  they  concerned  us  in  our  negotiations  with  other 
countries.  But  I  am  convinced  that  the  contributioii  involved — we  have  the 
option  of  paying  either  $375  million  a  year  for  4  years  or  $500  million  for  3 
years — is  supportable  in  a  $300  billion  budget. 

Can  we  expect  others  to  work  with  us  in  a  cooperative  spirit  on  money,  trade, 
and  oil  if  we  blithely  shuck  off  our  responsibilities  in  this  area  to  a  world 
order? 

These  are  the  reasons  the  House  vote  was  so  disturbing  to  us :  and  why  it 
should  not  be  permitted  to  stand,  unchallenged.  As  we  approach  this  matter 
again  in  the  Senate  and  the  House,  we  should  recognize  the  issue  for  what  it  is : 
a  test  of  our  own  willingnes.s — in  our  long-term  self-interest — to  maintain  in 
place  a  building  block  in  world  cooperation. 

Other  tests  of  our  will  to  work  with  others  will  arise.  For  instance,  as  oil 
producers  become  richer — as  they  hopefully  face  up  to  their  own  responsibilities 
for  aid — we  must  be  willing  to  provide  opportunities  for  them  to  assume  a 
larger  role  and  voice  in  our  international  financial  institutions. 

If  we  urge  upon  them  the  need  to  act  as  resiwnsible  suppliers  of  a  crucial 
raw  material,  we  must  continue  to  recognize  oTir  respnn.sibility  as  suppliers  to 
the  world  of  commodities  at  least  as  vital — feed  and  food  grains. 

The  fact  is  that  we  can  take  considerable  pride  in  our  performance  as  the 
world's  breadbasket.  It  has  not  been  cost  free — the  strain  shows  at  the  super- 
market counter  and  the  Chicago  wheat  pits.  With  normal  weather,  we  .should 
be  through  the  worst  of  it  in  a  matter  of  months  as  new  bumper  crops  come 
in.  Certainly,  we  need  to  think  hard  about  the  lessons  of  recent  food  shortages 
as  we  plan  ahead,  and  enter  into  negotiations  with  our  trading  partners. 

Precisely  which  negotiating  approaches  will  be  most  successful  is  not  im- 
mediately apparent,  but  about  the  principle  underlying  them  there  can  be  little 
doubt:  tho.se  who  produce  must  accept  the  responsibility  of  not  arbitrarily  clos- 
ing markets  to  those  dependent  upon  them  even  if  it  causes  some  short-term 
pain.  For  those  who  consume,  hoarding  foodstuffs  wlien  there  is  great  need  else- 
where, for  example,  is  no  more  an  accepta])le  principle  of  international  commerce 
than  is  price  gouging  or  unwarranted  export  control. 

This  situation  respecting  access  to  supply  is  not  basically  different  from  the 
traditional  concern  about  access  to  markets.  One  can't  expect  to  sell  to  another 
market  without  being  willing  to  concede  access  to  his  own. 
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At  a  time  of  sudden  change  and  turmoil — with  national  leaders  forced  to  deal 
with  domestic  repercussions  on  a  daily  basis — there  is  always  the  danger  that 
these  underlying  truths  are  forgotten — that  some  will  seek  relief  at  the  potential 
expense  of  their  trading  partners,  and  the  progress  of  decades  unraveled.  This 
is  the  reason  Secretary  Shultz  suggested,  at  the  energy  meeting,  that  the 
major  countries  add  force  to  their  expressed  concern  over  "beggar-my-neighbor" 
policies  by  more  specifically  pledging  that  they  would  forego  trade  restrictive 
measures  for  balance  of  payments  purposes  during  this  period  of  uncertainty, 
and  that  we  examine  new  international  procedures,  perhaps  in  the  IMF,  to 
help  enforce  this  intent. 

You  are  aware  the  financial  repercussions  of  the  oil  situation  pose  formidable 
new  problems  of  their  own  which  will  challenge  our  capacity  to  cooperate.  In  the 
circumstances,  I  believe  we  are  fortunate  that  we  can  operate  in  the  context  of 
some  flexibility  of  exchange  rates.  But  floating  rates  are  by  themselves  no  pana- 
cea ;  without  established  codes  of  conduct,  they  are  at  least  as  subject  to  preda- 
tory practices  as  other  systems. 

So  far,  I  see  no  evidence  that  floating  rates  have  been  used  for  that  purpose. 
What  everyone  does  see  is  huge  new  deficits  in  the  current  accounts  of  almost 
all  countries,  developed  and  developing  alike.  A  handful  of  oil  producers  will,  in 
contrast,  have  tens  of  billions  to  invest.  In  logic,  those  investments  will  flow  back 
to  the  consuming  countries,  offsetting  their  current  deficits.  But  no  logic  tells 
us  to  what  country,  when. 

I  want  to  emphasize  two  points  in  this  connection.  No  purely  financial  ar- 
rangements can  hope  to  deal  with  the  problem  of  lack  of  energy  supply  or  ex- 
cessive prices.  But  given  progress  in  these  areas,  I  do  believe  that  our  financial 
institutions,  private  and  public,  are  capable  of  evolving  rapidly  to  the  point  they 
can  handle  very  large  new  flows  of  international  investment,  channeling  the 
funds  relatively  smoothly  to  the  points  of  maximum  need. 

But  that  optimistic  view  rests  upon  another,  to  me  absolutely  crucial,  as- 
simiption.  In  a  world  of  accelerating  inflation,  international  financial  stability 
can  only  be  a  dream.  More  than  that,  inflation  strikes  at  the  entire  fabric  of 
cooperation  internationally,  even  as  it  generates  tensions  at  home. 

For  too  long,  many  here  and  abroad  have  had  the  attitude  inflation  is  some- 
thing with  which  we  can  live.  Others,  however  unhappily,  are  beginning  to  feel 
they  must  reconcile  themselves  to  it. 

Well,  I  am  not  here  to  lecture  you.  I  simply  want  to  say  I  don't  believe  it. 

Sooner  or  later,  in  a  society  like  that  of  the  United  States,  the  strain  and  ten- 
sions associated  with  inflation  of  present  dimensions  will  be  intolerable  eco- 
nomically, financially,  and  socially.  The  question  is  how  and  when  it  will  be 
brought  to  an  end. 

I  believe  after  midyear,  with  new  crops  available,  with  adjustments  in  oil 
prices  digested,  with  a  tempering  of  the  earlier  boom  in  world  economic  condi- 
tions, we  have  a  good  chance  to  see  the  tide  begin  to  turn.  Responsible  financial 
policies  now  can  help  set  the  stage. 

No  larger  challenge  lies  before  us  than  to  seize  that  chance.  We  can  make  no 
larger  contribution  to  the  kind  of  world  economic  order  toward  which  we  are 
working. 


Exhibit  65. — Statement  by  Deputy  Assistant  Secretary  Cross,  March  7.  1974, 
before  the  Subcommittee  on  Foreign  Commerce  and  Tourism  of  the  Senate 
Committee  on  Commerce,  on  S.  2840,  proposing  a  study  of  foreign  direct  and 
portfolio  investment  in  the  United  States 

It  is  a  pleasure  to  appear  before  you  to  testify  on  S.  2840,  proposing  a  study  of 
foreign  direct  and  portfolio  Investment  in  the  United  States.  My  remarks  will  be 
directed  toward  those  aspects  of  the  proposed  study  which  are  of  most  direct 
concern  to  the  Treasury  Department. 

You  heard  earlier  a  statement  from  the  Deputy  Director  of  the  Council  on  In- 
ternational Economic  Policy  reaffirming  the  United  States  open  and  nondis- 
criminatory attitude  toward  foreign  investment.  A  two-way  flow  of  investment 
between  the  United  States  and  other  nations  can  benefit  both  parties,  and  con- 
tinued U.S.  hospitality  toward  foreign  investment  can  be  particularly  important 
in  a  period  of  uncertainty  and  of  temptation  for  nations  to  take  restrictive  actions 
affecting  both  Investment  and  trade. 
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U.S.  policy  toward  international  investment  stresses  reliance  on  market  forces 
in  the  world  economy  and  a  desire  to  minimize  restrictions.  Tlie  interest  equaliza- 
tion tax,  tlie  Federal  Reserve  voluntary  foreign  credit  restraint  program,  and 
the  Commerce  Department  controls  on  U.S.  direct  investment  abroad  represented 
deviations  from  that  philosophy  during  a  period  of  particular  difficulty  in  inter- 
national payments.  We  were  pleased  to  be  able  to  terminate  these  restraints  in 
January.  Removal  of  investment  restrictions,  by  ourselves  and  by  otJier  nations, 
can  be  especially  helpful  at  the  present  time  m  facilitating  the  ability  of  markets 
to  deal  with  some  of  the  financial  strains  which  may  result  from  recent  sharp 
increases  in  oil  prices. 

The  need  for  better  data  on  foreign  investment 

The  Treasury  Department  supports  steps  to  improve  our  factual  knowledge  of 
the  nature,  extent,  and  effects  of  investment  flows.  We  are  tlierefore  in  full 
agreement  with  the  aim  of  developing  better  data  about  foreign  investments  in 
the  United  States,  as  proposed  in  S.  2840. 

We  believe  that  the  study  envisaged  should  be  conducted  in  a  manner  which 
\vill  avoid  any  impression  that  the  ultimate  objective  might  be  to  restrict  the 
access  of  foreign  capital  to  tlie  U.S.  market.  We  want  foreign  investors  to  con- 
tinue to  exi^ect  that  the  United  States  will  in  future  years  welcome  their  in- 
vestments. In  our  view,  it  would  be  a  great  mistake  to  restrict  the  access  of 
foreign  investors  to  the  United  States.  We  would  welcome  a  comprehensive  study 
of  foreign  investment  here  and  believe  that  it  \\ill  conflrm  the  view  that  such 
investment  brings  substantial  benefits  to  our  economy.  We  think  it  would  be  best 
to  focus  our  attention  initially  on  improving  oar  statistical  information,  as  an 
essential  first  step  before  determining  the  kind  of  analytical  work  which  is 
needed. 

The  Commerce  Department  representative  is  covering  the  issues  concerning 
an  improved  direct  investment  data  ba.se.  I  will  address  myself  to  questions  about 
our  portfolio  investment  data.  The  borderline  between  these  two  tyi>es  of  invest- 
ment is  somewhat  arbitrary  and  is  currently  under  review.  At  present,  foreign 
investment  in  the  United  States  is  considered  "direct  investment"  when  foreign 
equity  ownership  in  a  U.S.  enterprise  amounts  to  25  percent  or  more  of  the  voting 
participation. 

Statistics  on  current  flows 

The  Treasury  Department  at  present  collects  a  considerable  amount  of  in- 
formation on  current  flows  of  portfolio  capital.  I  would  like  to  give  a  brief  de- 
scription of  this  reporting  system. 

Information  is  collected  on  a  regular  basis  on  tran.<yictions  with  foreigners  in 
both  U.S.  and  foreign  long-term  securities.  The  information  is  obtained  through 
a  monthly  report.  Treasury  Foreign  Exchange  Form  S-1.  which  is  filed  by  U.S. 
brokers,  dealers,  and  banks,  covering  transactions  both  for  their  own  account 
and  for  the  account  of  their  customers.  In  addition,  other  U.S.  bu.siness  firms 
report  when  they  deal  directly  with  foreigners  in  buying  or  selling  securities. 
The  data  are  collected  for  the  Treasury  by  the  Federal  Reserve  banks. 

These  reports  classify  foreign  purcha.ses  and  sales  of  long-term  securities  by 
type,  for  example,  stocks  and  bonds.  The  data  also  .show  the  country  of  the  foreign 
purchaser  or  seller,  on  the  basis  of  the  records  of  the  reporting  firm.  Summaries 
of  the  data  are  reported  monthly  in  the  Treasury  Bulletin. 

These  reports  form  part  of  a  broader  Treasury  statistical  system  for  gather- 
ing information  on  all  private  capital  transactions  with  foreigners  other  than 
direct  investments.  The  broader  system  is  used  to  calculate  private  capital  trans- 
actions accounts  in  the  U.S.  balance  of  payments. 

Inadequacies  of  the  existing  data  base 

We  believe  the  system  of  data  collection  has  worked  reasonably  well  in  re- 
cording current  transactions  representing  flows  in  the  form  of  purchases  and 
sales  of  U.S.  securities  by  foreigners  in  the  established  securities  markets.  Tlie 
proposed  study  would  give  us  a  useful  opportunity  to  review  this  system  for 
possible  improvement.  But,  more  importantly,  data  on  the  stock,  or  market 
value  of  the  aggregate  of  such  .securities  held  in  foreign  liands,  are  deficient. 
These  values  are  calculated  by  periodic  estimates  updating  a  benchmark  study 
undertaken  in  1949.  which  in  turn  followed  a  more  comprehensive  census  in 
1941.  At  the  time  of  the  1949  study  the  market  value  of  total  foreign  holdings  of 
U.S.  securities  was  calculated  at  $2.4  billion.  By  the  time  of  the  latest  estimate 
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at  the  end  of  1972,  the  value  was  shown  at  $38.6  billion.  This  latter  estimate  may 
be  subject  to  a  large  margin  of  error  in  view  of  the  difficulty  of  making  accurate 
valuation  adjustments  on  an  aggregate  of  securities  whose  volume  has  changed 
so  drastically  over  25  years  since  the  last  benchmark  study,  and  whose  composi- 
tion is  uncertain. 

In  the  previous  studies,  in  1941  and  1949,  two  different  approaches  were  fol- 
lowed. The  1941  study  was  a  comprehensive  census  based  on  detailed  question- 
naires filed  by  corporations,  or  by  U.S.  nominees  or  custodians.  The  1949  study 
was  a  more  limited  survey  based  on  an  examination  of  tax  data.  In  embarking 
on  a  new  benchmark  survey  we  would  have  to  examine  carefully  the  advantages 
and  disadvantages  of  these  methods  and  other  alternatives.  I  should  point  out, 
however,  that  there  are  inherent  difficulties  in  a  study  of  this  type,  most  im- 
portantly in  tracing  beneficial  ownership  where  nominees  or  street  names  or 
other  intermediaries  are  used.  Once  the  information  is  compiled,  the  legal  re- 
quirements regarding  confidentiality  may  limit  the  degree  of  detail  which  can 
be  disseminated. 

If  a  new  benchmark  survey  of  foreign  portfolio  investment  were  produced, 
we  would  be  in  a  position  to  improve  our  analysis  of  the  economic  and  financial 
implications  of  such  investment.  At  the  present  time  foreign  portfolio  invest- 
ment is  only  a  very  small  factor  in  the  totality  of  U.S.  securities.  Our  current 
information — which  as  I  have  noted  may  be  deficient — suggests  that  the  order 
of  magnitude  of  all  foreign  portfolio  investments  in  the  United  States,  owned 
directly  by  foreigners  or  held  for  them  by  U.S.  nominees,  is  less  than  3  percent 
of  the  market  value  of  all  outstanding  private  U.S.  securities. 

Since  the  basic  data  on  portfolio  investment  are  collected  by  the  Treasury 
Department,  we  would  be  prepared  to  assume  responsibility  for  improving 
data  in  that  field,  under  the  authority  of  the  proposed  legislation.  The  funding 
requirements  for  a  study  of  portfolio  investment  would  depend  on  a  number  of 
factors  including  methodology,  degree  of  coverage,  and  timing  considerations. 

I  will  be  happy  to  answer  questions  from  the  members  of  the  committee. 


Exhibit  66. — Exploratory  discussions  between  Secretary  Simon  and  Minister 
Willem  Duisenberg  of  the  Netherlands,  May  13,  1974,  on  the  future  role  of 
gold  in  international  monetary  arrangements 

Minister  "Willem  Duisenberg  of  the  Netherlands  and  U.S.  Secretary  of  the 
Treasury  William  Simon  held  exploratory  discussions  today  on  the  future  role  of 
gold  in  international  monetary  arrangements. 

Minister  Duisenberg  outlined  recent  discussions  among  the  Ministers  of  Fi- 
nance of  the  European  Community.  He  reported  that  the  Ministers  have  agreed 
on  two  general  propositions.  First,  they  have  reasserted  that  the  SDR  should 
become  the  principal  reserve  asset  in  the  future  system,  and  that  arrangements 
for  gold  in  the  interim  period  should  not  be  inconsistent  with  that  goal.  Second, 
they  have  agreed  that  such  interim  arrangements  should  enable  monetary  au- 
thorities to  effectively  utilize  the  monetary  gold  stocks  as  instruments  of  in- 
ternational settlement. 

Secretary  Simon  agreed  with  Minister  Duisenberg  that  we  should  seek  to  set- 
tle the  future  role  of  gold,  including  interim  steps,  by  agreement  on  the  widest 
possible  international  basis.  The  Secretary  made  clear  his  view  that  in  consider- 
ing any  proposals  a  primary  consideration  should  be  the  necessity  of  insuring 
that  any  changes  in  the  international  agreements  relating  to  gold  would  facilitate 
the  continuing  orderly  diminution  of  the  international  monetary  role  of  gold  and 
would  contribute  to  the  continuing  evolution  of  economically  responsive  inter- 
national monetary  arrangements. 


Exhibit  67. — Informal  remarks  by  Under  Secretary  for  Monetaiy  Affairs  Volcker, 
May  24,  1974,  before  the  Conference  on  World  Monetary  Disorder  at  Pepper- 
dine  University,  Malibu,  Calif. 

I  now  am  convinced  that  you  arranged  this  conference  with  some  malice  afore- 
thought. I  agreed  to  come,  and  then  I  saw  the  title.  You  named  it  "World  Mon- 
etary Disorder."  After  5i/^  years  in  Washington  laboring  in  the  monetary  vine- 
yards, I  don't  like  to  make  my  valedictory  to  a  conference  on  monetary  disorder ! 
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I  must  say  I  was  intrigued,  too,  by  the  subtitle  of  the  conference.  It  says, 
"Conflict  Between  National  Policies  and  International  Imperatives."  I  was  won- 
dering about  the  distinction  you  had  in  mind  l)etween  a  "policy"  and  an  "im- 
perative." I  decided  you  must  have  some  internationalists  here  who  decided  to 
put  the  international  side  of  things  first.  That  is  all  right  with  me.  but  it  does 
show  what  the  problems  are  in  international  monetary  reform.  This  is  the  guts 
of  the  matter.  The  preliminary  program  upon  which  I  accepted  the  invitation 
put  the  issue  more  neutrally  :  It  said,  "Conflict  and  Cooperation,"  and  I  think 
that's  a  good  description  of  what  I  have  been  going  through  in  the  i>ast  5^2  years. 
When  we  talk  about  monetary  reform,  we  are  talking  about  achieving  a  reconcili- 
ation between  national  imperatives  and  policies  and  recpiirements  and  objectives, 
and  the  needs  of  other  countries  and  their  own  imperatives  and  requirements — 
generally  termed,  the  interests  of  the  international  community. 

We  do  have  conflicts  in  this  process,  and  we  do  have  a  need  for  cooperation. 

1  think  the  creative  act,  of  course,  is  to  make  out  of  the  potential  for  conflict 
a  cooperative  order  which  can  enable  an  individual  country  to  further  support 
its  domestic  objectives,  such  as  growth  and  high  standards  of  living,  and  at  the 
same  time  mutually  interact  with  others  in  supporting  their  goals. 

If  that  sounds  a  little  PoUyannish,  and  sometimes  it  seems  that  way,  I  would 
just  remind  you  the  whole  theory  of  free  and  liberal  trade  is  based  on  the  simple 
notion  that  one  can  reconcile  what  is  good  for  one  country  in  the  economic  area 
with  what  is  good  for  countries  in  general.  And  there  is  a  road  toward  not  simply 
making  a  gain  at  the  expen.se  of  another,  but  all  gaining  together. 

In  a  sense,  that's  what  all  of  the  discus.><ion  is  about. 

Now,  that's  highly  piiilosophical.  and  I  do  want  to  come  down  a  bit  out  of 
those  clouds,  because  we  are  rapidly  approaching  a  l>enchmark — not  the  com- 
pletion of  monetary  reform,  but  a  benchmark  on  the  road  in  that  direction — an 
end  of  one  pha.se  of  the  monet.ary  reform  discussions  in  a  meeting  sche<luled  with 
the  so-called  Committee  of  Twenty  in  the  early  part  of  .Tune.  One  thing  we  ex- 
pect with  great  confidence  is  that  that  will  be  the  last  meeting  of  the  Committee 
of  Twenty  as  such.  They  are  finishing  a  phase  of  work  after  an  inten.-ive  2-year 
period  of  work  on  monetary  reform — a  2-year  period  of  work  that  has  seen  meet- 
ings in  Washington  and  on  a  number  of  f)ccasions  in  Paris,  or  Rome,  Nairobi,  and 
spots  in  between.  One  of  my  colleagues  calculated  how  many  thousands  of  meals 
the  IMF  has  provided  to  all  these  conferees  over  the  past  2  years  and  wonders 
what  the  result  is. 

The  fact  is.  as  you  know,  that  these  discussions  on  organized  reform  were 
caught  somewhat  in  midstream  or  downstream,  before  all  the  decisions  had  been 
made,  by  two  .sweeping  economic  phenomena  :  First,  the  oil  situation,  a  situation 
without  any  close  parallel,  I  think,  in  international  financial  or  economic  history, 
featured  by  vast  amounts  of  jnoney  moving  through  world  markets  from  countries 
and  to  countiies  that  in  a  financial  sense  haven't  loomed  large  before,  with  great 
new  problems  inherent  in  the  situation.  It  wasn't  clear  how  tliis  situation  could 
or  .should  be  handled  within  the  framework  of  a  reformed  monetary  system. 
Secondly,  and  I  would  put  even  more  emphasis  on  this  factor  than  on  the  oil  .situ- 
ation, there  is  the  prevalence  of  worldwide  inflation.  With  domestic  monetary 
systems  disturbed  to  the  extent  that  they  have  l>een  by  rising  prices,  with  all  the 
instability  and  uncertainties  associated  therewitii.  it  is  ditficult  to  have  a  strongly 
organized  international  monetary  system.  An  international  monetary  system 
links  domestic  monetary  .systems,  and  if  the  domestic  monetary  systems  are 
themselves  in  an  unstable  condition,  it  is  very  diflicult  to  conceive  of  a  stable 
international  monetary  system. 

Because  of  the.'^e  factors  I  think  there  is  a  consensus,  very  widely  shared  among 
governments,  that  for  the  time  being  the  kind  of  flexible  arrangements  that  are 
in  place  are  going  to  have  to  persi.'<t  for  a  while.  There  arc  certain  advantages 
in  these  arrangements  during  this  period  of  considerable  uncertainty  and  fluctu- 
ations in  domestic  as  well  as  international  markets.  If  floating  exchange  rates 
are  particularly  suited  to  coping  with  anything,  they  certainly  are  suited  to 
coping  with  this  kind  of  uncertainty. 

Against  this  background,  it  is  time  to  pause  and  take  stock  of  where  we  want 
to  go  find  how  we  want  to  get  there,  and  evolve  a  new  .system  perhaps  in  a  more 
evolutionary  way  than  was  contemplated  when  the  reform  process  started  some 

2  years  ago. 

It's  difficult  to  quarrel  with  that  as  a  sensible  approach,  but  it  obviously  is  not 
a  fully  satisfactory  situation.  It's  a  frustrating  kind  of  situation  to  be  in,  and 
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I  think  it's  met  with  two  diflferent  and  opposite  responses  around  the  world  by 
those  who  are  to  some  degree  frustrated  by  the  reform  effort.  I  will  state  these 
views  in  extreme  form  and  caricature  them  a  bit,  but  I  do  think  there  is  some 
reality  here. 

There  is.  a  group  that  says  that,  in  fact,  all  these  reform  discussions  haven't 
achieved  anything.  Bretton  Woods  has  broken  up.  We  have  made  no  progress  in 
putting  anything  concrete  in  its  place.  Monetary  reform  is  a  failure.  We  ought 
to  politely  bury  this  reform  exercise,  wait  a  while,  and  start  over  again.  I 
imagine  that  someone  at  Pepperdine  may  belong  to  that  school  judging  from 
this  title.  I  think  it  is  a  view  that  is  quite  widely  held — perhaps  particularly  in 
some  European  circles — and  I  am  tempted  to  label  it  the  European  banking  view 
just  to  give  you  some  flavor,  recognizing  that  is  a  vast  oversimplification.  It  is 
a  view  widely  held  by  people  who  equate  monetary  reform  with  a  rather  rigidly 
fixed  exchange  rate  system,  convertibility  and  par  values  set  and  held  firmly  in 
place ;  if  you  don't  have  that  you  don't  have  anything :  that's  one  view. 

There  is  an  opposite  view  that  is  considerably  more  smug,  I  would  say.  That 
school  says  all  this  monetary  reform  effort  has  been  irrelevant,  but  that's  essen- 
tially a  good  thing  because  the  problem  has  basically  been  solved.  We  should 
have  floating  rates.  We  like  floating  rates.  That's  what  we  have,  so  regardless 
of  what  all  you  officials  and  others  have  been  talking  about  interminably,  events 
have  turned  out  just  fine.  We  have  reform  without  knowing  it,  and  a  good 
reform,  despite  the  best  (or  the  worst!)  efforts  of  the  central  bankers  and 
Finance  Ministers  to  arrange  a  different  system.  Let  me  call  that  view — ^just  so 
you  get  a  little  flavor  of  it — the  American  academic  view  because  I  think  it  is 
rather  widely  held  in  American  academic  circles.  But,  again  that  is,  of  course, 
a  caricature. 

Now  the  one  thing  these  two  views  have  in  common,  as  I  noted,  is  they  both 
think  this  organized  reform  method  was  rather  beyond  the  point — either  futile 
or  damaging.  What  I  have  been  doing  for  at  least  a  good  part  of  my  time 
in  recent  years  I  shouldn't  have  been  doing. 

Now  you  won't  be  terribly  surprised,  I  think,  if  I  tell  you  I  think  both  of  these 
views  are  wrong,  and  rather  fundamentally  wrong.  They  both  lead  to  a  dead  end 
and  difficulties. 

The  first  seems  to  me  really  a  counsel  of  despair:  that  if  you  don't  have  a 
particular  kind  of  system,  which  fits  one  vision  of  the  future,  you  have  nothing. 
The  danger  is  this  attitude  easily  leads  to  incentives  not  to  cooperate  in  the 
context  of  what  you  have,  not  to  make  the  best  of  what  you  have,  not  to  recog- 
nize the  fundamental  need  (whatever  the  formal  characteristics  of  the  system) 
to  cooperate  closely  to  make  the  system  work. 

I  think  the  second  school  would  lead — although  it  is  a  more  hopeful  and 
more  optimistic  school,  in  their  view — to  the  same  kind  of  difficulty.  It  ignores  the 
fact  that  there  are  fragmenting  tendencies  in  the  world  economically,  not 
only  in  the  monetary  system  but  also  in  other  elements  of  the  world  economy, 
to  say  nothing  of  political  issues.  They  would  ignore,  in  my  view,  that  there 
are  elements  of  disorder  in  the  present  situation,  and  in  a  general  framework 
of  floating  and  great  flexibility — that  flexibility  can  be  abused — that  we  need 
to  he  working  towards  rules  of  conduct  that  help  assure  a  more  cooperative, 
a  more  assuredly  cohesive  system  than  what  we  have. 

Those  are  the  dangers  I  see  implicit  in  the  attitudes  which  I  caricatured.  I  de- 
fend the  proposition,  the  basic  thesis,  that  we  must  move  ahead — naturally  in 
a  sensible  and  evolutionary  way — with  this  organized  reform  effort.  I  would 
just  state  a  few  fundamental  propositions  in  that  connection. 

We  do  live  in  an  interdependent  world.  We  can't  escape  it.  What  others  do 
affects  us.  What  we  do  affects  others.  That's  going  to  be  true  of  any  kind  of  an 
international  monetary  system  we  can  design. 

Let  me  take  just  one  example.  Proponents  of  floating  rates  have  sometimes 
argued  that  one  of  the  advantages  of  floating  rates  is  that  they  enable  a  par- 
ticular country  to  insulate  itself  from  external  influences — let  us  say,  in  the 
monetary  policy  area,  as  one  area. 

I  question  whether  that's  true.  In  fact  I  do  not  think  it  is  true.  What  we  see 
is  that  the  basic  interdependence  only  takes  a  different  form.  If  one  country 
has  easy  money  and  another  high  interest  rates,  in  a  floating  rate  system  the 
first  country  doesn't  lose  reserves.  You.  therefore,  don't  have  that  kind  of 
a  crisis,  or  potential  crisis,  characterized  by  a  reserve  loss.  But  you  do  see 
your  exchange  rate  depreciate. 
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For  a  variety  of  reasons,  good  and  bad,  psychological  or  real,  very  often  people 
don't  want  to  see  the  exchange  rate  of  their  currency  depreciating  sharply. 
For  one  obvious  reason,  it  has  got  an  inflationary  impact  at  home.  I  would 
suspect  from  my  years  of  observation,  either  inside  or  outside  the  U.S.  Gov- 
ernment, that  there  have  been  times  in  the  past  2  years  when  the  depreciation 
of  the  dollar  in  the  exchange  markets  was  at  least  as  strong  an  influence  on 
policymakers  in  terms  of  shaping  their  general  economic  policies,  and  monetary 
policies  in  x)articular,  as  international  developments  and  international  move- 
ments of  funds  had  been  under  the  old  system.  And.  if  we  can  contemplate  sit- 
uations in  which  one  country  may  be  happy  with  a  depreciative  exchange  rate, 
we  have  to  consider  whether  its  trading  partners  are  also  willing  to  live  with  the 
situation. 

So  it  is  an  illusion  to  think  that  we  can  design  an  international  monetary 
system  that  insulates  us  from  a  need  to  cooi)erate  and  to  integrate  our  policies 
to  some  extent   with   what's   going  on  in   the   rest   of  the   world. 

Now,  if  that  is  true,  my  second  thesis  would  be  that  we  do  need  rules — some 
sense  of  rules,  guidelines,  codes  of  conduct,  whatever  you  call  them — as  to 
what  countries  may  do  or  not  do  in  particular  situations  so  that  they  don't 
get  in  each  other's  way.  How  do  you,  in  a  practical  way,  cooperate  with  each 
other  when  you  are  interdependent? 

The  rules  obviously  need  to  make  economic  sense :  that's  why  we  argue  about 
how  much  flexibility  in  exchange  rates,  and  we  argue  about  objective  indicators, 
and  we  argue  about  how  much  liquidity  is  right  for  the  world  and  what  to  do 
about  gold  and  what  to  do  about  SDK's  and  all  the  rest.  These  are  all  technical 
questions  that  you  have  to  resolve  in  a  way  that  makes  economic  sense — 
that  respects  the  way  markets  in  fact  operate,  that  permits  and  promotes  as 
free  a  flow  of  trade  and  capital  as  possible  to  promote  competition,  and  all  the 
rest. 

That's  a  commonplace  for  an  economist.  But  the  second  point  that  I  would 
emphasize  is  you  have  to  make  political  sense,  too.  You're  dealing  with  inter- 
national institutions,  with  a  variety  of  countries,  with  international  life  and 
behavior.  The  rules  have  to  appear  to  governments  to  be  fair  and  evenhanded  and 
equitable,  not  to  give  one  country  or  another  luidue  advantage,  to  treat  them 
all  more  or  less  symmetrically  in  some  sense.  I  think  sensitivity  to  this  politi- 
cal dimension  may  become  more  important,  rather  than  less,  as  we  move  ahead. 
The  United  States  is  not  as  dominant  as  it  once  was.  The  self-consciousness, 
politically,  of  other  countries  is  increasing  as  their  economic  strength  increases. 
The  European  Community,  collectively,  is  now  strong  and  viable  as  an  economy, 
almost  equal  to  the  United  States.  You  see  in  many  dimensions  that  the  gro\\ing 
economic  strength  and  effort  at  cohesion  has  a  political  expre.ssion.  You  can  say 
the  same  thing  about  Japan.  The  voice  of  the  developing  countries  is  increasing. 
All  of  this  needs  to  be  respected  in  a  reasonable  monetary  agreement,  for  that 
agreement  is  also  political. 

And,  finally,  as  a  corollary  of  these  two  points — monetary  rules  must  be 
economically  .sensible  and  politically  sensible— you  must  have  a  system  that  is 
reasonably  understandable  by  the  citizenry  because  you  need  some  sense  of 
national  commitment  to  the  rules  if  they  are  going  to  be  any  good  at  all. 

In  a  way,  after  going  through  this  exerci.se  for  too  many  years,  I  feel  perhaps 
the  hardest  objective  of  all  to  achieve  is  to  keep  it  all  reasonably  simple  and 
understandable.  It  is  so  easy  to  elaborate  one  complex  scheme  after  another 
which  fits  someone's  idea — ^maybe  mine,  maybe  somebody  else's — of  what's  the 
most  sophisticated  and  ideal  kind  of  international  monetary  system.  If  somebody 
raises  a  problem,  you  are  tempted  to  invent  another  little  gadget  here,  there,  or 
the  other  place  to  take  care  of  it.  It's  very  easy  to  forget  the  goal — but  I  don't 
think  it  is  unimportant- — of  simplicity  and  understandability. 

Now,  given  those  criteria,  I  do  think  that  a  fair  amount  of  progress,  intellectual 
and  substantive,  has  been  made  since  that  day  in  August  1971  when  we  suspended 
gold  convertibility  and,  in  effect,  said  the  Bretton  Woods  system  was  finished. 
We  don't  have  the  new  system,  with  all  the  T'.s  crossed  and  I's  dotted,  to  put  in 
place.  But  I  do  think  at  this  meeting  in  .Tune  we  can  represent  in  a  fair  way  where 
the  discussion  stands,  and  if  you  stand  back  a  little,  that  picture  will  show  quite 
a  lot  of  progress. 

It  will  suggest,  in  that  terribly  diflficult  area  that  goes  in  the  jargon  under  the 
label  of  the  "adjustment  process,"  a  sensible  approach  of  experimenting  with  a 
blend    of   so-called    assessment   and    objective   indicators,    to   summarize   the 
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complex  discussions  that  have  taken  place  through  these  years  in  just  a  few 
code  words. 

I  think  there  is  also  a  consensus  for  a  more  flexible  use  of  exchange  rates  in 
the  international  system,  a  consensus  that  certainly  does  not  extend  to  going 
to — or  to  maintaining  permanently — a  fully  floating  system. 

I  think  there  Ls  a  recognition  that,  in  the  liquidity  area,  we  want  to  move 
toward  emphasis  on  a  new  international  reserve  imit — the  SDR  as  modified  and 
adopted.  We  want  to  move  away  from  dependence  on  gold  and  dependence  on 
national  reserve  currencies. 

These  things  almost  sound  like  commonplaces  now.  I  understand  that  any  of 
them  can  be  questioned.  But  I  submit  that  they  do  represent  a  wide  and,  I  think, 
rather  deeply  felt  consensus  among  governments  participating  in  this  exercise — 
governments  in  all  parts  of  the  world. 

Now,  this  does  not  imply  that  many  questions  have  not  remained  open,  par- 
ticularly in  the  detailed  implementation  of  these  concepts.  What  I  do  think  is 
that  we  will  put  forward  in  June  a  reasonable  vision  of  the  manner  in  which 
the  system  should  evolve  including  those  characteristics  that  I  just  mentioned. 
The  framework  will  not  be  filled  out  in  all  detail  although  there  will  be  a  good 
deal  of  technical  material  accompanying  the  report  to  reflect  the  state  of  the 
technical  discussion.  There  is,  I  believe,  a  willingness  to  experiment,  together, 
with  some  of  the  technical  devices  that  have  been  put  forward,  and  also  a 
willingness  to  recognize  that  they  should  be  adapted,  changed,  evolved,  in  the 
light  of  experience.  But  I  do  think  it  is  important  that  we  do  have  some  sense  of 
an  agreed  vision,  subject  to  evolution  and  adaptation,  but  some  sort  of  agreed 
vision  of  the  broad  directions  in  which  we  want  to  move.  And  I  think  that 
riossibility  exists. 

Backing  that  up,  there  are  a  series  of  immediate  steps  that -can  be  taken  to 
help  manage  the  present  situation  and  help  move  it  toward  the  vision  that  I 
referred  to.  Steps  will  be  taken  at  that  time  to  redefine  the  SDR,  to  adapt  it  to 
this  floating  situation  that  we  are  now  in,  and  to  put  that  instrument  practically 
on  its  feet.  It  is  important  that  by  the  time  of  the  meeting  the  so-called  oil  facility, 
or  the  Witteveen  facility — a  kind  of  backup  facility  for  recycling  some  of  these 
vast  flows  of  oil  money — be  put  in  place,  that  it  begin  operating  and  begin 
operating  soon.  And  I  think  the  prospects  for  that  are  good. 

In  the  present  uncertain  situation,  with  strong  pressures  and  great  uncertainties 
weighing  very  much  on  the  minds  of  people  in  many  countries  responsible  for 
their  balance  of  payments  and  trade  positions,  it  is  important  that  countries  of 
the  Western  World  reaflSrm  their  resolve  not  to  take  selective  and  restrictive 
trade  measures  for  balance  of  payments  purposes.  I  think  we  can  strengthen  the 
hand  of  the  IMF  in  this  area,  and  I  would  expect  concrete  progress  on  that  front 
in  June. 

Most  importantly  to  many  people,  given  the  situation  which  we  are  living  in, 
I  expect  that  governments  will  agree  upon  some  general  guidelines  for  floating — 
rules  of  good  behavior  in  the  management  of  a  floating  rate  system — to  help 
assure  that  one  country  intervening  in  the  exchange  markets,  or  taking  other 
action  to  affect  its  exchange  rate,  observes  rules  of  behavior  that  are  compatible 
with  the  interests  of  other  countries.  I  expect  that  such  guidelines  will  be 
forthcoming  at  this  meeting. 

I  think  there  will  be  more  general  indications  of  how  we  might  experiment 
to  exercise  better  surveillance  over  the  adjustment  process  and  the  development 
of  international  liquidity. 

Finally,  there  should  be  an  institutional  step  taken — and  sometimes  these 
institutional  steps  turn  out  to  be  more  important  than  any  of  the  detailed 
policies  adopted  at  a  particular  time — that  I  think  over  time  will  reinforce  the 
central  position  of  the  IMF  in  managing  the  monetary  system.  The  idea  is  to 
bring  within  the  IMF,  as  a  permanent  body,  a  Council  of  Ministers  charged  both 
with  keeping  the  reform  exercise  moving  and  give  it  some  attention  and  direction, 
and  with  keeping  the  current  situation,  as  it  develops,  under  close  review. 

The  object  here,  quite  frankly,  is  to  bring  a  little  more  political  clout — 
international  political  clout — to  the  IMF,  and  in  turn  to  have  international  con- 
cerns reflected  intimately  and  directly  in  the  councils  of  national  governments, 
concerns  that  these  ministers  will  help  develop  and  generate  by  merely  being  in 
a  meeting  and  sitting  together  discussing  common  problems.  Let's  force  govern- 
ments to  sit  together  regularly,  at  reasonably  frequent  intervals,  so  that  they 


EXHIBITS  581 

can  discuss  problems  around  a  meeting  table,  arrive  at  some  consensus  as  to  what 
reasonable  action  may  be,  and  do  it  at  a  sufficiently  high  level  of  responsibility 
so  that  there  is  negotiating  power,  and  when  the  official  goes  back  to  his  capital 
there  is  some  chance  that  there  will  be  full  foUowthrough  on  the  agreed  action. 
This  can  be  an  important  institutional  innovation  in  maintaining  and  strengthen- 
ing the  position  of  the  IMF. 

Now,  in  stating  all  this  I  fully  recognize  that,  whatever  my  personal  hopes  and 
confidence,  whether  the  objectives  I  express  here  will  actually  be  borne  out  is 
going  to  depend,  in  the  end,  not  upon  what  I  say  or  what  the  communique  says, 
or  what  the  resolutions  say,  or  what  amendments  to  the  IMF  Articles  say  if  we 
h,ave  those,  but  what  people  actually  think,  how  strongly  they  support  the  objec- 
tives, and  how  they  behave  over  time.  Will  they  take  it  seriously  or  won't  they? 

Let  me  say  there  are  certain  Biblical  criteria  that  may  well  be  relevant  here. 

I  think  we  need  a  certain  amount  of  faitli,  in  the  sense  of  a  political  commit- 
ment by  the  governments  in  the  Western  World  tlxat  they  want  to  act  together; 
that  we're  not  all  individually  going  to  act  in  an  isolationist  way,  but  we  recog- 
nize there  is  a  broader  community  that  must  be  served.  We  need  that  faith. 

I  think  we  need  a  little  hope  that  internal  economic  pressures  and  domestic 
political  turmoil  aren't  going  to  turn  us  inward ;  that,  to  take  one  important 
example,  we  can  resolve  our  political  problems  here  and  abroad  to  the  extent 
that  such  constructive  initiatives  as  our  trade  legislation  and  international  trade 
negotiations  can  go  forward — an  area  which  is  so  closely  related  to  the  monetary 
area. 

Not  least,  in  the  light  of  the  development  problems  around  the  world,  we  need 
in  a  quite  literal  sense  to  retain  a  sense  of  charity.  Certainly,  for  instance,  the 
IDA  legislation  now  before  the  Congress  Is  an  essential  part  of  the  effort  toward 
a  constructive  world  order. 

I  have  not  discussed  extensively  the  oil  problem.  But  I  would  .say  briefly  the 
most  severe  repercussions  of  that  problem  are  for  a  group  of  developing  countries 
that  have  no  way  of  paying  this  increased  oil  bill  without  being  faced,  literally, 
with  starvation  and  putting  back  their  development  programs  for  uuiny  years. 
Where  progress  in  response  to  the  crisis  has,  in  a  sense,  been  slowest,  although 
the  need  is  most  urgent,  is  in  meeting  this  particular  need.  I  think  the  day  is  long 
since  past  when  we  could  consider  the  problems  of  the  developing  countries  as 
something  out  in  left  field  or  right  field  that  we  can  deal  with  separately  from 
the  mainstream  of  the  problems  of  the  world  economy. 

iSo  we  need  a  little  faith  and  hope  and  charity. 

But  I  am  not  going  to  leave  you  with  any  thought  I  confuse  myself  with  St. 
Paul  because  there  is  another  thought  tliat  I  would  like  to  put  all  the  emphasis 
on  in  closing :  We  all  need  a  better  sense  of  price  stability  in  all  of  our  domestic 
markets,  including  the  United  States,  if  monetary  reform — and  many  other  ob- 
jectives— is  to  be  a  reality. 

This  is,  perhaps,  a  very  mundane  note  upon  which  to  conclude.  But  the  only 
thing  that  would  really  discourage  me  about  this  picture  is  if  I  thought  that  the 
United  States  could  not  get  a  handle  on  this  inflation.  I  naturally  worry  a  little 
less  about  other  countries,  but  I  also  think  it  is  important  that  they  get  a  handle 
on  this  inflation  problem.  W^hatever  the  mechanics  of  the  .system — whether  we 
try  to  go  in  one  extreme  direction  toward  fixity  or  another  direction  toward 
floating  rates — we  are  going  to  justify  this  label  of  disorder  this  meeting  was 
given  forever  if  we  have  inflation  of  the  magnitude  that  characterizes  the  coun- 
tries of  the  Western  World  today. 

It  would  be  a  whole  other  talk  if  I  attempted  to  deal  with  this  problem  in  detail 
and  what  to  do  about  it.  I  don't  think  we  have  given  it  enough  attention  in  the 
past.  I  think  we  have  been  inclined,  whenever  the  hard  choices  arise,  to  take  the 
risks  on  the  side  of  a  little  more  inflation,  in  the  thought  that  hurts  a  little  less 
th.an  other  things.  I  think  that  attitude  is  rather  wide.spread  in  the  American 
community  and  in  foreign  communities.  But  I  think  at  this  point,  at  least  I  hope, 
it  is  becoming  clear  that  that  kind  of  thinking  will  ultimately  be  based  on  a 
misapprehension. 

I  am  convinced  that  the  kind  of  inflation  that  we  now  have,  if  prolonged,  would 
have  effects  on  American  economic  institutions,  and  certainly  on  financial  institu- 
tions, that  vdll  mean  that  we  don't  face  a  simple  tradeoff  between  a  little  more 
inflation  and  a  little  less  growth,  or  a  little  unemployment.  We  will  wind  up  with 
both — more  severely  than  if  this  problem  is  handled  in  a  more  timely  fashion. 
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I  do  think  it  can  be  handled.  I  think  the  prospects  for  slowing  inflation  are  im- 
proving rather  than  getting  worse.  But  I  don't  pretend  that  it's  an  easy  problem, 
that  we  can  avoid  all  risk  of  disturbances  in  the  process  of  bringing  inflation 
under  control.  But  I  think  that's  the  direction  in  which,  after  twisting  and  turn- 
ing, national  policies  ,are  directed.  I  think  that's  the  direction  in  which  they  must 
responsibly  be  directed.  I  think  it  is  going  to  take  some  sustained  effort  to  do 
the  job. 

I  do  want  to  emphasize  again  that  I  think  our  success  internationally,  or  lack 
of  success  internationally,  in  the  monetary  area  is  going  to  be  determined  by  the 
success  of  all  these  flghts  on  the  homefront,  here  and  abroad,  more  than  by  any 
other  action  that  I  can  think  of  anyone  taking. 


Exhibit  68. — Communique  approved  by  the  Council  of  the  Organization  for 
Economic  Cooperation  and  Development,  May  30,  1974,  at  its  359th  meeting 

1.  The  Coimcil  of  the  OEGD  met  at  Ministerial  level  in  Paris  on  29th  and  30th 
May,  1974,  under  the  Chairmanship  of  Mr.  Antonio  Giolitti,  Minister  for  the 
Budget  and  Economic  Planning  of  Italy.  Ministers  welcomed  this  opportunity  to 
have  an  exchange  of  views  in  the  light  of  the  present  international  economic 
problems  and  underlined  the  constructive  role  which  co-operation  in  the  OECD 
can  play  in  helping  to  solve  these  problems. 

2.  The  Problems.  Ministers  identified  three  main  outstanding  problems  which 
need  further  international  co-ordination  of  national  policies  if  they  are  to  be 
solved : 

o  The  widespread  problem  of  inflation,  already  of  serious  proportions,  has 
been  aggravated  by  the  sharp  increase  in  the  price  of  oil ;  anti-inflationary 
policies  must  be  carefully  chosen  so  as  to  avoid  serious  unemployment 
problems. 

•  For  most  OEOD  countries  the  international  payments  situation,  radically 
altered  by  the  oil  price  increase,  has  moved  into  substantial  deficit  on 
current  account. 

•  Certain  developing  countries,  including  some  of  the  poorest  nations  in 
the  world,  are  facing  a  grievously  worsened  economic  and  financial 
situation. 

3.  The  Response.  Governments  are  resolved  to  approach  all  these  problems 
jointly  and  concurrently,  and  Ministers  emphasized  their  determination  to  de- 
velop a  coherent  set  of  measures  to  this  end.  In  particular,  they  recognise  that 
no  acceptable  solution  to  individual  countries'  problems  of  internal  and  external 
balance  can  be  found  in  action  which  only  shifts  those  problems  across  frontiers. 

4.  Inflation  and  Employment.  Ministers  recognise  that,  in  all  OECD  coun- 
tries, the  present  rates  of  infiation  constitute  a  threat  to  economic  and  social 
progress.  Their  Governments  therefore  accord  high  priority  to  reducing  the 
rate  of  price  increases.  They  will  seek  to  maintain  economic  activity  at  satis- 
factory levels  and  avoid  policies  that  would  transfer  employment  problems 
from  one  country  to  another.  But  Ministers  agreed  that  great  care  is  at  present 
needed  to  avoid  the  emergence  of  excess  demand  in  the  OECD  area,  and  that 
fiscal  and  monetary  policies  have  to  be  shaped  to  this  end.  They  also  emphasized 
the  need  to  use,  where  feasible,  other,  more  selective,  measures  to  increase 
supply  and  reduce  infiationary  expectations.  And  they  agreed  that  OECD, 
taking  account  of  work  in  other  international  bodies,  should  seek  to  identify 
policies  conducive  to  better  market  stability  of  primary  products  with  adequate 
supplies  at  prices  equitable  both  for  producing  and  for  consuming  countries. 

5.  Trade  and  Payments  Policy.  The  need  for  OECD  countries  to  adapt  to  the 
new  balance  of  payments  situation  is  a  problem  that,  particularly,  has  to  be 
tackled  on  an  international  basis.  Governments  are  determined  to  take  all 
appropriate  action  to  limit  the  size  and  duration  of  the  weakening  of  their 
current  account  positions.  But  they  recognise  that,  in  the  years  immediately 
ahead,  a  deterioration  has  to  be  accepted  because  of  the  oil  price-rise.  Ministers 
have  also  recognised  that  the  financing  of  external  deficits  persisting  despite  the 
implementation  of  appropriate  adjustment  policies  will  constitute  a  difiicult 
problem  for  some  Member  countries. 

6.  In  these  circumstances.  Ministers  are  conscious  of  the  special  danger  of 
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mutually  conflicting  policies  to  improve  national  competitive  positions  and 
agreed  on  the  need  to  prevent  new  unilateral  action  which  may  have  a  detri- 
mental impact  on  international  economic  relations.  They  have,  as  part  of  an 
overall  response  to  the  current  situation,  issued  the  attached  Declaration,  stating 
the  determination  of  their  Governments,  for  a  period  of  a  year,  to  avoid 
recourse  to  new  restrictions  on  trade  or  other  current  account  transactions 
and  the  artificial  stimulation  of  visible  and  current  invisible  exports,  which 
would  be  contrary  to  the  objective  of  the  Declaration. 

7.  The  Declaration,  at  the  same  time,  also  expresses  the  agreement  of  Gov- 
ernments to  co-operate  fully  to  facilitate  the  financing  of  the  deficits  described 
above,  and  their  readiness  to  consider  appropriate  arrangements  which  may 
prove  necessary  in  this  respect. 

8.  In  addition.  Ministers  reafl5rmed  their  support  for  the  multilateral  trade 
negotiations  in  the  framework  of  the  GATT  and  urged  that  these  negotiations 
be  regarded  as  a  matter  of  priority.  They  stressed  the  importance  in  the  present 
situation  of  these  new  efforts  to  liberalise  trade. 

9.  Ministers  welcomed  the  intensification  of  the  Organisation's  work  on  the 
issues  related  to  international  investment  and  to  multinational  enterprises, 
with  a  view  to  improving  co-operation  on  these  issues. 

10.  Development  Co-operation.  Ministers  noted  that  Members  of  the  Develop- 
ment Assistance  Committee  (DAC)  and  some  other  Member  countries  of  the 
OECD  will  make  strenuous  efforts  to  maintain  and  enlarge  the  flow  of  their 
official  development  assistance  with  a  view  to  promoting  further  economic  and 
social  progress  of  developing  countries. 

11.  Ministers  expressed  particular  concern  at  the  acute  economic  problems  of 
those  developing  countries  with  low  income  which  are  most  seriously  affected 
by  the  increase  in  the  prices  of  oil  and  other  essential  imports.  Although  there 
is  as  yet  no  generally  agreed  estimate  as  to  the  amount  of  special  assistance 
required  by  these  countries,  they  noted  the  preliminary  studies  made  by  certain 
international  organisations  indicating  that  these  requirements  might  amount, 
as  an  order  of  magnitude,  to  some  ?3-$4  billion  up  to  the  end  of  1975. 

12.  Ministers  of  the  countries  which  are  Members  of  the  DAC  and  some  other 
OECD  Members,  recognising  the  need  to  contribute  constructively  to  the  follow- 
up  of  the  Sixth  Special  Session  of  the  General  Assembly  of  the  United  Nations 
on  Raw  Materials  and  Development,  agreed  to  make  every  effort  to  contribute 
in  an  appropriate  manner  to  the  special  relief  needed  by  the  most  seriously 
affected  developing  countries,  bilaterally  and  within  the  framework  of  the 
appropriate  international  institutions.  The  DAC  will  review  the  progress  of  its 
Members'  relief  efforts  under  way  and  any  further  steps  which  may  be  appro- 
priate. Ministers  reiterated  the  view  that  all  countries  throughout  the  world 
in  a  position  to  do  so  should  share  the  responsibility  to  contribute  to  the  special 
relief  of  the  most  seriously  affected  developing  countries. 

13.  Ministers  agreed  that  all  p<^)ssible  efforts  should  be  made  to  ensure  that 
shipments  of  fertilizers  to  developing  countries  with  urgent  needs  are  main- 
tained at  their  previous  level  and  that,  through  financial  and  technical  as- 
sistance, encouragement  should  be  given  to  increased  production  of  fertilizers  in 
developing  countries. 

14.  Energy.  Ministers  discussed  the  consequences  of  recent  developments  in 
the  world  energy  market.  They  agreed  that  a  strong  co-operative  effort  is  needed 
if  serious  damage  to  the  economic  and  social  welfare  of  the  OECD  community 
as  well  as  to  the  world  economy  is  to  be  avoided.  Ministers  underlined  their 
will  to  intensify  international  co-operation  on  energy  problems  and  to  strengthen 
OECD  capability  in  this  field. 

15.  Ministers  noted  that  the  work  on  the  Long-Term  Assessment  of  energy 
and  related  policies  being  prepared  by  the  OECD  has  been  accelerated  and  that 
the  assessment  will  be  at  the  disposal  of  Governments  in  October  1974  at  the 
latest.  They  underlined  the  necessity  to  ensure  energy  supplies  without  undue, 
adverse  impact  on  environmental  conditions. 

16.  Ministers  stressed  the  importance  of  OECD's  work,  already  under  way,  in 
the  fields  of  energy  conservation  and  demand  restraint,  accelerated  develop- 
ment of  conventional  energy  sources,  allocation  of  oil  supplies  in  times  of  emer- 
gency and  severe  shortages,  and  energy  research  and  development.  The  work 
on  these  subjects  has  been  speeded  up  in  order  to  permit  early  policy  decisions. 
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Declaration 

Adopted  hy  the  Governments  of  OECD  Member  countries  on  30th  May,  1974 

GOVERNMENTS  OF  OECD  MEMBER  COUNTRIES* 

Considering  that,  among  other  factors,  the  rise  in  oil  prices  is  aggravating 
the  economic  problems  confronting  Member  countries,  and  notably  the  problem 
of  inflation,  as  well  as  causing  additional  structural  problems,  and  that  it  is 
creating  an  unprecedented  change  in  the  structure  of  the  balance  of  payments 
and,  in  particular,  a  deterioration  of  current  accounts  of  Member  countries  as 
a  whole ; 

Considering  that  all  Member  countries  are  affected  by  these  developments 
though  in  varying  degrees ; 

AGREE : 

that  the  nature  and  size  of  the  above-mentioned  problems  facing  Member 
countries  as  well  as  a  number  of  developing  countries  call  for  wide  co-operative 
action  in  the  fields  of  economic,  trade,  financial,  monetary,  investment  and  de- 
velopment policies ; 

that  the  financing  of  international  payments  deficits  will  constitute  a  difl5- 
cult  problem  for  certain  Member  countries  and  that,  accordingly.  Member  coun- 
tries will  co-operate  fully  to  facilitate  such  financing  and  are  ready  to  consider 
appropriate  arrangements  which  may  prove  necessary  in  this  respect ; 

that  unilateral  trade  or  other  current  account  measures  by  one  or  more 
Member  countries  to  deal  with  this  situation  would  aggravate  the  problems  of 
other  countries  and,  if  generalised,  would  be  self-defeating  and  have  a  depress- 
ing effect  on  the  world  economy  ; 

that  countries  have  responsibilities  both  as  importers  and  exporters  to 
avoid  disruption  of  regular  trade  flows  ; 

that,  as  a  matter  of  urgency  and  without  prejudice  to  the  outcome  of  the 
monetary  and  trade  negotiations,  there  is  therefore  a  need  for  a  joint  undertaking 
having  as  its  objective  to  prevent  new  unilateral  action  which  may  have  a 
detrimental  impact  on  international  economic  relations  ; 

DECLARE  THEIR  DETERMINATION,  in  the  light  of  the  foregoing  and  for  a 
period  of  one  year, 

(a)  to  avoid  having  recourse  to  unilateral  measures,  of  either  a  general  or 
a  specific  nature,  to  restrict  imports  or  having  recourse  to  similar 
measures  on  the  other  current  accounts  transactions,  which  would  be 
contrary  to  the  objectives  of  the  present  Declaration  ; 

(b)  to  avoid  measures  to  stimulate  exports  or  other  current  account  trans- 
actions artificially  ;  and,  inter  alia,  abstain  from  destructive  competition 
in  oflScial  support  of  export  credit  and  aim  at  taking  appropriate  co- 
operative actions  to  this  effect  in  the  immediate  future ; 

(c)  to  avoid  export  restrictions  which  would  be  contrary  to  the  objectives 
of  the  present  Declaration ; 

(d)  to  consult  with  each  other,  making  full  use  of  the  general  procedures  of 
consultation  within  OECD,  in  order  to  assure  that  the  present  Declara- 
tion is  properly  implemented ; 

(e)  to  implement  the  present  Declaration  in  accordance  with  their  inter- 
national obligations  and  with  due  regard  to  the  special  needs  of  de- 
veloping countries. 


Exhibit   69. — Welcoming  address  by   Secretary  Simon,  June  4.   1974,   to   the 
International  Monetary  Conference,  Williamsburg,  Va. 

I  am  honored  to  be  the  first  speaker  at  the  1974  International  Monetary  Con- 
ference. It  is  also  my  pleasure  to  welcome  many  of  you  to  the  United  States 
and,  in  particular,  to  be  able  to  welcome  you  in  Williamsburg.  This  graceful 
town  has  been  the  site  of  many  historic  meetings  which  were  important  in  the 
evolution  of  our  Nation's  political  concepts  and  institutions.  In  fact  in  this 
community,  which  has  exhibited  limited  tolerance  for  despots,  I  am  glad  to  be 
appearing  as  a  mere  minister  and  not  as  a  "czar." 


'Including  the  European  Communities 
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As  a  mere  minister  I  am  grateful  for  the  reception  you  have  given  me.  I  know 
that  you  have  traditionally  invited  U.S.  Secret-aries  of  the  Treasury  to  particii)ate 
in  your  discussions  of  current  economic  and  financial  issues.  I  appreciate  the 
opportunity  to  take  part — along  with  my  colleagues,  Arthur  Burns  and  Paul 
Volcker — in  discussions  with  such  an  experienced  and  knowledgeable  group. 

George  Shultz  told  me  that  last  year  when  he  tried  to  talk  on  energy  develop- 
ments you  insisted  that  he  give  more  attention  to  international  monetary  affairs. 
Now,  after  the  events  of  the  past  year,  perhaps  you  would  exi»ect  me  to  talk  a 
lot  about  oil — and,  admittedly,  it  is  a  subject  which  can't  be  ignored — but  I 
really  want  to  say  more  tonight  about  inflation  and  international  monetary 
reform. 

Of  course,  all  these  subjects  are  interrelated.  The  world  is  wrestling  simul- 
taneously with  a  uniquely  strong  and  pervasive  inflation ;  the  need  for  rational 
and  equitable  arrangements  for  international  access  to  raw  materials  and  other 
commodities ;  and  dramatic  changes  in  international  payments  relationships. 

These  are  problems  on  which  we  must  work  together,  for  we  all  know  that  they 
are  problems  which  must  be  resolved  not  only  domestically  but  internationally 
if  our  prosperity  is  to  be  assured.  I  suggest  that  we  approach  them  with  both 
confidence  and  a  healthy  respect :  with  a  confidence  derived  from  the  durability, 
in  both  good  times  and  bad,  of  the  cooperative  approach  which  the  world  has 
employed  since  World  War  II;  and  with  a  respect  derived  from  a  recognition 
that  today's  economic  problems  differ  both  in  character  and  magnitude  from  those 
of  the  past. 

Inflation 

Certainly  today's  inflation  is  more  pervasive  than  any  experienced  before  in 
peacetime.  In  the  United  States  we  are  in  the  unfamiliar  position  of  seeing  our 
price  rises  recorded  in  two  digits,  and  few  countries  are  doing  better. 

Some  of  the  factors  contributing  to  this  widespread  inflation  are  well  known — 
the  unique  convergence  of  boom  conditions  in  all  industrial  countries;  sudden 
shortages  of  food  resulting  from  natural  di.«:asters  and  burgeoning  demand  ;  and 
drastic  changes  in  the  energy  balance.  At  the  same  time,  we  must  recognize  that 
these  factors  would  not  have  led  to  the  inflation  we  .see  today  had  our  govern- 
ments shown  the  wisdom  to  match  financial  policies  to  current  reality. 

Each  government  must  bear  resiwnsibility  before  its  own  i)eople  for  the  in- 
flation it  permits.  Governments  which  fail  to  deal  effectively  with  inflation  will 
be  held  answerable  by  their  own  constituencies.  In  this  connection,  however, 
international  comparisons  are  important.  I  am  sure  each  of  our  nations  would 
be  less  tolerant  of  the  inflation  it  has  if  other  nations  were  presenting  less  dis- 
reputable records.  More  directly,  we  have  all  learned  that  increa.sed  prices  of 
goods  we  import  or  extra ordinarj-  demands  from  abroad  when  foreign  markets 
are  overheated  can  complicate  our  inflationary  problems  at  home. 

Here  in  the  United  States,  we  have  now  recognized  that  inflation  is  our  num- 
ber one  economic  problem.  It  is  not  the  only  economic  issue  we  presently  face — 
there  are  many — but  it  is  by  far  the  most  imiwrtant,  the  most  complex,  and  the 
most  intractable. 

I  have  confidence  that  the  United  States  will  come  through  this  long  bout  with 
inflation  without  crippling  effects.  Our  political  and  economic  system  has  proved 
itself  to  be  adaptable  and  durable.  We  have  been  in  some  tough  economic  situa- 
tions in  the  past  and  yet  succeeded  in  overcoming  the  difliculties  and  advancing 
to  new  higher  levels  of  economic  well-being  for  all  our  people.  We  shall  do  so 
again. 

Yet  I  do  not  suggest  that  we  will  end  the  present  inflation  easily  or  quickly.  A 
very  high  rate  of  inflation  is  now  built  into  our  system.  To  reduce  that  inflation 
to  tolerable  levels  will  take  time,  and  it  will  not  be  achieved  without  pain. 

There  is  no  easy  solution.  We  tried  controls  and  found  them  wanting.  For  a 
while,  back  in  1972,  it  seemed  that  controls  were  making  a  small  but  useful 
contribution.  Today,  however,  almost  everj-body  agrees  that,  whether  or  not 
controls  can  help  for  a  limited  i)eriod  under  certain  special  circumstances,  they 
are  not  the  basic  answer  to  inflation. 

The  only  answer  lies  in  the  teachings  of  "that  old-time  religion" :  tnorc 
production  and  less  financial  laxity.  We  must  return  to  a  proi)er  balance  of 
fiscal  and  monetary  policy.  And  these  precepts  will  have  to  be  practiced  in  a 
consistent  and  disciplined  way  over  a  considerable  period  of  time. 

Let  me  give  a  siJecific  example  where  that  di-scipline  must  be  exercised.  Right 


586        1974    REPORT    OF   THE    SECRETARY    OF   THE    TREASURY 

now  the  U.S.  Congress  is  considering  proposals  to  reduce  income  taxes  as  a  way 
of  stimulating  the  economy  by  increasing  consumer  spending.  These  proposals 
come  at  a  time  when  there  is  no  question  that  the  real  incomes  of  many  American 
families  have  fallen  as  a  result  of  the  reduced  supplies  and  increased  prices  of 
food  and  energy.  Nobody  is  happy  about  that  and  we  must  turn  that  situation 
around  so  that  individuals'  real  income  is  clearly  growing.  Furthermore,  when- 
ever we  can,  we  must  improve  the  equity  of  our  tax  system. 

But  cutting  overall  taxes  will  not  solve  these  problems.  Putting  more  money 
into  the  hands  of  our  citizens  will  not  put  more  food  on  their  tables  or  more 
gasoline  in  their  tanks.  At  present,  with  most  sectors  of  the  economy  still 
operating  at  full  capacity  and  with  materials  shortages  still  widespread,  the 
extra  spending  generated  by  a  tax  cut  would  do  very  little  to  production  and 
employment  and  real  earnings.  Instead,  it  would  only  mean  more  dollars  chasing 
an  already  limited  supply  of  goods — and  that  would  only  mean  more  inflation — 
and  over  time  inflation  reduces  the  effectiveness  of  an  economy.  This  in  turn 
reduces  production  and  real  income. 

Frankly,  I  am  mystified  to  hear  some  economists  talk  about  recession  and 
the  need  for  tax  cuts  at  a  time  when  businessmen  are  facing  shortages  of  ma- 
terials and  delays  in  deliveries,  not  lack  of  sales  and  orders. 

A  tax  cut  would,  moreover,  inevitably  put  more  strain  on  our  financial  markets. 
The  Treasury  would  have  to  borrow  the  revenues  lost  via  the  tax  cut.  That  would 
put  more  upward  pressure  on  interest  rates  and  on  the  already  pinched  supply 
of  funds  for  housing.  It  would  mean  a  further  squeeze  on  the  availability  of 
investment  funds  for  the  capital  projects  needed  for  new  productive  capacity, 
for  antipollution  equipment,  and  for  Project  Independence.  In  short,  a  tax  cut 
would  be  wrong.  It  would  worsen  our  inflation  when  what  we  need  is  an  attack 
on  the  basic  causes  of  inflation. 

For  this  purpose  we  need  two  kinds  of  economic  policies.  First,  to  deal  with 
specific  price  problems  we  need  policies  to  maximize  output,  for  example,  in 
the  fields  of  agriculture,  energy,  and  raw  materials.  Second,  to  deal  with  infla- 
tion in  the  balance  of  the  economy,  we  need  fiscal  and  monetary  policies  which 
will  prevent  total  demand  from  exceeding  our  capacity  to  produce. 

Indeed,  in  present  circumstances  we  may  have  to  go  a  little  farther  than  that. 
If  overall  demand  and  productive  capacity  were  just  in  balance  today,  inflation 
might  continue  at  near  present  rates  for  a  while  given  the  state  of  public 
expectations.  After  years  of  disappointment  we  have  ingrained  inflationary 
expectations  which  must  be  wrimg  out  through  credible  policies.  To  unwind  in- 
flation, the  economy  may  have  to  operate  for  a  time  at  a  bit  less  than  full 
capacity.  Demand  will  have  to  be  below  total  potential  output — very  close  to  it, 
but  below.  Sales  will  show  a  healthy  growth,  but  that  growth  will  have  to  be 
constrained  so  that  if  businessmen  try  to  raise  prices  too  fast,  competitive  pres- 
sures will  prevent  them  from  doing  so.  Employment  will  grow,  too.  But  our  labor 
markets  must  not  be  too  tight,  so  that  the  joint  worker-management  process  of 
wage  determination  will  result  in  a  gradual  deceleration  of  the  upward  trend 
of  pay  scales. 

At  the  same  time  we  must  have  adequate  programs  in  effect  to  insure  that 
adjustment  does  not  place  too  heavy  a  burden  on  any  segment  of  our  society.  It 
was  in  recognition  of  this  necessity  that  the  President  recently  expanded  the 
assistance  programs  available  to  housing  and  proposed  a  further  improvement 
of  our  unemployment  insurance  programs.  But  overall  the  hallmark  of  our 
Government's  financial  programs  today  must  be  moderation. 

This  prescription  will  not  gain  universal  acclaim.  All  of  us  would  like  to  see 
spending  increase  for  worthwhile  government  programs,  credit  easily  and  gen- 
erally available  at  low  interest  rates,  corijorate  profits  growing  vigorously,  and 
unemployment  held  to  an  absolute  minimum.  The  economic  policies  I  have  out- 
lined will  give  us  most  of  this,  but  not  all.  We  will  have  growth  and  prosperity 
but — if  we  are  to  make  some  headway  against  inflation — the  economy  cannot 
operate  at  flatout,  full  capacity. 

There  is  no  other  way.  To  squeeze  inflation  out  of  the  system,  we  will  have 
to  run  our  economy  for  a  while  at  less  than  full  steam. 

I  believe  this  is  a  realistic,  achievable  policy.  The  political  climate  has  changed 
on  economic  matters.  Good  economics  is  becoming  good  politics.  I  believe  the 
American  people  are  now  ready  to  support  tough  anti-inflation  policies.  The  past 
year  and  a  half  has  reinforced  their  natural  aversion  to  inflation.  They  don't 
believe  Government  can  provide  something  for  nothing.  They  will  support  re- 
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straint  on  Federal  spending,  and  they  will  be  willing  to  live  with  an  economy 
that  is  growing  vigorously,  but  not  excessively  so,  to  break  tlie  back  of  inflation. 
At  the  same  time,  I  believe  that  the  American  iH'ople  also  recognize  that 
we  must  cooperate  internationally  to  insure  that  our  monetary  and  trading  ar- 
rangements contribute  to  the  fight  against  inflation  by  allowing  each  nation  to 
derive  the  maximum  benefit  from  its  ec-onomic  resources.  Next  week  I  shall  have 
the  opportunity  to  discuss  this  subject  with  my  colleagues  in  the  Committee  of 
Twenty  when  it  meets  in  Washington. 

Energy  and  raw  materials 

Even  earlier,  however,  on  Thursday  and  Friday  of  this  week,  I  shall  par- 
ticipate Jn  discussions  in  Washington  with  the  senior  ministers  of  the  world's 
largest  oil-exporting  nation,  Saudi  Arabia.  Those  discussions  will  consider  ways 
in  which  we  might  cooperate  with  the  Saudi  authorities  in  the  development  of 
their  country,  in  the  most  productive  investment  of  their  growing  financial 
resources,  and  in  the  creation  of  rational  rules  for  the  future  conduct  of  inter- 
national trade  in  energy  and  raw  materials.  Of  course,  I  shall  explain  why  it  is 
clearly  in  the  common  interest  of  both  oil  producers  and  consumers  not  to  take 
actions  which  will  prevent  market  forces  from  bringing  about  somewhat  lower 
levels  of  oil  prices.  More  reasonable  prices  of  oil  would  contribute  greatly  to  the 
strength  of  the  world  economy  ;  and  that  strength  is  of  vital  interest  to  all  of 
us,  not  least  to  those  nations  which  are  large  sui)pliers  of  energj-  and  investors 
on  a  large-scale  basis.  Here  is  an  area  in  which  international  cooperation  can 
play  a  role  of  vital  importance  in  combating  worldwide  inflation. 

International  monetary  developments 

But  even  at  somewhat  lower  levels  of  oil  prices  over  the  next  year,  it  is 
clear  that  the  increased  costs  of  oil  imports  will  be  so  great  that  many  con- 
suming nations  will  wish  to  borrow  to  ease  their  transition  to  the  new  era  of 
higher  cost  energy.  In  other  words,  they  will  choo.se  to  run  current  account 
deficits  in  their  international  payment  balances.  At  the  .same  time,  a  number  of 
the  major  oil  producers  will  wish  to  invest  abroad  substantial  proportions  of 
their  enlarged  revenues  in  the  recognition  that  these  sums  can  be  invested 
in  the  most  productive,  orderly  manner  in  their  own  economies  only  over  a  period 
of  years.  These  nations  can  derive  the  maximum  benefits  from  producing  and 
selling  their  natural  resources  only  if  they  .sell  when  the  deniand  is  most  in- 
tense— and  that  is  probably  right  now — but  that  maximum  Ix'uefit  will  not  be 
realized  if  productive  investments  are  not  found  for  their  funds. 

In  practice  these  investment  funds  are  probably  now  being  accumulated  at  the 
maximum  rate.  Over  the  coming  months  the  gearing-up  of  the  development  pro- 
grams of  the  oil  pro<lucers  and  the  lower  levels  of  export  prices  (which  I  ex- 
pect) will  reduce  the  rate  of  accumulation.  But  the  sums  availaltle  for  invest- 
ment will  in  any  event  be  large. 

The  investment  strategy  of  the  oil-producing  countries  will  probal>ly  evolve 
over  time  as  they  gain  experience  in  managing  their  growing  financial  resources. 
For  the  immediate  future,  it  seems  likely  that  sub.stantial  portions  of  their  re- 
sources will  initially  be  placed  through  markets  in  Europe,  especially  the  Euro- 
currency market.  However,  whether  invested  directly  or  through  intermediaries, 
it  seems  a  fair  expectation  that  a  large  proportion  of  the  obligations  will  be 
denominated  in  U.S.  dollars  and  that  ultimately  considerable  amounts  of  the 
funds  will  find  their  way  into  the  highly  develoi)ed  capital  markets  of  the  in- 
dustrial world,  particularly  that  of  the  United  States.  To  conservative  inves- 
tors— and  the  oil-producing  countries  are  proving  them.selves  conservative  as 
well  as  prudent — diversification  offers  security,  so  that  they  will  wish  their 
investments  not  to  be  overly  concentrated  geographically  ;  but  neither  will  they 
want  overconcentration  in  particular  fields  of  investment,  and  diversification  for 
large  amounts  in  this  respect  can  best  be  found  in  the  most  highly  developed 

Although  the  potential  amount  of  funds  flowing  into  the  hands  of  the  oil- 
producing  countries  is  absolutely  large,  it  is  not  overwhelming  in  the  context 
of  the  total  size  of  the  world's  capital  markets.  In  the  United  States  alone  equity 
and  debt  .securities  outstanding  at  the  end  of  last  year,  including  commercial 
paper  and  large  denomination  certificates  of  depo.sit,  amounted  to  about  $1.8 
trillion.  During  1973.  a  total  of  .$187  billion  was  raised  in  U.S.  credit  markets. 
Clearly  these  numbers  are  large  in  relation  to  any  likely  flow  of  "oil  money"  in 
any  one  year.  On  the  other  hand,  we  must  take  care  that  individual  parts  of  our 
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financial  structure  do  not  become  overloaded  in  the  process  of  handling  the  new 
flows  of  funds. 

In  this  connection  attention  has  been  focused  on  the  Euromarket.  The  total 
of  outstanding  obligations  in  that  market,  net  of  Inter-Bank  obligations,  is  esti- 
mated to  have  grown  to  about  $150  billion  by  the  end  of  last  year,  with  an  in- 
crease of  some  $50  billion  during  that  one  year.  During  the  early  months  of 
this  year  the  growth  of  that  market  appears  to  have  further  accelerated.  In  this 
situation  of  rapid  change  there  must  be  an  unusually  strong  responsibility  on  a 
depositor  or  a  lender  to  insure  that  the  firm  he  is  dealing  with  has  not  become 
overextended  and  has  capital  commensurate  with  its  new  higher  levels  of  fixed 
obligations.  There  is  an  unusually  strong  responsibility  on  the  financial  inter- 
mediary to  insure  that  it  is  maintaining  a  reasonable  balance  in  its  maturities, 
that  it  is  not,  for  example,  borrowing  only  at  short  term  and  lending  only  for 
very  long  term.  I  am  enough  of  a  believer  in  the  acumen  of  the  men  who  built 
up  the  flourishing  Euromarket  to  believe  that  they  will  fulfill  their  responsibili- 
ties in  this  area.  I  have  heard  that  in  recent  weeks,  for  example,  strong  new  re- 
sistance has  developed  to  the  acceptance  in  the  Euromarket  of  new  investments 
on  a  very  short-term  call  basis.  I  find  this  response  of  the  private  institutions 
encouraging. 

There  is  nonetheless  a  proper  role  for  governments  in  these  matters,  a  role 
which  varies  according  to  circumstances.  At  present,  when  there  are  vast  sums 
which  must  find  their  way  into  productive  use,  moves  which  give  greater  scope 
to  freedom  of  capital  flows  are  generally  opportune.  For  this  reason  I  w^as  very 
pleased  that  the  United  States  was  able  in  January  to  terminate  its  "temporary" 
capital  control  programs,  some  of  which  dated  back  to  1963.  There  are  oppor- 
tunities also  for  other  countries  to  reduce  their  controls.  In  a  related  area,  I 
commend  the  recent  tentative  decision  of  the  House  Ways  and  Means  Committee 
to  eliminate  withholding  and  estate  taxes  on  foreign  portfolio  investments  in  the 
United  States. 

But  I  believe,  too,  that  governments  have  regulatory  responsibilities  in  relation 
to  financial  institutions  to  assure  protection  for  depositors  and  customers,  and 
we  mean  to  continue  to  discharge  those  responsibilities  for  institutions  under  U.S. 
jurisdiction. 

We  need  to  recognize  that  foreign  exchange  operations  have  in  recent  years 
become  of  much  greater  interest  to  many  banks.  This  is  a  healthy  development, 
consonant  with  the  rapid  growth  of  international  transactions  and  important 
to  the  proper  functioning  of  foreign  exchange  markets.  However,  recent  develop- 
ments both  here  and  abroad  make  clear  the  need  to  conduct  foreign  exchange 
transactions  with  prudence.  Banking  institutions  deal  with  others'  money  and 
have  a  special  responsibility  not  to  risk  it  in  overly  speculative  ventures. 

I  am  sure  that  in  the  light  of  some  recent  experiences  that  banks  will  in  the 
future  monitor  the  activities  of  their  foreign  departments  with  increased  care. 
Bank  regulators,  also,  have  a  responsibility  to  exercise  greater  surveillance  in 
this  area. 

The  developments  I  have  been  discussing  have  led  some  observers  to  ask 
whether  the  challenges  ahead  raise  questions  regarding  the  soundness  of  the  inter- 
national banking  system  and  its  component  institutions.  In  each  separate 
country,  it's  recognized  that  the  authorities  stand  ready  to  support  the  stability 
of  that  country's  financial  system.  But  it  is  suggested  that  the  Euro-banking 
system  has  no  comparable  focus  of  authority  charged  with  particular  respon- 
sibility for  that  market. 

I  believe  that  this  concern  is,  at  the  least,  greatly  exaggerated.  Certainly,  in 
the  case  of  the  United  States,  it  is  clear  that  the  authorities  do  have  a  responsi- 
bility to  supervise  U.S.  banks  in  both  their  domestic  and  international  operations, 
and  a  major  part  of  that  responsibility  is  to  insure  that  they  are  in  a  sound  posi- 
tion to  meet  their  total  liabilities.  I  feel  sure  that  the  authorities  of  other  coun- 
tries have  a  similar  view. 

Governmental  regulation  and  emergency  facilities  can  never  substitute  for 
prudent  financial  management.  Governments  cannot,  and  should  not  attempt  to, 
assume  the  risks  of  the  stockholders  of  individual  banks.  That  is  as  it  should 
be,  for  the  main  focus  must  always  be  on  the  responsibility  of  the  banker  himself. 
Fundamentally,  my  confidence  that  our  markets  and  our  institutions  will 
adapt  safely  and  flexibly  to  changes  we  are  now  experiencing  is  also  based 
on  the  fact  that  the  governments  of  the  world  are  now  dedicated  to  international 
cooperation.  A  prime  example  is  provided  by  the  current  efforts  in  international 
financial  cooperation.  At  this  point  I  can't  tell  you  exactly  what  will  come  out 
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of  the  meetings  of  the  C-20  Ministers  in  Washington  next  week.  Even  though 
preparatory  work  of  unusual  thoroughness  has  already  been  done,  important 
negotiations  remain  yet  to  be  completed. 

Nonetheless,  I  can  list  for  you  some  of  the  areas  in  which  there  are  reason- 
able grounds  for  hope  that  useful  agreements  can  be  reached.  In  fact,  we  have  an 
opportunity,  if  we  succeed,  to  announce  a  sizable  package  of  signiticant  measures, 
many  of  which  could  be  implemented  promptly. 

One  important  agreement  could  cover  a  proposed  amendment  to  the  IMF  Arti- 
cles, and  an  interim  pledge  to  be  in  force  while  that  amendment  was  undergoing 
ratification,  to  provide  that  governments  would  not  introduce  new  restrictions  or 
subsidies  on  current  account  transactions  for  balance  of  payments  purposes  with- 
out the  concurrence  of  the  IMF.  This  agreement  would  build  upon  the  temporary 
pledge  entered  into  by  major  developed  nations  in  Paris  last  week  at  the  Minis- 
terial Council  of  the  OECD.  The  proposed  agi'eement  in  the  IMF  would  involve  a 
much  larger  number  of  countries  and  would  imbed  the  new  undertaking  into  the 
formal  structure  of  international  agreements.  Such  an  agreement  should 
strengthen  the  hands  of  governments  in  resisting  the  pressures  of  particular  in- 
terest groups  which  may  be  urging  their  governments  to  respond  to  the  new 
payments  developments  with  discriminatory,  disruptive  measures  which  would 
be  detrimental  both  to  other  nations  and  to  the  general  welfare  of  the  nations 
introducing  the  new  measures. 

(Such  a  standstill  agreement  would  be  a  supplement,  not  a  substitute,  for  the 
negotiations  now  underway  under  the  auspices  of  the  GATT  for  a  broad  reduc- 
tion in  existing  trade  restrictions.  In  order  that  the  United  States  may  participate 
effectively  in  those  negotiations,  we  are  pleased  that  our  Senate  Finance  Com- 
mittee has  now  begun  what  it  is  hoped  will  be  tlie  final  stages  of  its  considera- 
tion of  the  Trade  Reform  Act.  Now  that  a  settlement  has  finally  been  reached 
with  the  European  Community  countries  on  the  so-called  XXIV  :6  problem,  we 
can  hope  for  final  passage  of  this  legislation  this  summer. 

We  need  this  legislation,  and  the  reduction  in  the  trade  barriers  it  should  per- 
mit, more  than  ever  in  the  light  of  the  events  of  the  past  year.  I  cannot  forecast 
with  any  certainty  whether  the  Unitetl  States  will  have  a  trade  surplus  or  a 
trade  deficit  overall  this  year,  but  I  can  predict  with  confidence  that  the  increase 
in  oil  costs  will  leave  the  United  States  with  a  trade  position  not  nearly  as  strong 
as  that  we  had  in  the  final  months  of  last  year.  And  that  development  leaves  us 
more  determined  than  ever  that  our  traders  not  be  damaged  by  discriminatory 
foreign  restrictions. 

A  second  area  in  which  we  hope  the  Finance  Ministers  can  bring  about  agpree- 
ment  concerns  new  arrangements  for  more  flexible  use  of  the  IMF's  capacity 
for  financial  assistance  to  member  nations  struggling  to  avoid  extreme  reduc- 
tion in  their  imports  in  view  of  the  oil  price  increases.  In  this  area,  where  Dr. 
Witteveen  has  exhibited  great  initiative,  we  hope  that  arrangements  can  be  found 
which  will  prove  satisfactory  to  those  who  will  be  lending  to  the  IMF,  to  tho.se 
who  will  effectively  be  guaranteeing  repayment  of  that  lending,  and  to  those 
many  nations  who  hope  to  borrow  the  funds  from  the  IMF.  Since  the  loans  to 
the  IMF  are  likely  to  be  at  interest  rates  close  to  market  rates,  it  is  our  belief 
that  the  corresponding  loans  from  the  IMF  should  also  be  at  clo.se  to  market 
rates.  And  we  believe  that  most  borrowers  will  be  able  appropriately  to  pay  such 
rates. 

There  will  be  a  small  number  of  countries,  however,  which  cannot  be  expected 
to  pay  such  rates  or  to  repay  at  all  within  the  next  few  years.  The  problems  of 
the.se  countries  of  extremely  weak  financial  positions  now  most  seriously  affected 
by  the  increase  in  the  costs  of  oil  and  other  imports  represent  a  third  area  which 
the  Finance  Ministers  must  address.  To  assist  in  considering  this  and  other  devel- 
opmental issues,  the  Ministers  will  have  before  them  next  week  a  proposal  to 
establish  a  new  Development  Council  composed  largely  of  Finance  Ministers  and 
organized  along  the  lines  of  the  C-20  itself,  which  will  prol>ably  go  out  of  exist- 
ence next  week.  The  new  Council  would  not  be  within  either  the  IMF  or  the  World 
Bank  but  would  be  supported  by  both. 

Before  leaving  the  question  of  development  assistance,  I  want  to  mention  a  mat- 
ter of  pending  U.S.  legislation  that  will  affect  the  entire  spirit  and  tone  of  our 
C-20  discussions.  Last  week  the  Senate  passed^by  a  two-to-one  margin — the  hill 
providing  for  a  $1.5  billion  I'.S.  contribution  to  the  International  Development 
Association,  or  IDA,  which  is  the  soft-loan  window  of  the  World  Bank.  Tliis  is  the 
same  contribution  the  House  of  Representatives  voted  down  last  January.  We 
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are  now  going  to  try  for  House  reconsideration  of  the  bill  before  June  30,  when 
the  Association's  present  funds  will  be  exhausted.  IDA  is  the  cornerstone  of  in- 
ternational cooperation  in  the  development  finance  field.  Needless  to  say,  our 
negotiating  partners  in  the  international  trade  and  monetary  fields  are  following 
closely  to  see  whether  or  not  we  are  prepared  to  do  our  fair  share  in  the  devel- 
opment area  as  well. 

At  the  meeting  next  week  the  Finance  Ministers,  quite  apart  from  their  con- 
sideration of  developmental  matters,  will  also  have  the  opportunity  to  reach 
agreement  on  a  continuing  group  at  the  Ministerial  level  to  keep  the  operation 
and  evolution  of  the  international  monetary  system  under  review.  This  group 
would  serve  within  the  IMF,  initially  as  an  appointed  advisory  committee  and 
later,  after  amendment  of  the  Articles,  as  a  formal  Council  of  Governors  acting 
as  a  sort  of  executive  committee  between  the  126-man  Board  of  Governors  and 
the  full-time  committee  of  Executive  Directors  resident  in  "Washington. 

The  Ministers  next  week  will  have  the  opportunity  to  see  whether  they  can 
work  toward  new  rules  for  gold  which  would  both  assist  nations  in  responding 
constructively  to  current  alterations  in  their  payments  positions  and  facilitate 
practical  steps  toward  the  agreed  objective  of  a  diminishing  monetary  role  for 
that  metal.  I  sincerely  hope  we  can  at  long  last  make  some  tangible  progress  in 
this  complex  area.  That  progress  will  be  all  the  more  feasible  if,  as  seems  entirely 
possible,  we  can  reach  agreement  on  a  basket  of  currencies  in  terms  of  which  for 
the  time  being  it  will  be  possible  to  express  all  obligations  to  and  from  the  IMF 
both  on  regular  drawings  and  on  use  of  special  drawing  rights,  the  SDR. 

At  the  same  time,  the  Ministers  will  be  able  to  build  confidence  in  present  mone- 
tary arrangements  if  they  can  reach  agreement  on  a  set  of  guidelines  for  the 
actions  of  governments  in  intervening  in  private  foreign  exchange  markets  and 
in  conducting  other  balance  of  payments  policies. 

And,  finally,  the  Ministers  will  have  the  opportunity  to  agree  on  a  compre- 
hensive outline  of  the  general  directions  in  which  they  feel  it  would  be  useful 
for  the  international  monetary  system  to  evolve  over  the  coming  years.  Such  an 
outline  would  not  he  a  commitment  to  any  specific  actions,  but  it  would  be  an 
integrated  conception  to  be  taken  into  account — along  with  other  factors  and 
experiences — in  making  the  many  future  individual  decisions  which  will  deter- 
mine the  actual  evolution  of  the  system.  The  basic  thrust  of  the  outline  to  be 
placed  before  the  Ministers  is  that  efforts  should  be  made  to  avoid  international 
monetary  instability  but  that  this  objective  can  best  be  achieved,  not  by  fore- 
doomed efforts  at  complete  exchange  rate  rigidity,  but  by  a  system  which  will 
encourage  prompt,  orderly,  and  flexible  adjustment  to  changes  in  economic 
circumstances. 

From  this  long  listing  I  have  presented  you  can  see  that  the  Finance  Ministers 
have  their  work  cut  out  for  them.  But  that  is  what  we  were  hired  for.  With  the 
support  of  the  private  banking  community — with  your  support — with  a  continu- 
ing spirit  of  cooperation  among  the  nations  of  the  world,  we  can  be  the  masters 
of  our  own  economic  future. 

Thank  you,  and  best  wishes  for  a  successful  conference. 


Exhibit    70. — Communique   of  the   Committee   of  Twenty,   June    13,    1974,   on 
international  monetary  reform  and  related  issues 

1.  The  Committee  of  the  Board  of  Governors  of  the  International  Monetary 
Fund  on  Reform  of  the  International  Monetary  System  and  Related  Issues  (the 
Committee  of  20)  held  its  sixth  and  final  meeting  in  Washington  on  June  12-13, 
1974,  under  the  chairmanship  of  Mr.  Ali  Wardhana,  Minister  of  Finance  of 
Indonesia.  Mr.  H.  Johannes  Witteveen.  Managing  Director  of  the  Fund,  took 
part  in  the  meeting  which  was  also  attended  by  Mr.  Gamani  Corea,  Secretary- 
General  of  the  United  Nations  Committee  on  Trade  and  Development,  Mr. 
Frederic  Boyer  de  la  Giroday,  Director  of  Monetary  Affairs  of  the  European 
Economic  Community.  Mr.  Rene  Larre,  General  Manager  of  the  Bank  for  Inter- 
national Settlements,  Mr.  Emile  van  Lennep,  Secretary-General  of  the  Organiza- 
tion for  Economic  Cooperation  and  Development,  Mr.  Olivier  Long,  Director- 
General  of  the  General  Agreement  on  Tariffs  and  Trade  (GATT),  and  Sir 
Denis  Rickett,  Vice-President  of  the  International  Bank  for  Reconstruction  and 
Development. 
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2.  The  Committee  concluded  its  work  on  international  monetary  refonn ;  agreed 
on  a  program  of  immediate  action ;  and  reviewed  tlie  major  problems  arising 
from  ttie  current  international  monetary  situation. 

3.  The  program  of  immediate  action  is  as  follows  : 

(a)  Establishment  of  an  Interim  Committee  of  tiie  Board  of  Governors  of 
the  Fund  with  an  advisory  role,  pending  establishment  by  an  amendment  of 
the  Articles  of  Agreement  of  a  Council  with  such  decision-making  powers  as 
are  conferred  on  it. 

(b)  Strengthening  of  Fund  procedures  for  close  international  consultation 
and  surveillance  of  the  adjustment  process. 

(c)  Establishment  of  guidelines  for  the  management  of  floating  exchange 
rates. 

(d)  Establishment  of  a  facility  in  the  Fund  to  assist  members  in  meeting 
the  initial  impact  of  the  increase  in  oil  import  costs. 

(e)  Provision  for  countries  to  pledge  themselves  on  a  voluntary  basis  not 
to  introduce  or  intensify  trade  or  other  current  account  measures  for  balance 
of  payments  purposes  without  a  finding  by  the  Fund  that  there  is  balance 
of  payments  justification  for  such  measures. 

(f)  Improvement  of  procedures  in  the  Fund  for  management  of  global 
Liquidity. 

(g)  Further  international  study  in  the  Fund  of  arrangements  for  gold  in 
the  light  of  the  agreed  objectives  of  reform. 

(h)   Adoption  for  an  interim  period  of  a  method  of  valuation  of  the  SDR 

based  on  a  basket  of  currencies  and  of  an  initial  interest  rate  on  the  SDR 

of  5  percent. 

(i)   Early  formulation  and  adoption  of  an  extended  Fund  facility  under 

which  developing  countries  would  receive  longer-term  balance  of  payments 

finance. 

(j)   Reconsideration  by   the   Interim   Committee,  simultaneously   with   tlie 

preparation  by  the  Executive  Board  of  draft  amendments  i>f  the  Articles  of 

Agreement,  of  the  possibility  and  modalities  of  establishing  a  link  between 

development  assistance  and  SDR  allocation. 

(k)  Establishment  of  a  joint  ministerial  Committee  of  the  Fund  and  World 
Bank  to  carry  forward  the  study  of  the  broad  question  of  the  transfer  of 
real  resources  to  developing  countries  and  to  recommend  mea.su res. 
(1)  Preparation  by  the  Executive  Board  of  draft  amendments  of  the  Articles 
of  Agreement  for  further  examination  by  the  Interim  Committee  and  for 
I>ossible  recommendation  at  an  appropriate  time  to  the  Board  of  Governors. 
These  measures  are  described  in  more  detail  in  the  statement  attached  to  this 
communique. 

4.  Members  of  the  Committee  expressed  their  serious  concern  at  the  acceleration 
of  inflation  in  many  countries.  Tliey  agreed  on  the  urgent  need  for  stronger  action 
to  combat  inflation,  so  as  to  avoid  the  grave  social,  economic  and  financial  prob- 
lems that  would  otherwise  arise.  They  recognized  that,  while  international 
monetary  arrangements  can  help  to  contain  this  problem,  the  main  responsibility 
for  avoiding  inflation  rests  with  national  governments.  They  aflHrmed  their 
determination  to  adopt  appropriate  fiscal,  monetary,  and  other  policies  to  this 
end.  In  the  discussion  Meml)ers  of  the  Committee  urged  that  the  multilateral 
trade  negotiations  in  the  framework  of  GATT  should  continue  to  be  regarded  as 
a  matter  of  priority. 

5.  The  Committee  noted  that,  as  a  result  of  inflation,  the  energy  situation,  and 
other  unsettled  conditions,  many  countries  are  experiencing  large  current  account 
deficits  that  need  to  be  financed.  The  Committee  recognized  that  sustained  coop- 
eration would  be  needed  to  ensure  appropriate  financing  without  endangering 
the  smooth  functioning  of  private  financial  markets  and  to  avert  the  danger 
of  adjustment  action  that  merely  shifts  the  problem  to  other  countries.  Particular 
attention  was  drawn  to  the  pressing  difficulties  of  the  most  severely  affected 
developing  countries.  Members  of  the  Committee  therefore  strongly  emphasized 
their  request  to  all  countries  with  available  resources  and  to  development 
finance  institutions  to  make  every  effort  to  increase  the  flow  of  financial  assist- 
ance on  concessionary  terms  to  these  countries. 

6.  In  concluding  its  work  on  international  monetary  reform,  the  Committee 
agreed  to  transmit  a  final  Report  on  its  work,  together  with  an  Outline  of 
Reform,  to  the  Board  of  Governors. 
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Detailed  Statement   of  Immediate   Steps   To  Assist  the   Functioning  of   the 

International  Monetary  System 
Introduction 

1.  The  Committee  recognizes  that  it  will  be  some  time  before  a  reformed  system 
can  be  finally  agreed  and  fully  implemented.  It  therefore  proposes  that,  in  the 
interim  period,  the  Fund  and  member  countries  should  pursue  the  general  objec- 
tives set  out  in  paragraph  1  of  the  Outline  and  should  observe,  so  far  as  they 
are  applicable,  the  principles  contained  in  Part  I  of  the  Outline.  It  further  pro- 
poses that  a  number  of  steps  should  be  taken  immediately  to  begin  an  evolution- 
ary process  of  reform  and  to  help  meet  the  current  problems  facing  both  developed 
and  developing  countries,  and  calls  upon  members  to  collaborate  with  the  Fund 
and  with  each  other  to  give  effect  to  those  proposals  as  set  out  below. 

Interim  Committee  of  the  Board  of  Governors  on  the  International  Monetary 
System 

2.  The  Committee  recommends  the  establishment  of  an  Interim  Committee  of 
the  Board  of  Governors  on  the  International  Monetary  System,  with  an  advisory 
role  in  those  areas  in  which  the  Council  referred  to  in  paragraph  31  of  the  Out- 
line will  have  decision-making  powers,  namely,  in  supervising  the  management 
and  adaptation  of  the  monetary  system,  overseeing  the  continuing  operation  ef 
the  adjustment  process,  and  dealing  with  sudden  disturbances  which  might 
threaten  the  system.  It  notes  that  the  Executive  Directors  are  accordingly  pre- 
paring for  adoption  by  the  Board  of  Governors  a  Resolution  to  establish  the 
Interim  Committee.  It  is  envisaged  that  the  new  Committee  will  hold  its  first 
meeting  at  the  time  of  the  Annual  Meeting  in  September. 

The  adjustment  process 

3.  The  Committee  recognizes  that  in  the  interim  period,  with  significant  changes 
in  prospect  for  the  world  balance  of  payments  structure,  there  is  a  need  for 
close  international  consultation  and  surveillance  of  the  adjustment  process.  It 
recommends  that  countries  should  be  guided  in  their  adjustment  action  by  the 
general  principles  set  out  in  paragraph  4  of  the  Outline.  It  calls  upon  members 
to  cooperate  with  one  another  and  with  international  institutions,  during  the 
current  period  of  exceptional  and  widespread  payments  imbalances,  to  find  orderly 
means  to  deal  with  these  imbalances  without  adopting  policies  that  would  aggra- 
vate the  problems  of  other  countries,  and  to  promote  equilibrating  capital  flows : 
in  this  connection  the  Committee  has  endorsed  the  immediate  establishment  of 
a  facility  in  the  Fund  to  assist  members  in  meeting  the  initial  impact  of  the 
increase  in  oil  import  costs.  The  Committee  calls  upon  the  Fund  to  exercise  sur- 
veillance of  the  adjustment  process  through  the  Council  (or,  for  the  time  being, 
the  Interim  Committee  of  the  Board  of  Governors)  and  the  Executive  Directors, 
on  the  lines  of  the  procedures  set  out  in  paragraphs  ,5-10  of  the  Outline,  and 
subject  for  the  time  being  to  the  following  provisos,  namely  that : 

(a)  the  Fund  will  seek  to  gain  further  experience  in  the  use  of  objective 
indicators,  including  reserve  indicators,  on  an  experimental  basis,  as  an  aid 
in  assessing  the  need  for  adjustment,  but  will  not  use  such  indicators  to 
establish  any  presumptive  or  automatic  application  of  pressures; 

(b)  determination  of  what  is  a  disproportionate  movement  in  reserves  will 
be  made  in  the  light  of  the  broad  objectives  of  member  countries  for  the 
development  of  their  reserves  over  a  period  ahead,  as  discussed  with  the 
Fund ;  and 

(c)  the  pressures  which  may  be  applied  to  countries  in  large  and  persistent 
imbalance  will  continue  to  be  those  at  present  available  to  the  Fund. 

Exchange  rates 

4.  The  Committee  stresses  that,  during  the  interim  period,  exchange  rates  will 
continue  to  be  a  matter  for  international  concern  and  consultation  and  attaches 
particular  importance  to  the  avoidance  of  competitive  depreciation  or  under- 
valuation. The  Committee  notes  with  satisfaction  that  in  accordance  with  its 
recommendation  the  Executive  Directors  are  adopting  a  decision  on  guidelines 
for  the  management  of  floating  exchange  rates  during  the  present  period  of  wide- 
spread floating. 

Controls 

5.  The  Committee  recommends  that,  during  the  interim  period,  countries  should 
be  guided  by  the  principles  set  out  in  paragraphs  14-17  of  the  Outline  in  relation 
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to  controls  and  to  cooperative  action  to  limit  (liseqnilibratinp  capital  flows.  The 
Committee  attaches  particnlar  importance  to  the  avoidance  of  the  escalation  of 
restrictions  on  trade  and  payments  for  balance  of  payments  punioses  dnring  the 
interim  period.  The  Committee  invites  momhers  to  snltscrihe  on  a  volnntary  basis 
to  the  Declaration  concerning  trade  and  other  cnrrent  account  measures  for  bal- 
ance of  payments  purposes  attached  to  this  statement.  The  Committee  invites 
the  Executive  Directors  to  establish  the  necessary  procedures  in  connection  with 
the  Declaration,  and  to  make  arrangements  for  continuing  close  coordination  witli 
the  GATT. 

Global  liquidity 

6.  (a)  The  Committee  calls  upon  members  to  cooperate  with  the  f^ind  during 
the  interim  period  in  seeking  to  promote  the  principle  of  better  management  of 
global  liquidity  as  set  out  in  paragraph  2(d)  of  tlie  Outline.  It  recommends 
that  the  Fund  should  assess  global  reserves  and  take  decisions  <m  the  allocation 
and  cancellation  of  SDKs  in  accordance  with  paragraph  25  of  the  Outline,  and 
should  periodically  review  the  aggregate  volume  of  official  currency  holdings  in 
accordance  with  paragraph  19  of  the  Outline  and,  if  they  are  judgeu  to  show  an 
excessive  increase,  should  consider  with  the  countries  concerned  what  steps  might 
be  taken  to  secure  an  orderly  reduction. 

(b)  The  Committee  further  recommends  that  the  Fund  should  give  considera- 
tion to  substitution  arrangements. 

(c)  Finally,  the  Committee  recommends  that  there  should  be  further  interna- 
tional study  in  the  Fund  of  arrangements  for  gold  in  the  light  of  the  agreed 
objectives  of  reform. 

Valuation  of  the  SDR 

7.  The  Committee  notes  with  .satisfaction  that,  following  its  recommendation  con- 
cerning the  interim  valuation  and  interest  rate  of  the  SDR,  the  Executive  Di- 
rectors are  adopting  decisions  on  these  que.stious. 

The  special  interests  of  developing  countries 

8.  The  Committee  recognizes  the  serious  difficulties  that  are  facing  many  develop- 
ing countries,  and  agrees  that  their  needs  for  flnancial  re.sources  will  be  greatly 
increased.  It  urges  all  members  with  available  res(nirces  to  mnke  every  effort  to 
supply  these  needs  on  appropriate  terms.  To  this  end  it  calls  upon  countries  with 
available  resources  and  upon  development  finance  institutions  to  make  arrange- 
ments to  increase  the  flow  of  concessionary  funds,  and  to  give  considerjition  to 
various  measures  including  the  redistribution  of  aid  effort  in  favor  of  coun- 
tries in  greatest  need,  interest  subsidies,  and  short-term  debt  relief  on  offi- 
cial loans  in  the  special  case  of  countries  without  access  to  financial  markets. 
The  Committee  urges  the  Executive  Board  to  proceed  to  an  early  formulation  and 
adoption  of  a  new  facility  in  the  Fund  under  wliich  developing  countries  would 
receive  longer-term  balance  of  payments  finance.  The  Committee  is  not  unanimous 
on  the  question  of  establishing  a  link  between  development  assistance  and  SDR 
allocation.  The  Committee  is  agreed  that  the  Interim  Committee  should  recon- 
sider, simultaneously  with  the  preparation  by  the  Executive  Board  of  draft 
amendments  of  the  Articles  of  AgretMnent.  which  it  is  envisaged  would  l>e  pre- 
sented for  the  approval  of  the  Board  of  Governors  by  February  1975,  the  pos- 
sibility and  modalities  of  establishing  such  a  link. 

Ministerial  committee  on  the  transfer  of  real  resources 

9.  The  Committee  recommends  the  establishment  of  a  joint  ministerial  Commit- 
tee of  the  Fund  and  World  Bank  to  carry  forward  the  study  of  the  broad  question 
of  the  transfer  of  real  resources  to  developing  countries,  and  to  recommend 
measures  to  be  adopted  in  order  to  implement  its  conclusions.  It  invites  tlie  Man- 
aging Director  to  discuss  with  the  President  of  the  World  Bank  the  preparation 
of  appropriate  parallel  draft  Resolutions  on  the  establishment  of  .such  a  joint 
ministerial  Committee  for  adoption  by  the  respective  Boards  of  Governors.  It 
recommends  that  the  joint  ministerial  (^»mmittee  should  also  give  urgent  atten- 
tion to  the  problems  of  the  developing  countries  mo.st  seriously  affected  by  ex- 
ceptional balance  of  payments  difficulties  in  tlie  current  .situation,  bearing  in 
mind  the  need  for  coordination  witli  other  international  bodies,  and  that  prepani- 
tory  work  on  this  aspect  .should  be  started  immediately,  in  advance  of  the  estab- 
lishment of  the  Committee. 
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General  review  of  quotas 

10.  The  Committee  notes  that  work  has  started  on  the  current  general  review 
of  Fund  quotas  and  urges  the  Executive  Directors  to  complete  their  work  as  soon 
as  possible,  bearing  in  mind  the  general  purposes  of  the  reform. 

Amendments  of  the  Articles  of  Agreement 

11.  The  Committee  has  asked  the  Executive  Board  to  prepare  draft  amendments 
of  the  Articles  of  Agreement,  as  needed  to  give  effect  to  Part  II  of  the  Outline  or 
as  otherwise  desired,  for  further  examination  by  the  Interim  Committee,  and  for 
possible  recommendation  at  an  appropriate  time  to  the  Board  of  Governors.  In 
particular,  draft  amendments  should  be  prepared  on  the  following  proposals : 

(a)  to  establish  the  Council  referred  to  in  paragraph  31  of  the  Outline; 

(b)  to  enable  the  Fund  to  legalize  the  position  of  countries  with  floating  rates 
during  the  interim  period  ; 

(c)  to  give  permanent  force  to  the  voluntary  pledge  described  in  para- 
graph 5  above  concerning  trade  or  other  current  account  measures  for 
balance  of  payments  purposes ; 

(d)  to  authorize  the  Fund  to  establish,  as  and  when  agreed,  a  Substitution 
Account ; 

(e)  to  amend  the  present  provisions  concerning  gold  ; 

(f )  to  authorize  the  Fund  to  implement  a  link  between  development  assist- 
ance and  SDR  allocation  :  and 

(g)  to  introduce  improvements  in  the  General  Account  and  in  the  character- 
istics of  and  rules  governing  the  use  of  the  SDR,  as  well  as  any  other  con- 
sequential amendments. 

It  is  envisaged  that  such  draft  amendments,  if  agreed,  would  be  presented  for 
the  approval  of  the  Board  of  Governors  at  latest  by  the  date  fixed  for  completion 
of  the  current  general  review  of  Fund  quotas,  i.e.,  by  February  1975. 

Declaration  on  Trade  Measures 

The  Committee  of  the  Board  of  Governo-rs  of  the  International  Monetary  Fund 
on  Reform  of  the  International  Monetary  System  and  Related  Issues  has  stressed 
the  importance  of  avoiding  the  escalation  of  restrictions  on  trade  and  payments 
for  balance  of  payments  purposes.  Accordingly,  certain  members  of  the  Fund 
have  expressed  their  wish  to  subscribe  to  a  Declaration  as  follows  to  give  effect 
to  that  recommendation. 

Declaration 

A.  A  member  of  the  Fund  that  subscribes  to  this  Declaration  represents  thereby 
that,  in  addition  to  observing  its  obligations  with  respect  to  payments  restric- 
tions under  the  Articles  of  Agreement  of  the  Fund,  it  will  not  on  its  own  dis- 
cretionary authority  introduce  or  intensify  trade  or  other  current  account 
measures  for  balance  of  payments  purposes  that  are  subject  to  the  jurisdiction 
of  the  GATT,  or  recommend  them  to  its  legislature,  without  a  prior  finding  by  the 
Fund  that  there  is  balance  of  payments  justification  for  trade  or  other  current 
account  measures. 

B.  A  member  that  subscribes  to  this  Declaration  will  notify  the  Fund  as 
far  in  advance  as  possible  of  its  intention  to  impose  such  measures.  If  circum- 
stances preclude  the  Fund  from  making  the  finding  referred  to  in  A  above 
promptly  after  such  notification,  the  member  may  neverthele.ss  impose  such 
measures,  but  will  withdraw  the  measures,  within  such  a  period  as  may  be  fixed 
by  the  Fund  in  consultation  with  the  member  concerned,  if  the  Fund  finds  that 
there  is  no  balance  of  payments  justification  for  trade  or  other  current  account 
measures. 

C.  In  arriving  at  the  findings  referred  to  above,  the  Executive  Directors  are 
requested  to  take  into  account  the  special  circumstances  of  developing  countries. 

D.  In  connection  with  this  Declaration  arrangements  will  be  made  for  con- 
tinuing close  coordination  between  the  Fund  and  the  GATT. 

E.  This  Declaration  shall  become  effective  among  sub.scribing  members  when 
members  having  65  per  cent  of  the  total  voting  power  of  members  of  the  Fund 
have  accepted  it,  and  shall  expire  two  years  from  the  date  on  which  it  be- 
comes effective  unless  it  is  renewed. 
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Exhibit  71.— Report  of  Committee  of  Twenty  transmitting  an  "Outline  of  Re- 
form" with  accompanying  annexes,  June  14, 1974 

On  July  26,  1972,  the  Board  of  Governors  adopted  Resolution  27-10,  which  es- 
tablished the  Committee  and  instructed  it  to  advise  and  report  to  the  Board  of 


an  interim  report  on  the  work  of  the  Committee,  together  with  a  "First  Outliue  of 
Reform"  which  had  been  prepared  by  the  Chairman  and  Vice  Chairmen  of  the 
Deputies  and  which,  in  his  view,  reflected  the  stage  then  reached  in  the  Commit- 
tee's discussions.  In  that  report  it  was  stated  that  the  Committee  intended  to 
settle  the  issues  of  reform  by  July  31,  1974.  The  Committee  now  presents  its  final 
report,  together  with  an  "Outline  of  Reform." 

Since  the  Nairobi  meeting,  the  uncertainties  affecting  the  world  economic  out- 
look, related  to  inflation,  the  euergj-  situation,  and  other  unsettled  conditions, 
have  increased.  Major  changes  are  occurring  in  the  world  balance  of  payments 
structure,  and  it  is  not  yet  clear  to  what  extent  the  positions  of  individual 
countries  will  be  altered  or  how  adjustment  will  be  achieved. 

These  conditions  of  greater  uncertainty  have  led  to  a  change  of  empha.sis  in 
the  work  of  the  Committee.  It  has  been  recognized  that  priority  should  be  given 
to  certain  aspects  of  reform  whidi  have  become  all  the  more  urgent.  Thus,  for 
example,  during  the  current  period  of  exceptional  and  widespread  payments  im- 
balances, there  is  a  particular  need  to  maintain  close  international  consulta- 
tion and  surveillance  of  countrie.s'  balance  of  payments  policies  in  the  Fund, 
and  to  develop  orderly  means  of  hnancing  these  imbalances,  including  means  of 
supplying  on  appropriate  terms  the  increased  needs  of  many  developing  countries 
for  financial  resources.  On  the  other  hand,  it  is  recognized  that  other  asi)ects  of 
reform  will  need  to  be  developed  and  implemented  at  a  later  date.  Thus,  for 
example,  it  may  be  some  time  before  there  is  a  return  to  a  sy.stem  based  on  stalde 
hut  adjustable  par  values  or  to  general  convertibility  ;  nor  will  the  full  arrange- 
ments for  management  of  the  adjustment  process  and  of  global  liquidity  neces- 
sarily be  feasible  in  the  period  immediately  ahead. 

Given,  therefore,  that  there  will  be  an  interim  period  before  a  reformed  sys- 
tem can  be  finally  agreed  and  fully  implemented,  the  Committee  regards  it  as 
of  the  highest  importance  that  immediate  steps  sliould  be  taken  to  begin  an 
evolutionary  process  of  reform,  and  that  other  action  taken  in  this  field  during 
the  interim  period  should  be  consistent  with  the  principles  of  reform. 

These  considerations  are  reflected  in  the  attached  "Outline  of  Reform."  The 
outline  and  the  accompanying  annexes  also  reflect  the  detailed  work  wliich  has 
been  done  by  the  Deputies  since  the  Nairobi  meeting. 

The  outline  itself  is  in  two  parts.  Part  I,  "The  Reformed  System."  records 
the  outcome  of  the  Committee's  discu.ssion  of  international  monetary  reform 
and  indicates  the  general  direction  in  which  the  Committee  believes  that  the 
system  could  evolve  in  the  future.  This  involves  an  enlargement  of  the  scope 
of  international  surveillance  and  management  in  a  number  of  imi)ortant  areas, 
and  a  consequently  larger  role  for  the  Fund.  It  is  envisaged  that  there  should 
be  more  effective  and  symmetrical  adjustment  procedures  which,  while  leaving 
the  choice  of  particular  policies  as  far  as  possible  to  the  country  concerned,  will 
nevertheless  ensure,  through  a  process  of  assessment  supiwrted  by  reserve  in- 
dicators and  by  graduated  pressures,  that  appropriate  action  is  taken  where 
necessary :  that  the  convertibility  system  should  promote  the  better  manage- 
ment of  global  liquidity  and  the  avoidance  of  uncontrolled  growth  of  reserve 
currency  balances,  and  that  the  SDR  should  become  the  principal  reserve  asset, 
with  the  role  of  gold  and  of  reserve  currencies  being  reduced :  and  that  there 
should  be  arrangements  to  give  positive  encouragement  to  economic  develop- 
ment and  to  promote  an  increasing  net  flow  of  real  resources  to  developing 
countries. 

Part  I  of  the  outline  contains  references  to  the  accompanying  annexes.  As 
stated  above,  the  Committee  has  recognized  that,  in  view  of  present  uncertainties, 
it  is  not  appropriate  to  attempt  now  to  determine  the  full  details  of  all  aspects 
of  the  system,  many  of  which  can  better  be  decided  in  the  light  of  future  devel- 
opments. A  number  of  areas,  within  which  agreement  has  not  yet  l>een  reached 
on  some  important  aspects,  are  treated  more  fully  in  the  annexes.  These  an- 
nexes have  been  prepared  by  the  Chairman  and  Vice  Chairmen  of  tlie  Deputies  to 
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record  the  state  of  discussion  in  these  areas,  and  to  provide  illustrative  schemes 
and  operational  detail.  It  is  envisaged  that  arrangements  in  these  areas,  as 
they  may  be  agreed,  should  be  implemented  as  and  when  the  Fund  judges  it  feasi- 
ble to  do  so,  and  that  the  Fund  might  in  some  cases  introduce  such  arrangements 
initially  on  an  experimental  basis  with  a  view  to  subsequent  agreement  on  full 
implementation. 

Part  II  of  the  outline  sets  out  the  immediate  steps  on  which  the  Committee 
is  agreed.  These  include  the  establishment  of  an  Interim  Committee  of  the 
Board  of  Governors  and  subsequently  of  a  Council ;  the  strengthening  of  Fund 
procedures  for  close  international  consultation  and  surveillance  of  the  adjust- 
ment process ;  the  adoption  of  appropriate  guidelines  for  the  management  of 
floating  exchange  rates  during  the  present  period  of  widespread  floating ;  es- 
tablishment of  a  facility  in  the  Fund  to  assist  members  in  meeting  the  initial 
impact  of  increased  oil  import  costs ;  the  reinforcement  of  the  presumption 
against  restrictions  on  trade  and  payments  for  balance  of  payments  purposes ; 
improvement  of  procedures  in  the  Fund  for  management  of  global  liquidity,  and 
further  international  study  in  the  Fund  of  arrangements  for  gold  in  the  light  of 
the  agreed  objectives  of  reform  ;  the  adoption  of  an  interim  method  of  valuing  the 
SDR  in  transactions  against  currencies ;  measures  to  supply  the  needs  of  de- 
veloping countries,  ,as  well  as  reconsideration  of  the  possibility  and  modalities  of 
establishing  a  link  between  development  assistance  and  SDR  allocation,  and  ar- 
rangements for  carrying  forward  the  study  of  the  broad  question  of  the  transfer 
of  real  resources ;  and  the  preparation  of  draft  amendments  of  the  Articles  of 
Agreement,  for  further  examination  by  the  Interim  Committee  and  for  possi- 
ble recommendation  at  an  appropriate  time  to  the  Board  of  Governors. 

OUTLINE  OF  REFORM 

PREFACE 

The  Committee  recognizes  that,  in  view  of  present  uncertainties  related  to 
inflation,  the  energy  situation  and  other  unsettled  conditions,  it  is  not  ap- 
propriate to  attempt  to  determine  the  full  details  of  all  aspects  of  the  future 
international  monetary  system,  many  of  which  can  better  be  decided  in  the  light 
of  future  developments.  Part  I  of  this  Outline  ("The  Reformed  System")  records 
the  outcome  of  the  Committee's  discussion  of  international  monetary  reform 
and  indicates  the  general  direction  in  which  the  Committee  believes  that  the 
system  could  evolve  in  the  future.  A  number  of  areas,  within  which  agreement 
has  not  yet  been  reached  on  some  important  aspects,  are  treated  more  fully 
in  the  Annexes  accompanying  the  Outline.  These  Annexes  have  1)een  prepared 
by  the  Chairman  and  Vice-chairmen  of  the  Deputies  to  record  the  state  of  the 
discussion  in  these  areas,  and  to  provide  illustrative  schemes  and  operational 
detail.  It  is  envisaged  that  arrangements  in  these  areas,  as  they  may  be  agreed, 
should  be  implemented  as  and  w^hen  the  Fund  judges  it  feasible  to  do  so,  and 
that  the  Fund  might  in  some  cases  introduce  such  arrangements  initially  on  an 
experimental  basis  with  a  view  to  subsequent  agreement  on  full  implementation. 
Part  II  of  the  Outline  ("Immediate  Steps")  sets  out  the  steps  which  the 
Committee  is  agreed  should  be  taken  immediately. 

Part  I:  The  Reformed  System 
Introduction 

1.  It  is  agreed  that  there  is  need  for  a  reformed  world  monetary  order,  based 
on  cooperation  and  consultation  within  the  framework  of  a  strengthened  Inter- 
national Monetary  Fund,  that  will  encourage  the  growth  of  world  trade  and 
employment,  promote  economic  development,  and  help  to  avoid  both  inflation  and 
deflation. 

2.  The  main  features  of  the  international  monetary  reform  will  include : 

(a)  an  effective  and  symmetrical  adjustment  process,  including  better 
functioning  of  the  exchange  rate  mechanism,  with  the  exchange  rate  regime 
based  on  stable  but  adjustable  par  values  and  witli  floating  rates  recognized 
as  providing  a  useful  technique  in  particular  situations  ; 

(b)  cooperation  in  dealing  with  disequilibrating  capital  flows  ; 

(c)  the  introduction  of  an  appropriate  form  of  convertibility  for  the  settle- 
ment of  imbalances,  with  symmetrical  obligations  on  all  countries ; 
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(d)  better  internatioaal  management  of  global  liquidity,  with  the  SDR 
becoming  the  principal  reserve  asset  and  the  role  of  gold  and  of  reserve 
currencies  being  reduced ; 

(e)  consistency  between  arrangements  for  adjustment,  convertibility  and 
global  liquidity ;  and 

(f )  the  promotion  of  the  net  flow  of  real  resources  to  developing  countries. 

3.  It  is  recognized  that  the  attainment  of  the  purposes  of  the  reform  depends 
also  upon  arrangements  for  international  trade,  capital,  investment,  and  develop- 
ment assistance  including  the  access  of  developing  countries  to  markets  in 
developed  countries ;  and  it  is  agreed  that  the  principles  which  govern  the  in- 
ternational monetary  system  and  arrangements  in  these  related  areas  must  be 
consistent. 

Adjustment 

4.  There  will  be  a  better  working  of  the  adjustment  process  in  which  adequate 
methods  to  assure  timely  and  effective  balance  of  payments  adjustment  by  both 
surplus  and  deficit  countries  will  be  assisted  by  improved  international  con- 
sultation in  the  Fund,  including  the  use  of  objective  indicators.  To  this  end: 

(a)  Countries  will  take  such  prompt  and  adequate  adjustment  action, 
domestic  or  external,  as  may  be  needed  to  avoid  protracted  payments  im- 
balances. In  choosing  among  different  forms  of  adjustment  action,  countries 
will  take  into  account  repercussions  on  other  countries  as  well  as  internal 
considerations. 

(b)  Countries  will  aim  to  keep  their  oflSeial  resen-es  within  limits  which 
will  be  internationally  agreed  from  time  to  time  in  the  B'und  and  which 
will  be  consistent  with  the  volume  of  global  liquidity.  For  this  puriiose 
reser\'e  indicators  will  be  established  on  a  basis  to  be  agreed  in  the  I"\md. 
Possible  operational  provisions  in  connection  with  reserve  indicators,  with 
an  illustrative  scheme,  are  discussed  in  Annex  1. 

(c)  Countries  will  apply  adjustment  measures  in  a  manner  designed  to 
protect  the  net  flow  of  real  resources  to  developing  countries,  so  as  t<>  help 
achieve  any  intematicmally  agreed  resource  transfer  targets  that  they  have 
adopted.  Deficit  countries  in  designing  their  adjustment  measures  will  seek 
so  far  as  possible  not  to  reduce  the  access  of  developing  countries  and  in- 
ternational development  finance  institutions  to  their  financial  markets,  nor 
to  reduce  the  volume  of  oflBcial  development  assistance  or  harder  its  terms 
and  conditions.  Surplus  countries,  particularly  those  that  are  not  meeting 
internationally  agreed  resource  transfer  targets  that  they  have  adopted, 
will  seek  so  far  as  possible  to  increase  aid  and  relax  any  restrictions  on 
the  access  of  developing  countries  and  international  development  finance 
institutions  to  their  financial  markets. 

5.  Fund  consultation  and  suneillance  regarding  the  adjustment  process  will 
take  place  at  two  levels,  the  Executive  Board  and  the  Council  to  be  established 
under  paragraph  31,  as  follows  : 

(a)  The  Council  will  oversee  the  continuing  operation  of  the  adjustment 
process.  In  this  connection  the  Council  will  at  regular  intervals  review 
developments  in  world  payments  and  liquidity  and  the  aggregate  net  flow  of 
real  resources  to  developing  countries.  In  addition,  it  may  examine  partic- 
ular cases  of  imbalance  which  in  the  light  of  their  international  repercu.s- 
sions  are  referred  to  it  by  the  Executive  Board  or  are  considered  by  the 
Council  to  be  of  special  significance. 

(b)  The  Executive  Board  will  at  regular  intervals  : 

(i)  sur\-ey  the  world  payments  situation  in  relation  both  to  the  general 
working  of  the  adjustment  process  and  to  developments  affecting  global 
liquidity,  with  periodic  consideration  of  balance  of  payments  aims ; 
(li)  review  the  aggregate  net  flow  of  real  resources  to  developing 
countries  and  its  financing,  and  the  consistency  of  countrie.s'  balance  of 
payments  aims  and  policies  with  any  internationally  agreed  resource 
tran.sfer  targets  that  they  have  adopted  ;  and 

(iii)   examine  particular  cases  of  imbalance  that  have  significant  inter- 
national repercussions. 

The  Executive  Board  will  as  appropriate  report  to  the  Council  on  these 
matters. 
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6.  Countries  will  become  subject  to  examination  under  paragraph  5(b)  (iii)  if 
either : 

(a)  there  has  been  a  disproportionate  movement  in  their  oflBcial  reserves ;  or 

(b)  in  the  judgment  of  the  Managing  Director,  following  informal  sound- 
ings among  Executive  Directors,  there  is  prima  facie  evidence  that  a  country 
is  facing  significant  imbalance,  even  though  this  is  not  indicated  by  a  dis- 
proportionate movement  in  its  reserves. 

7.  In  the  process  of  examination  under  paragraph  5(b)  (iii),  representatives  of 
the  country  will  be  expected  to  comment  on  the  country's  economic  prospects, 
including  particularly  its  basic  balance  of  payments  position  and  prospects,  on 
its  external  objectives,  and  on  what  domestic  or  external  action,  if  any,  it  has 
taken  or  intends  to  take.  An  assessment  by  the  Executive  Board  will  establish 
whether  there  is  a  need  for  adjustment.  In  making  its  assessment,  the  Executive 
Board  will  take  account  of  all  relevant  considerations,  including  the  factors 
mentioned  above ;  it  will  examine  the  consistency  of  the  country's  reserve  and 
current  account  aims  and  policies  with  those  of  other  countries,  and  will  attach 
major  importance  to  disproportionate  movements  of  reserves.  Account  will  be 
taken  of  the  special  characteristics  of  developing  countries  that  make  it  difficult 
for  them  to  achieve  prompt  adjustment  without  seriously  damaging  their  long- 
term  development  programs.  Following  an  assessment  the  Executive  Board  will, 
where  appropriate,  call  upon  the  country  concerned  to  adopt  or  reinforce  policies 
to  correct  its  imbalance.  A  country  in  choosing  between  different  forms  of  policy 
will  take  account  of  views  expressed  in  the  course  of  the  examination  on  the 
form  and  size  of  policy  action. 

8.  'The  Fund  will  continue  to  hold  its  normal  consultations  with  member  coun- 
tries. In  the  course  of  these  consultations  the  Executive  Board  will,  inter  alia, 
assess  the  country's  payments  performance  on  the  same  basis  as  in  paragraph 
7  and  taking  into  account  the  factors  mentioned  there,  and  will,  where  appro- 
priate, call  upon  the  country  concerned  to  adopt  or  reinforce  policies  to  correct 
its  imbalance  if  it  has  not  previously  been  so  called  upon  under  paragraph  7. 

9.  It  is  agreed  that  in  the  adjustment  procedures  described  above  separate 
arrangements  will  need  to  be  made  for  a  limited  number  of  countries  with  large 
reserves  deriving  from  depletable  resources  and  with  a  low  capacity  to  absorb 
imports. 

10.  Normally  the  provisions  of  paragraphs  7  and  8  for  assessment  supported  by 
reserve  indicators  would  be  expected  to  lead  to  appropriate  adjustment  action. 
If  they  do  not  do  so  the  Fund  will  have  available  graduated  pressures  to  be 
applied  to  countries  in  large  and  persistent  imbalance,  whether  surplus  or 
deficit.  The  possibility  of  the  activation  of  such  pressures  could  of  itself  en- 
courage timely  and  effective  adjustment  action.  In  considering  the  application 
of  pressures  the  Fund  will  take  into  account  the  factors  mentioned  in  para- 
graph 7.  The  possible  forms  and  methods  of  activation  of  graduated  pressures 
are  set  out  in  Annex  2. 

The  exchange  rate  meohanism 

11.  In  the  reformed  system  exchange  rates  will  continue  to  be  a  matter  for 
international  concern  and  consultation.  Competitive  depreciation  or  undervalua- 
tion will  be  avoided.  The  exchange  rate  mechanism  will  remain  based  on  stable 
but  adjustable  par  values,  and  countries  should  not  make  inappropriate  par 
value  changes.  On  the  other  hand,  countries  should,  whether  in  surplus  or 
deficit,  make  appropriate  par  value  changes  promptly.  Changes  in  par  values 
will  continue  to  be  subject  to  Ftmd  approval.  The  Fund  may  establish  simplified 
procedures  for  approving  small  par  value  changes  under  appropriate  safeguards. 

12.  Countries  will  undertake  obligations  to  maintain  specified  maximum  ex- 
change rate  margins  for  their  currencies,  except  when  authorized  to  adopt 
floating  rates.  The  Fund  will  be  empowered  to  vary  the  specified  maximum 
margins  on  a  qiialifled  majority.  It  is  agreed  that  it  would  be  desirable  that  the 
system  of  exchange  margins  and  intervention  should  be  more  symmetrical  than 
that  which  existed  in  practice  under  the  Bretton  Woods  system.  Two  possible 
approaches  to  a  more  symmetrical  interv^ention  system  are  discussed  in  Annex  3. 

13.  Countries  may  adopt  floating  rates  in  particular  situations,  subject  to  Fund 
authorization,  surveillance  and  review.  Such  authorization  will  relieve  a  coun- 
try of  its  obligations  with  regard  to  the  maintenance  of  specified  margins  men- 
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tioned  in  paragraph  12.  Such  authorization  will  be  given  in  accordance  with 
provisions  to  be  agreed,  on  condition  that  the  country  undertakes  to  conform 
with  agreed  guidelines  for  conduct.  Guidelines  will  also  be  established  for  inter- 
vention by  other  countries  in  a  floating  currency.  Authorization  to  float  may  be 
withdrawn  if  the  country  fails  to  conform  witli  the  guidelines  for  conduct,  or 
if  the  Fund  decides  that  continued  authorization  to  float  would  be  inconsistent 
with  the  international  interest.  Possible  provisions  for  the  authorization  of  float- 
ing and  guidelines  for  floating  are  discussed  in  Annex  4. 

Controls 

14.  There  will  be  a  strong  presumption  against  the  use  of  controls  on  current 
account  transactions  or  payments  for  balance  of  payments  puri)oses.  In  this  con- 
nection arrangements  will  be  made  for  continuing  close  coordination  between  the 
Fund  and  GATT. 

15.  Countries  will  not  use  controls  over  capital  transactions  for  the  purpose  of 
maintaining  inappropriate  exchange  rates  or,  more  generally,  of  avoiding  ap- 
propriate adjustment  action.  Insofar  as  countries  use  capital  controls,  they  should 
avoid  an  excessive  degree  of  administrative  restriction  which  could  damage 
trade  and  beneficial  capital  flows  and  should  not  retain  controls  longer  than 
needed.  Such  controls  .should  be  applied  without  discrimination  except  as  stated 
in  paragraph  16;  in  this  connection  appropriate  recognition  will  be  given  to  the 
special  position  of  countries  that  maintain  close  financial  ties  or  that  establish  an 
economic  and  monetary  union  among  theni.selves. 

16.  Wherever  possible  developing  countries  will  be  exempted  from  controls  im- 
posed by  other  countries,  particularly  from  import  controls  and  cH)ntrols  over  out- 
ward long-term  investment.  The  special  circumstances  of  developing  countries 
will  be  taken  into  account  by  the  Fund  in  asse.ssing  controls  which  these  countries 
feel  it  necessary  to  apply.  In  addition,  developed  countries  should  .seek  to  remove 
legal,  institutional  and  administrative  obstacles  to  the  access  of  develojung 
countries  to  their  financial  markets.  For  their  part,  developing  countries  should 
seek  to  avoid  policies  which  would  discourage  the  flow  of  private  capital  to 
them. 

Disequilibrating  capital  flows 

17.  Countries  will  cooperate  in  actions  designed  to  limit  disequilibrating  capital 
flows  and  in  arrangements  to  finance  and  offset  them.  Actions  that  countries 
might  choose  to  adopt  could  include  a  more  satisfactory  degree  of  harmoniza- 
tion of  monetary  policies,  subject  to  the  requirements  of  domestic  demand  man- 
agement ;  prompt  adjustment  of  inapproiiriate  par  values,  use  of  wider  margins, 
and  the  adoption  of  floating  rates  in  particular  situations;  and  the  use  of  ad- 
ministrative controls,  including  dual  exchange  markets  and  fi.scal  incentives. 
There  will  be  improved  consultation  in  the  Fund  on  actions  designed  to  limit 
disequilibrating  capital  flows,  with  the  following  objectives :  first,  to  increase  the 
effectiveness  of  such  actions  and  to  minimize  harmful  effects  on  third  countries  ; 
and  secondly,  to  avoid  unnecessary  proliferation  and  escalation  of  controls  and 
the  additional  flows  which  might  be  prompted  by  anticipation  thereof. 

Convertibility,  consolidation  and  the  management  of  currency  reserves 

18.  It  is  agreed  that  the  basic  objectives  to  be  accommodated  in  the  reformed 
convertibility  system  should  be  symmetry  of  obligations  on  all  countries  including 
those  whose  currencies  are  held  in  ofl^cial  reserves ;  the  better  management  of 
global  liquidity  and  the  avoidance  of  uncontrolled  growth  of  re.ser\-e  currency 
balances ;  adequate  elasticity ;  and  as  much  freedom  for  countries  to  choose 
the  composition  of  their  reserves  as  is  consistent  with  the  overall  objectives 
of  the  reform. 

19.  As  part  of  the  better  international  management  of  global  liquidity,  the  aggre- 
gate volume  of  oflBcial  currency  holdings  will  be  kept  under  international  sur- 
veillance and  management  in  the  Fund.  In  this  connection  the  Fund  will  take 
account  of  any  necessary  increase  over  time  in  official  currency  holdings  in  re- 
lation to  the  growth  of  international  transactions  and  also  of  the  special  posi- 
tion of  a  limited  number  of  countries  with  large  reserves  deriving  from  deoletable 
resources  and  with  a  low  capacity  to  absorb  imports. 

20.  All  countries  maintaining  par  values  will  settle  in  reserve  assets  those  official 
balances  of  their  currencies  which  are  presented  to  them  for  conversion.  The 
Fund  will  establish  appropriate  arrangements  to  ensure  sufficient  control  over 
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the  aggregate  volume  of  official  currency  holdings.  Alternative  approaches  to  the 
control  of  official  currency  holdings  are  discussed  in  Annex  5. 

21.  Elasticity  within  the  settlement  system,  particularly  to  finance  disequilibrat- 
ing  capital  flows,  may  be  provided  by  credit  facilities,  including  Fund  credit  and 
official  bilateral  or  regional  short-term  credit.  The  Fund  may  establish  as  nec- 
essary new  credit  facilities  to  assist  countries  exposed  to  disequilibrating  capital 
flows,  particularly  those  without  sufficient  access  to  bilateral  or  regional  credit. 
The  establishment  and  use  of  bilateral  and  regional  credit  facilities  will  be  re- 
ported to  the  Fund.  The  extent  to  which  credit  facilities  are  used  would  be  taken 
into  account  by  the  Managing  Director  for  the  puriiose  of  paragraph  6(b).  Addi- 
tional forms  of  elasticity  that  have  been  suggested  are  set  out  in  Annex  6. 

22.  The  Fund  will,  as  necessary,  make  provision  for  the  consolidation  of  reserve 
currency  balances  to  protect  the  future  convertibility  system  against  net  con- 
version of  any  overhang  of  such  balances  which  may  exist  at  the  restoration 
of  general  convertibility,  and  to  ensure  that  the  issuers  of  the  currencies  con- 
cerned will  be  able  to  acquire  reserve  assets  when  in  surplus  and  will  not  lose 
reserve  assets  beyond  the  amount  of  any  future  official  settlements  deficits. 
For  this  purpose,  and  also  to  permit  countries  that  wish  to  do  so  to  exchange 
official  currency  holdings  for  SDRs,  the  Fund  will  have  authority  to  establish 
a  Substitution  Account.  Possible  operational  provisions  of  a  Substitution  Ac- 
count with  an  illustrative  scheme  are  discussed  in  Annex  7.  In  addition,  the 
Fund  may  also  assist  those  countries  that  desire  to  negotiate  bilateral  funding  of 
currency  balances. 

23.  Countries  will  cooperate  in  the  management  of  their  currency  reserves  so 
as  to  avoid  disequilibrating  movements  of  official  funds.  Among  the  possible 
provisions  for  achieving  this  objective,  the  following  have  been  suggested  but 
are  not  agreed : 

(a)  Countries  should  respect  any  request  from  a  country  whose  currency 
is  held  in  official  reserves  to  limit  or  convert  into  other  reserve  assets  further 
increases  in  their  holdings  of  its  currency. 

(b)  Countries  should  periodically  choose  the  composition  of  their  cur- 
rency reserves  and  should  undertake  not  to  change  it  without  prior  consulta- 
tion with  the  Fund. 

(c)  Countries  should  not  add  to  their  currency  reserve  placements  outside 
the  territory  of  the  country  of  issue  except  within  limits  to  be  agreed  with 
the  Fund. 

Primary  reserve  assets 

24.  The  SDR  will  become  the  principal  reserve  asset  and  the  role  of  gold  and  of 
reserve  currencies  will  be  reduced.  The  SDR  will  also  be  the  numeraire  in  terms 
of  which  par  values  will  be  expressed. 

25.  As  part  of  the  better  international  management  of  global  liquidity,  the  Fund 
will  allocate  and  cancel  SDRs  so  as  to  ensure  that  the  volume  of  global  reserves 
is  adequate  and  is  consistent  with  the  proper  functioning  of  the  adjustment  and 
settlement  systems.  In  the  assessment  of  global  reserve  needs  and  the  decision- 
making process  for  SDR  allocation  and  cancellation  the  Fund  will  continue  to 
follow  the  existing  principles  as  set  out  in  the  Articles  of  Agreement.  However, 
it  is  agreed  that  the  methods  of  assessing  global  reserve  needs  must  remain  the 
subject  of  study,  and  it  has  been  suggested  that  they  may  need  to  give  additional 
emphasis  to  a  number  of  economic  factors,  as  discussed  in  Annex  8. 

26.  The  effective  yield  on  the  SDR  will  be  high  enough  to  make  it  attractive  to 
acquire  and  hold,  but  not  so  high  as  to  make  countries  reluctant  to  use  the  SDR 
when  in  deficit.  The  value  of  the  SDR  in  transactions  against  currencies  will  be 
determined  in  such  a  way  as  to  protect  the  capital  value  of  the  SDR  against 
depreciation.  Possible  techniques  for  determining  the  value  of  the  SDR  in  trans- 
actions against  currencies  are  discussed  in  Annex  9.  The  interest  rate  on  the 
SDR  will  be  set  from  time  to  time  by  the  Executive  Board  in  such  a  way  as  to 
maintain  an  appropriate  effective  yield,  in  the  light  of  changing  market  interest 
rates. 

27.  In  the  light  of  the  agreed  objective  that  the  SDR  should  become  the  principal 
reserve  asset,  consideration  will  be  given  to  revising  the  rules  governing  its  use 
with  a  view  to  relaxing  existing  constraints.  The  suggestions  for  relaxation 
that  have  been  made  include : 
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(a)  abolition  of  the  limits  on  acceptance  obligations  and  of  the  reconstitutiou 
obligation  ; 

(b)  some  relaxation  of  the  requirement  of  need  for  the  use  of  SDRs  ; 

(c)  authority  for  willing  partners  to  enter  into  transactions  in  SDRs  with- 
out designation  by  the  Fund  : 

(d)  authorization  for  the  General  Account  to  accept  or  use  SDRs  in  all 
transactions  and  operations  in  which  it  can  accept  or  use  gold  or  currencies ; 

(e)  authorization  for  the  Fund  to  designate  any  official  international  or 
regional  institution  of  a  financial  character  as  a  holder  of  SDRs  ; 

(f)  authorization  for  the  Fund  to  permit  additional  types  of  transactions 
and  operations  in  SDRs  ;  and 

(g)  authorization  for  the  Fimd  to  modify  the  provisions  on  opting  out  of 
decisions  to  allocate  SDRs. 

Consideration  will  be  given  to  other  aspects  of  the  SDR.  including  its  name,  with 
a  view  to  promoting  public  understanding. 

28.  Appropriate  arrangements  will  be  made  for  gold  in  the  reformed  system,  in 
the  light  of  the  agreed  objectives  that  the  SDR  should  l»ecome  the  principal 
reserve  asset  and  that  the  role  of  gold  should  be  reduced.  At  the  .same  time  it  is 
also  generally  recognized  that  gold  reserves  are  au  important  comiHjnent  of  global 
liquidity  which  should  be  usable  to  finance  balance  of  payments  deficits.  It  is 
not  yet  settled  what  arrangements  for  gold  would  be  best  in  the  reformed  .system, 
having  due  regard  to  the  interests  of  all  member  countries.  I'nder  one  approach, 
monetary  authorities,  including  the  Fund,  would  be  free  to  sell,  but  not  to  buy, 
gold  in  the  market  at  the  market  price:  they  wouhl  not  Jindertake  transactions 
with  each  other  at  a  price  different  from  the  official  price,  which  would  be 
retained  aud  would  not  be  subject  to  a  uniform  increase.  I'nder  another  apitroach, 
the  official  price  of  gold  would  be  abolislied  an<l  monetary  autliorities,  including 
the  Fund,  would  be  free  to  deal  in  gold  with  one  another  on  a  voluntary  basis  and 
at  mutually  acceptable  prices,  and  to  sell  gold  in  the  market.  A  third  approach 
would  modify  the  preceding  one  by  authorizing  monetary  authorities  also  to  buy 
gold  in  the  market.  Arrangements  have  also  been  propo.se<l  whereby  the  Fund 
would  be  authorize<i  to  purchase  gold  from  monetary  autliorities  in  excliange 
for  SDRs  at  a  price  between  the  market  aud  the  official  price,  and  to  .sell  gold 
gradually  over  time  in  the  market ;  if  arrangements  of  this  kind  were  introduced, 
questions  would  arise  concerning  both  the  Fund's  policy  with  resiK'ct  to  its  sales 
in  the  market,  and  the  sharing  of  any  profits  or  losses  accruing  to  the  Fund  from 
its  gold  transactions. 

The  link  and  credit  facilities  in  favor  of  developing  countries 

29.  In  the  light  of  the  agreed  objective  to  promote  economic  development,  the 
reformed  monetary  system  will  contain  arrangements  to  promote  an  increasing 
net  flow  of  real  resources  to  developing  countries.  Sucii  arrangements  arc  further 
discussed  in  Annex  10,  which  deals  with  the  si»ecial  interests  of  developing  coun- 
tries. If  these  arrangements  were  to  include  a  link  between  development  assist- 
ance and  SDR  allocation,  this  could  take  one  of  the  following  forms: 

(a)  A  link  would  be  established  between  development  finance  and  SDR 
allocation,  the  total  volume  of  which  alk>cation  will  be  determined  exclusively 
on  the  ba.sis  of  global  liquidity  needs.  This  link  would  take  the  form  of  the 
direct  distribution  to  developing  countries  of  a  larger  proportion  of  SDR 
allocations  than  they  would  receive  on  the  basis  of  their  share  in  Fund 
quotas.  Link  resources  so  allocated  would  be  distributed  to  all  developing 
countries  in  such  a  way  as  to  be  relatively  favorable  to  the  least  developed 
countries. 

(b)  A  link  would  be  established  between  development  finance  and  SDR 
allocation,  the  total  volume  of  which  allocation  will  be  determined  exclusively 
on  the  basis  of  global  liquidity  needs.  This  link  would  take  the  form  of  direct 
allocation  to  international  and  regional  development  finance  institutiims  of  a 
predetermined  share  of  SDR  allocations.  Link  re.sources  distributed  to 
development  finance  institutions  would  be  disbursed  to  developing  countries  on 
the  basis  of  development  need  and  in  such  a  way  as  to  be  relatively  favorable 
to  the  least  developed  countries.  The  u.se  of  link  funds  by  development 
finance  institutions,  including  their  distribution  and  terms,  would  reflect  the 
nature  and  purpose  of  these  resources. 

30.  It  is  envisaged  that  there  will  be  a  new  facility  in  the  Fund,  under  which 
developing  countries  would  receive  longer-term  balance  of  payments  finance. 
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The  institutional  structure  of  the  Fund 

31.  A  permanent  and  representative  Council,  witli  one  member  appointed  from 
each  Fund  constituency,  will  be  established.  The  Council  will  meet  regularly, 
three  or  four  times  a  year  as  required,  and  will  have  the  necessary  decision- 
making powers  to  supervise  the  management  and  adaptation  of  the  monetary 
system,  to  oversee  the  continuing  operation  of  the  adjustment  process  and  to 
deal  with  sudden  disturbances  which  might  threaten  the  system.  The  Managing 
Director  will  participate  in  meetings  of  the  Council. 

Part  II:  Immediate  Steps 

32.  It  is  recognized  that,  as  stated  in  the  Preface  to  this  Outline,  it  will  he  some 
time  before  a  reformed  system  can  be  finally  agreed  and  fully  implemented.  In 
the  interim  period,  the  Fund  and  member  countries  will  pursue  the  general  ob- 
jectives set  out  in  paragraph  1,  and  will  observe,  so  far  as  they  are  applicahle, 
the  principles  contained  in  Part  1  of  this  Outline.  It  is  proposed  that  a  number 
of  steps  should  he  taken  immediately,  to  begin  an  evolutionary  process  of  reform, 
and  to  help  meet  the  current  problems  facing  both  developed  and  developing 
countries. 

33.  The  Council  referred  to  in  paragraph  31  will  be  established  as  soon  as  prac- 
ticable. In  the  meantime  an  Interim  Committee  of  the  Board  of  Governors  will  be 
created,  with  an  advisory  role  in  the  areas  in  which  the  Council  is  to  have 
decision-making  powers,  and  with  similar  composition  and  procedures.  This 
Committee  will  come  into  being  when  the  Committee  of  the  Board  of  Governors 
on  Reform  of  the  International  Monetary  System  and  Related  Issues  has  com- 
pleted its  work. 

34.  During  the  interim  period,  with  significant  changes  in  prospect  for  the  world 
balance  of  payments  structure,  there  is  an  evident  need  for  close  international 
consultation  and  surveillance  of  the  adjustment  process.  Countries  will  be  guided 
in  their  adjustment  action  by  the  general  principles  set  out  in  paragraph  4.  During 
the  current  period  of  exceptional  and  widespread  payments  imbalances,  they  will 
cooperate  with  one  another  and  with  international  institutions  to  find  orderly 
means  to  deal  with  these  imbalances  without  adopting  policies  that  would  ag- 
gravate the  problems  of  other  countries,  and  to  promote  equilibrating  capital 
flows :  in  this  connection  a  facility  will  be  established  in  the  Fund  to  assist 
member  countries  in  meeting  the  initial  impact  of  the  increase  in  oil  import  costs. 
The  Fund  will  exercise  surveillance  of  the  adjustment  process  through  the 
Council  (or,  for  the  time  being,  the  Interim  Committee  of  the  Board  of  Governors) 
and  the  Executive  Board,  on  the  lines  of  the  procedures  set  out  in  paragraphs 
5-10,  and  subject  for  the  time  being  to  the  following  provisos,  namely  that : 

(a)  the  Fund  will  seek  to  gain  further  experience  in  the  use  of  objective 
indicators,  including  reserve  indicators,  on  an  experimental  basis,  as  an  aid  in 
assessing  the  need  for  adjustment,  but  will  not  use  such  indicators  to  estab- 
lish any  presumptive  or  automatic  application  of  pressures  ; 
1(b)  determination  of  what  is  a  disproportionate  movement  in  reserves  will 
be  made  in  the  light  of  the  broad  objectives  of  member  countries  for  the 
development  of  their  reserves  over  a  period  ahead,  as  discussed  with  the 
Fund ;  and 

1(c)  the  pressures  which  may  be  applied  to  countries  in  large  and  persistent 
imbalance  will  continue  to  be  those  at  present  available  to  the  Fund. 
85.  During  the  interim  period,  exchange  rates  will  continue  to  be  a  matter  for 
international  concern  and  consultation,  and  competitive  depreciation  or  under- 
valuation will  be  avoided.  For  these  purposes,  during  the  present  period  of  wide- 
spread floating,  countries  will  be  expected  in  their  intervention  and  other  policies 
to  follow  guidelines  on  the  lines  of  section  B  of  Annex  4  and  be  subject  to  surveil- 
lance in  the  Fund  as  there  described. 

36.  During  the  interim  period,  countries  will  be  guided  by  the  principles  set  out 
in  paragraphs  14-17  in  relation  to  controls  and  to  cooperative  action  to  limit 
disequilibrating  capital  flows.  Particular  importance  will  be  attached  during  the 
interim  period  to  avoiding  the  escalation  of  restrictions  on  trade  and  payments 
for  balance  of  payments  purposes.  To  this  end,  member  countries  of  the  Fund  will 
be  invited  to  pledge  themselves  on  a  voluntary  basis,  in  addition  to  observing 
their  obligations  with  respect  to  iiayments  restrictions  under  the  Fund's  Articles, 
for  a  period  of  two  years,  not  to  introduce  or  intensify  trade  or  other  current 
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account  measures  for  balance  of  payments  purposes  without  a  finding  by  the 
Fund  that  there  is  balance  of  payments  justification  for  such  measures.'  In  this 
connection  arrangements  will  be  made  for  continuing  close  coordination  between 
the  Fund  and  GATT. 

37.  (a)  Countries  will  cooperate  with  the  Fund  during  the  interim  period  in 
seeking  to  promote  the  principle  of  better  management  of  global  liquidity  as 
set  out  in  paragraph  2(d).  The  Fund  will  as.sess  global  re.><erves  and  take 
decisions  on  the  allocation  and  cancellation  of  SDRs  in  accordance  with 
paragraph  25.  The  Fund  will  periodically  review  the  aggregate  volume  of 
official  currency  holdings  in  accordance  with  paragraph  19  and.  if  they  are 
judged  to  show  an  excessive  increase,  will  consider  with  the  countries  con- 
cerned what  steps  might  be  taken  to  secure  an  orderly  reduction. 

(b)  The  Fund  will  also  give  consideration  to  substitution  arrangements  and 
examine  whether  an  amendment  of  the  Articles  of  Agreement  would  be  de- 
sirable in  this  connection. 

(c)  There  will  be  further  international  study  in  the  Fund  of  arrangements 
for  gold  in  the  light  of  the  agreed  objectives  of  reform. 

38.  It  is  agreed  that  in  present  circumstances,  and  without  prejudice  to  the 
method  of  valuation  to  be  adopted  in  a  reformed  system,  the  valuation  of  the 
SDR  will  be  based  on  a  basket  of  currencies  in  accordance  with  the  "standard 
basket"  technique  described  in  Section  A,  paragraph  1,  of  Annex  1>,  and  that  the 
rate  of  interest  will  be  determined  periodically  by  the  Executive  Board  in  the  light 
of  changing  market  interest  rates.  This  arrangement  will  be  reviewed  by  tlie 
Fund  two  years  after  it  comes  into  operation. 

39.  In  view  of  the  serious  difficulties  that  are  facing  many  developing  countries, 
it  is  agreed  that  their  needs  for  financial  resources  will  be  greatly  increased  and 
that  all  countries  with  available  resources  should  make  every  effort  to  sui)ply 
these  needs  on  appropriate  terms.  To  this  end  countries  with  available  resources 
and  development  finance  institutions  should  make  arrangements  to  increa.se  the 
flow  of  concessionary  funds,  and  should  give  consideration  to  various  measures 
including  the  redistribution  of  aid  effort  in  favor  of  countries  in  greatest  need, 
interest  subsidies,  and  short-term  debt  relief  on  official  loans  in  the  special 
case  of  countries  without  access  to  financial  markets.  The  Committee  is  not 
unanimous  on  the  question  of  establishing  a  link  between  development  assistance 
and  SDR  allocation.  The  Committee  is  agreed  that  the  Interim  Committee  .should 
reconsider,  simultaneously  with  the  preparation  by  the  Executive  Board  of  draft 
amendments  of  the  Articles  of  Agreement,  which  it  is  envi.saged  would  be  pre- 
sented for  the  approval  of  the  Board  of  Governors  by  February  U>75.  the  i)ossi- 
bility  and  modalities  of  establishing  such  a  link.  The  Executive  Board  is  urged 
to  proceed  to  an  early  formulation  and  adoption  of  an  extended  Fund  facility 
as  referred  to  in  paragraph  .'50.  It  is  reconnuended  that  a  joint  ministerial 
Committee  of  the  Fund  and  World  Bank  should  be  established,  to  carry  forward 
the  study  of  the  broad  question  of  the  transfer  of  real  resources  to  developing 
countries  after  the  Committee  of  the  Board  of  Governors  on  Reform  of  tlie  Inter- 
national Monetary  System  and  Related  Issues  has  completed  its  work,  and  to 
recommend  measures  to  be  adopted  in  order  to  implement  its  conclusions.  It  is 
further  recommended  that  the  joint  ministerial  Committee  should  give  urgent 
attention  to  the  problems  of  the  developing  countries  most  seriously  affected 
by  exceptional  balance  of  payments  difficulties  in  the  current  situation,  bearing 
in  mind  the  need  for  coordination  with  other  international  bodies,  and  that 
preparatory  work  on  this  aspect  should  be  started  immediately,  in  advance  of 
the  establishment  of  the  Committee. 

40.  The  Executive  Board  will  consider  possible  changes  in  the  General  Account 
and  in  the  rules  governing  the  use  of  SDRs  appropriate  for  the  interim  period. 
The  Executive  Board  will  complete  the  current  general  review  of  Fund  quotas 
as  soon  as  possible,  bearing  in  mind  the  general  purposes  of  the  reform. 

41.  The  Executive  Board  is  asked  to  prepare  draft  amendments  of  the  Articles 
of  Agreement,  as  need  to  give  effect  to  this  Part  of  the  Outline  or  as  otherwise 
desired,  for  further  examination  by  the  Interim  Committee,  and  for  po.ssible 
recommendation  at  an  appropriate  time  to  the  Board  of  Governors.  In  par- 
ticular draft  amendments  should  l»e  prepared  on  the  following  proposals : 

(a)   to  establi-sh  the  Council  referred  to  in  paragraph  31; 


1  See  exhibit  70. 
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(b)  to  enable  the  Fund  to  legalize  the  position  of  countries  with  floating 
rates  during  the  interim  period ; 

(c)  to  give  permanent  force  to  the  voluntary  pledge  described  in  paragraph 
36  concerning  trade  or  other  current  account  measures  for  balance  of  pay- 
ments purposes ; 

(d)  to  authorize  the  Fund  to  establish,  as  and  when  agreed,  a  Substitution 
Account ; 

(e)  to  amend  the  present  provisions  concerning  gold; 

(f )  to  authorize  the  Fund  to  implement  a  link  between  development  assist- 
ance and  SDR  allocation ;  and 

(g)  to  introduce  improvements  in  the  General  Account  and  in  the  charac- 
teristics of  and  rules  governing  the  use  of  the  SDR,  as  well  as  any  other 
consequential  amendments. 

It  is  envisaged  that  such  draft  amendments,  if  agreed,  would  be  presented  for 
the  approval  of  the  Board  of  Governors  at  latest  by  the  date  fixed  for  com- 
pletion of  the  current  general  review  of  Fund  quotas,  i.e.,  by  February  1975. 

ANNEXES 

As  stated  in  the  Preface  to  the  Outline,  a  number  of  areas,  within  which  agree- 
ment has  not  yet  been  reached  on  some  important  asi)ects,  are  treated  more  fully 
in  the  following  Annexes,  which  have  been  prepared  by  the  Chairman  and  Vice- 
Chairmen  of  the  Deputies  to  record  the  state  of  the  discussion  in  these  areas,  and 
to  provide  illustrative  schemes  and  operational  detail.  It  is  envisaged  that  ar- 
rangements in  these  areas,  as  they  may  be  agreed,  should  be  implemented  as 
and  when  the  Fund  judges  it  feasible  to  do  so,  and  that  the  Fund  might  in  some 
cases  introduce  such  arrangements  initially  on  an  experimental  basis  with  a 
view  to  subsequent  agreement  on  full  implementation.^ 

The  Annexes  are  as  follows : 

Annex  1  Reserve  indicators  :  possible  operational  provisions  with  an  illustra- 
tive scheme. 

Annex  2        Pressures :  possible  forms  and  methods  of  activation 

Annex  3  Exchange  margins  and  intervention  :  possible  operational  provisions 
with  illustrative  schemes 

Annex  Jf        Floating  in  particular  situations :  possible  operational  provisions 

Annex  5  Control  over  the  aggregate  volume  of  oflScial  currency  holdings : 
possible  operational  provisions  with  illustrative  schemes 

Annex  6        Elasticity :  possible  additional  forms 

Annex  7  A  Substitution  Account :  possible  operational  provisions  with  an  il- 
lustrative scheme 

Annex  8        SDR  allocation  and  cancellation :  possible  operational  provisions 

Annex  9        Valuation  of  the  SDR :  possible  operational  provisions 

Annex  10      The  special  interests  of  developing  countries 

Annex  1 :  Reserve  indicators:  possible  operational  provisions  with  an  illustrative 

scheme 

It  is  agreed  that  a  better  working  of  the  adjustment  process  is  to  be  assisted 
by  the  use  of  objective  indicators.  In  particular,  reserve  indicators  will  be 
established  on  a  basis  to  be  agreed  in  the  Fund,  for  the  purpose  stated  in  para- 
graph 4(b)  of  the  Outline. 

A  number  of  questions  concerning  reserve  indicators  remain  unresolved. 
These  include  whether  they  should  relate  to  the  level  of  reserves  (a  stock  indi- 
cator) or  to  changes  in  reserves  (a  flow  indicator).  If  a  stock  indicator  were 
adopted,  there  is  a  question  as  to  how  reserve  norms  (i.e.,  target  levels  of  re- 
serves) for  individual  countries  would  be  chosen.  In  the  case  of  either  a  stock 
or  a  flow  indicator,  it  would  have  to  be  decided  whether  reserves  were  to  be 
measured  gross  or  net  of  reserve  liabilities.  Precise  definitions  of  assets  and 
liabilities  and  reporting  requirements  would  need  to  be  settled.  There  is  also 
a  major  unresolved  question  as  to  whether  there  should  be  any  link  between 
reserve  indicators  and  the  presumptive  or  automatic  activation  of  pressures. 


1  Throughout  the  Annexes,  references  occur  to  further  information  on  specific  issues  In 
reports  by  the  Technical  Groups  that  studied  them.  These  reports  are  to  be  published  In 
the  future  by  the  Bureau  of  the  Deputies  of  the  Committee  of  Twenty.  When  published, 
these  reports  will  be  available  from  the  IMP. 
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More  generally,  it  is  recognized  that,  in  the  absence  of  operational  experience, 
it  is  difficult  to  judge  how  arrangements  involving  the  use  of  reserve  indicators 
would  work  in  practice.  Particular  reservations  have  been  expressed  concern- 
ing the  possible  effects  of  the  use  of  reserve  indicators  on  market  expectations 
regarding  exchange  rates.  (For  a  fuller  discussion  of  reserve  indicators,  see  the 
Reports  of  the  Technical  Groups  on  Indicators,  and  on  Adjustment.) 

A.  Definitions 

1.  A  "reserve  indicator"  is  a  measure  of  reserves  on  either  a  stock  or  a  flow 
basis.  A  "reserve  indicator  structure"  is  a  set  of  specified  iK)ints  or  reserve  levels. 
When  one  of  the  points  in  the  structure  was  reached  by  the  reserve  indicator  it 
would  serve  as  a  signal  that  a  .sizable  imbalance  existed  which  might  require 
examination  or  the  application  of  pressures.  Whether  the  results  shown  by  a  flow 
and  a  stock  indicator  differed  greatly  would  depend,  inter  alia,  on  whether  the 
flow  indicator  measured  changes  in  reserves  continuously  or  whether  the  measure 
of  the  flow  was  interrupted  under  specified  conditions.  An  interrupted  flow  in- 
dicator would  call  attention  to  payments  imbalances  as  they  occurred,  whereas 
a  stock  indicator  or  a  continuous  flow  indiciitor  would,  in  addition,  call  attention 
to  a  developing  imbalance  in  the  distribution  of  reserves  among  countries.  The 
illustrative  scheme  for  a  reserve  indicator  structure  given  below  is  based  on  a 
stock  indicator. 

2.  Reserve  assets  for  the  purposes  of  the  indicator  could  consist  of  official 
holdings  of  SDRs,  reserve  positions  in  the  Pimd,  gold  and  foreign  exchange.  The 
latter  includes  claims  of  all  types  that  would  normally  be  used  to  finance  pay- 
ments deficits.  Claims  that  would  not  normally  be  so  used  (e.g.,  trade  credits  and 
development  loans)  would  not  be  included.  Information  required  for  the  deter- 
mination of  reserves  of  all  members  would  be  reported  to  the  Fund  within  a 
sp>ecified  period  after  the  end  of  each  month.  The  location  of  deposits  and  the 
currency  of  denomination  might  also  need  to  l>e  reported. 

3.  Reserve  liabilities,  which  would  be  u.sed  to  compute  a  partial  or  total  net 
reserve  indicator,  could  consist  of  all  liabilities  of  the  public  or  private  .sector 
that  are  included  in  the  reserves  of  other  countries :  net  debtor  positions  in  the 
Fund :  and  al.so  any  liabilities  to  a  Substitution  Account  or  to  an  Excess  Re- 
serves Account  (.see  Annex  2.  .section  A(ii))  that  may  l»e  e.<?tablished  in  the 
Fund.  Reserve  liabilities  would  not  include  certain  liabilities  of  the  private  sec- 
tor that  are  denominated  in  foreign  currency   (e.g..  Euro-currency  deposits). 

4.  In  the  illustrative  scheme  of  a  re.serve  indicator  structure  that  follows,  the 
reserve  indicator  for  each  country  would  be  equal  to  reserve  assets  adjusted  for 
cumulative  changes  in  its  reserve  liabilities  from  the  time  of  the  implementation 
of  the  scheme.  Hence,  a  country's  reserve  indicator  would  always  differ  from  its 
net  reserves  by  the  amount  of  its  reserve  liabilities  at  the  time  of  implementa- 
tion. Alternatively  reserves  could  be  measured  gross,  i.e.,  without  deducting  li- 
abilities. Insofar  as  official  currency  liabilities  were  small  or  did  not  vary  much, 
the  difference  between  the  two  measures  would  also  be  small.  Conversely,  the 
difference  between  a  gross  and  net  indicator  would  be  significant  insofar  as  official 
currency  liabilities  showed  a  sizable  movement. 

B.  Illustrative  scheme 

Reserve  indicator  structure 

1.  Provision  would  be  made  for  the  establishment  of  reserve  norms  in  accord- 
ance with  paragraphs  3-5  below  and  for  the  following  reserve  indicator  points: 

(a)  Consultation  points  For  the  purpose  of  paragraph  6(a)  of  the  Outline, 
the  Fund  could  establish  consultation  points  above  and  below  the  re.serve 
norm  which  would  be  clo.ser  to  the  norm  than  the  "first  points"  described 
below. 

If  it  were  decided  to  have  pressures  activated  presumptively  or  automatically  on 
the  basis  of  a  reserve  indicator  structure,  the  following  indicator  points  with  the 
functions  described  would  be  established. 

(b)  First  point  nhore  the  norm  At  this  level  for  the  reserve  indicator,  a  coun- 
try in  surplus  would  become  subject  to  examination  if  it  were  not  already 
under  examination.  After  a  specified  period  during  which  its  reserve  indica- 
tor remained  at  or  above  this  level,  a  country  would  be  subject  to  pressures 
in  accordance  with  section  B.  paragraphs  .3-4.  of  Annex  2.  unless  the  Coun- 
cil or  Executive  Board,  as  appropriate,  decided,  or  had  already  decided,  to 
override  the  indicator's  signal. 
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(o)  Second  point  above  the  norm  At  this  level  for  the  reserve  indicator, 
further  above  the  norm  than  the  first  point,  a  country  would  be  obliged  to 
deposit  all  further  accruals  of  reserves  with  the  Fund  and  to  forfeit  all  in- 
terest earned  on  the  deposited  reserves  in  accordance  with  section  B  para- 
graph 5  of  Annex  2. 

(d)  First  point  below  the  norm  At  this  level  for  the  reserve  indicator,  a 
country  in  deficit  would  become  subject  to  examination  if  it  were  not  already 
under  examination.  After  a  specified  period  during  which  its  reserve  indica- 
tor remained  at  or  below  this  level,  a  country  would  be  subject  to  pressures 
in  accordance  with  section  B,  paragraphs  3-4,  of  Annex  2,  unless  the  Council 
or  Executive  Boar^,  as  appropriate,  decided,  or  had  already  decided,  to 
override  the  indicator's  signal. 

2.  If  it  were  decided  to  adopt  a  primary  asset  holding  limit  as  described  in 
Annex  6,  another  point  in  the  indicator  structure  would  be  required,  which  would 
relate  to  the  level  of  primary  reserve  assets  rather  than  total  reserves. 

Placement  of  norms  and  indicator  points 

3.  Temporary  norms  equal  to  actual  reserves  on  a  date  to  be  agreed  would  be 
established.  As  soon  as  feasible,  longer-run  norms,  reflecting  more  appropriately 
than  existing  reserves  the  relative  reserve  needs  of  countries  and  smnming  to  the 
agreed  total  of  global  reserves,  would  be  established  by  international  agreement 
in  the  Fund.  (Further  examination  will  be  given  to  the  desirability  of  basing 
norms  on  objective  criteria  and/or  historical  reserve  holdings.)  Countries  that 
considered  their  resulting  norm  to  be  inappropriate  to  their  circumstances  would 
be  able  to  present  their  cases  for  revision  to  the  Fund. 

4.  Over  time,  reserve  changes  in  the  direction  of  longer-run  norms  would  be  en- 
couraged. As  a  country's  reserves  moved  from  the  temporary  norm  toward  the 
longer-run  norm,  the  temporary  norm  and  indicator  points  would  be  adjusted 
accordingly. 

5.  Both  longer-run  and  temporary  norms  for  each  country  would  be  increased  by 
the  amount  of  its  SDR  allocations.  Provision  would  also  be  made  for  changing 
norms  in  line  with  agreed  changes  in  currency  reserves  over  time.  In  addition, 
the  norms  of  individual  countries  would  be  subject  to  periodic  revision  to  reflect 
changes  in  the  relative  economic  size  of  countries. 

6.  The  reserve  Indicator  points  for  each  country  would  be  established  at  specified 
distances  from  the  temporary,  and  ultimately  from  the  longer-run,  norm,  so  as 
to  maintain  consistency  between  potential  imbalances,  the  volume  of  reserves, 
and  the  operations  of  the  convertibility  system.  Indicator  i)oints  would  be  related 
to  norms  or  to  an  objective  key  that  reflects  countries'  relative  reserve  variability. 
Distances  would  then  be  specified  as  multiples  of  norms  or  of  the  key,  plus  a 
small  constant  amount  to  provide  additional  fiexibility  in  cases  which  would  not 
normally  have  significant  international  repercussions.  The  key  would  be  subject 
to  periodic  recomputation  and  revision  by  the  Fund. 

Participation 

7.  All  countries  would  have  defined  norms  and  reserve  indicator  points.  Countries 
whose  exports  of  depletable  resources  account  for  more  in  value  (after  adjUvSting 
for  value  added  in  extraction,  processing,  and  shipping)  thaa  the  value  of  their 
current  net  domestic  capital  formation  would  be  permitted  to  exclude  foreign 
exchange  holdings  from  their  reserve  indicator.  Such  holdings  would  similarly 
hQ  excluded  from  the  issuing  country's  reserve  liabilities. 

Other  reporting  requirements 

S.  Additional  data  would  be  periodically  required  to  siipplement  the  reserve  indi- 
cator as  a  check  against  its  performance,  and  as  further  material  for  assessment, 
including  judgments  to  override  the  reserve  indicator.  Such  data  might  include 
the  forward  position  of  a  country's  monetary  authority  (to  be  reported  in  con- 
fidence to  the  Managing  Director),  and  foreign  assets  and  liabilities  of  deposit 
money  banks  and  other  financial  institutions  to  be  specified.  The  Fund  could 
also  request  additional  data,  e.g.,  the  foreign  assets  or  liabilities  of  governmental 
institutions. 

Annex  2:  Pressures;  possible  forms  and  methods  of  activation 

It  is  generally  agreed  that  provision  should  be  made  for  graduated  pressures 
in  the  reformed  system  to  be  available  to  the  Fund  for  application  to  both  sur- 
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plus  and  deficit  countries  in  cases  of  larfje  and  persistent  imbalance.  It  is  not 
agreed  what  forms  these  pressures  should  take;  in  particular  it  is  not  agreed 
whether  there  should  be  severer  forms  of  pressure  such  as  trade  pressures  and 
the  publication  of  reports.  \or  is  it  agreed  how  such  pressures  should  be  acti- 
vated, and  in  particular  whether  some  pressures  shouhl  be  activated  iire.sump- 
tivelj'  or  automatically  on  the  basis  of  reserve  indicators  as  in  .section  B  lielow. 
(For  a  fuller  discussion  of  i»ressures,  see  the  Report  of  the  Technical  Group  on 
Adjustment.) 

A.  Forms 

Forms  of  pressure  which  have  been  suggested  for  the  reformed  system  include 
the  following : 

Pressures  that  could  fee  applied  to  countries  in  surplus 

(i)  A  country  could  be  subjected  to  a  charge  on  reserve  accumulations  above 
a  reserve  norm  or  other  specified  level.  The  rate  of  charge  could  be  grad\iate<l 
with  respect  to  the  size  of  the  reserve  accumulation  and  the  duration  of  the 
imbalance. 

(«)  Countries  could  be  required  to  deposit  reserves  above  a  specified  level 
with  an  Excess  Reserves  Account  to  be  established  in  the  Fund  at  zero  inter- 
est. This  pressure  combined  with  the  preceding  one  would  amount  to  the  pay- 
ment of  negative  interest  on  excess  reserve  accumulati(ms. 

(Hi)  All  or  part  of  future  SDK  allocations  of  a  country  in  surplus  could  be  with- 
held for  a  specified  or  an  indefinite  period. 

(iv)  A  report  could  be  published  on  the  external  position  and  policies  of  a 
country  in  surplus. 

(v)  Countries  could  be  authorized  to  apply  di.scriminatory  trade  and  other 
current  account  restrictions  against  countries  in  persistent  large  surplus,  subject 
to  auj-  necessarj-  modification  in  the  rules  or  practices  of  the  (JATT.  This  would 
be  the  most  extreme  form  of  pressure  on  countries  in  sun^lns. 

Pressures  that  could  he  applied  to  countries  in  deficit 

(I'i)  A  country  could  be  subjected  to  a  charge  on  reserve  deficiencies  below  a 
reserve  norm  or  other  specified  level.  The  rate  of  charge  could  be  graduated 
with  re.spect  to  the  size  of  the  deficiency  and  the  duration  of  the  imbalance. 
(vii)  The  interest  rate  chargetl  on  borrowings  from  the  Finid  could  be  raised 
above  the  general  schedule  of  charges. 

(viii)  A  country's  access  to  the  resources  of  the  Fund  coxild  be  restricted. 
(ix)  All  or  part  of  future  SDR  nllocations  of  a  country  in  deficit  could  be  with- 
held for  a  specified  or  an  indefinite  period. 

(x)  X  report  could  be  published  on  the  external  position  and  policies  of  a  country 
in  deficit. 

B.  Methods  of  activation 

Three  possible  methods  of  activation  of  pressures  have  been  considered :  discre- 
tionary activation  by  a  positive  decision  of  the  Fund,  and  i)resumptive  or  auto- 
matic activation  on  the  basis  of  reserve  indicators.  These  methods  of  activation, 
and  the  forms  of  pres.sure  to  which  they  are  relevant,  are  discussed  in  the  follow- 
ing paragraphs. 

Activation  hy  a  positive  Fund  decision 

1.  As  regards  discretionary  activation,  it  woiild  be  possible  for  the  Fund  to  decide 
to  apply  any  of  the  pressures  described  in  A  above  if,  following  an  examination 
under  paragraph  7  of  the  Outline,  it  was  found  that  a  country-  that  had  previ- 
ously been  called  upon  to  adopt  or  reinforce  policies  to  correct  an  imbalance  had 
failed  to  take  appropriate  action.  Initial  i)ressures  would  be  of  a  mild  form,  but 
if  the  imbalance  persisted  and  the  country  still  failed  to  take  appropriate  action 
more  severe  pressure  could  be  applied. 

2.  Authority  to  apply  pressures  by  positive  decision  of  the  Fund  would  rest  with 
the  Council.  This  authority  might,  however,  be  delegated  to  the  Executive  Board, 
except  in  the  case  of  the  pre.s.sure  mentioned  in  A(v)  above.  ^^Tlere  any  pres- 
sure had  been  applied  to  a  country  by  decision  of  the  Executive  Board  acting 
imder  such  delegated  authority,  the  country  against  which  the  pressure  had  been 
applied  would  have  the  right  to  appeal  to  the  Council  against  continued  applica- 
tion of  that  pressure. 
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Presumptive  activation 

3.  If  it  were  decided  that  some  pressures  might  also  be  activated  presumptively 
on  the  basis  of  a  reserve  indicator  structure,  r  ucli  activation  could  be  developed 
on  the  follovping  lines.  The  pressures  described  in  A(i)  and  (vi)  above  could 
begin  to  be  applied  to  a  country  whose  reserves  had  remained  for  a  specified 
period  beyond  the  first  reserve  indicator  point  either  above  or  below  the  norm  as 
described  in  Annex  1,  unless  the  Council  or  the  Executive  Board,  as  appropriate, 
following  an  examination  under  paragraph  7  of  the  Outline,  decided,  or  had 
already  decided,  that  such  pressures  should  not  be  applied. 

4.  The  charges,  when  applied,  could  be  computed  on  the  basis  of  the  accumula- 
tion of  reserves  above  the  norm  for  countries  in  surplus  and  on  the  basis  of  the 
shortfall  of  reserves  below  the  norm  for  countries  in  deficit.  A  schedule  of 
charges  would  be  established  that  could  be  progressive  with  respect  to  the  size  of 
such  deviations  and  their  duration. 

Automatic  activation 

5.  It  has  been  proposed  that  the  pressure  described  in  A(ii)  above  could  be 
automatically  applied  to  a  country  in  surplus  whose  reserves  increased  beyond 
the  second  reserve  indicator  point  above  the  norm  as  described  in  Annex  1.  The 
Fund  would  pay  no  interest  on  the  balances  deposited  and  would  return  those 
balances  to  the  country  only  as  the  country's  total  reserves  declined.  The  pressure 
combined  with  the  pressure  described  in  A(i)  above  would  amount  to  the  pay- 
ment of  negative  interest  on  excess  reserve  accumulations. 

C.  Discontinuation  of  pressures 

Appropriate  provisions  would  have  to  be  made  for  pressures  to  be  discontinued 
as  the  imbalance  was  corrected. 

Annex  3:  Exchange  margins  and  intervention:  possible  operational  provisions 
with  illustrative  schemes 

Arrangements  for  a  more  symmetrical  system  of  exchange  margins  and  inter- 
vention might  be  developed  on  the  lines  of  either  of  the  systems  illustrated  below 
or  some  variant  of  them.  (For  a  fuller  discussion  of  these  questions,  see  the 
Report  of  the  Technical  Group  on  Intervention  and  Settlement.)  In  both  the 
illustrations  it  is  assumed  that  the  maximum  margins  specified  under  paragraph 
12  of  the  Outline  would  be  2i/t  percent  on  either  side  of  par  value  expressed  in 
terms  of  the  SDR,  implying  that  at  any  one  time  the  rate  of  exchange  between 
any  pair  of  currencies  should  be  maintained  within  a  range  of  not  more  than  4^2 
percent  above  or  below  parity.^  The  maximum  margins  to  be  adopted  at  the  time 
when  the  chosen  system  of  exchange  margins  and  intervention  is  actually  imple- 
mented would  need  to  be  decided  in  the  light  of  conditions  prevailing  at  that 
time. 

A.  A  system  based  on  multicurrency  intervention 

1.  Under  a  margins  and  intervention  system  based  on  multicurrency  interven- 
tion [MCI]  the  general  obligation  under  paragraph  12  of  the  Outline  would  be 
for  a  country  to  maintain  the  spot  exchange  rate  for  its  currency  within  specified 
maximum  margins  of  up  to  4%  percent  on  either  side  of  parity  against  other 
currencies. 

2.  A  number  of  countries  (including  those  whose  currencies  were  the  most  widely 
traded  in  world  foreign  exchange  markets)  would  meet  their  obligations  under 
paragraph  12  of  the  Outline  by  undertaking  reciprocal  responsibility  to  main- 
tain the  spot  exchange  rate  for  their  currencies  (the  MCI  currencies)  within 
maximum  margins  of  4%  percent  above  or  below  parity  against  each  other  by 
intervening  in  each  other's  currencies  at  the  margins.  For  this  purpose  they 
would  publish  mutually  consistent  limit  prices  at  which  they  would  be  prepared 
freely  either  to  buy,  or  to  sell,  or  to  both  buy  and  sell,  each  other's  currencies. 

3.  Other  countries  would  meet  their  obligations  under  paragraph  12  of  the  Out- 
line by  undertaking  a  unilateral  responsibility  freely  to  buy  and  sell  a  single 
intervention  currency,  whicli  should  normally  be  an  MCI  currency,  at  margins 
of  not  more  than  21/4  percent  on  either  side  of  parity. 


iThe  parity  of  one  currency  with  respect  to  another  refers  to  the  ratio  of  their  par 
values. 
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4.  Other  countries,  which  in  the  evolution  of  their  exchange  market  and  inter- 
vention practices  liad  reached  an  intermediate  position,  could  meet  their  obliga- 
tions under  paragraph  12  of  the  Outline  in  either  of  the  following  ways: 

(a)  Countries  which  wishe<l  to  intervene  in  more  than  one  MCI  currency 
could  undertake  a  unilateral  responsibility  to  maintain  tbeir  exchange  rates 
witliin  maximum  margins  specified  in  relation  to  tlieir  intervention  curren- 
cies. Si>eclfically  they  could  undertake  either  freely  to  buy  the  weakest  and 
sell  the  strongest  of  their  named  intervention  currencies  at  margins  uf  2V4 
percent  on  either  side  of  the  arithmetic  mean  between  the  weakest  and 
strongest  of  those  currencies  or.  if  they  wished  to  intervene  in  all  or  nearly 
all  the  MCI  currencies,  freely  to  buy  and  sell  their  named  iuter\-eution  cur- 
rencies at  margins  of  4i/^  i>ercent  on  either  side  of  parity. 

(b)  Countries  which  wished  to  intervene  in  one  or  more  MCI  currency 
could  undertake  a  unilateral  responsiliility  to  maintain  their  exchange  rates 
within  maximum  margins  specified  in  relation  to  the  MCI  currencies  as  a 
whole.  Specifically  they  could  undertake  freely  to  buy  the  weakest  and  sell 
the  strongest  of  their  named  intervention  currencies  at  margins  of  either 
214  percent,  or  31,4  percent,  on  either  side  of  tlie  arithmetic  mean  between 
the  weakest  and  strongest  MCI  currencies,  or  at  margins  of  4V1>  percent  on 
either  side  of  parity  against  each  MCI  currency. 

5.  Countries  would  be  entitled  to  enter  into  arrangements,  e.g.,  regional  arrange- 
ments, to  maintain  margiius  among  themselves  narrower  than  the  maximum 
prescribed  under  paragraph  12  of  the  Outlinr,  provided  that  such  arrange- 
ments and  their  general  rules  were  notified  to  the  Fund  to  assure  their  consistency 
with  Fund  obligations. 

6.  Countries  undertaking  the  obligations  under  paragraph  2  above  would  not 
intervene  intramarginally  in  each  other's  currencies  except  in  accordance  with 
rules  on  the  following  lines  : 

(a)  Intramarginal  intervention  .should  not  take  place  without  the  agree- 
ment, normally  to  be  obtained  in  advance,  of  the  country  whose  currency 
was  to  be  used  for  intervention. 

(b)  Intramarginal  intervention  should  not  widen  the  spread  between  the 
two  currencies  concerned. 

(c)  The  further  the  two  currencies  conceme<l  were  away  from  their  mar- 
gins against  each  other,  the  stronger  the  presumption  against  intramarginal 
intervention. 

(d)  Where  a  country  undertook  intramarginal  intervention,  it  should  nor- 
mally do  so  in  the  currency  furtliest  from  parity  with  its  own  currency. 

(e)  Information  about  intramarginal  intervention  should  be  available 
through  the  Fund  (with  proper  regard  for  confidentiality)  to  third  coun- 
tries, so  that  they  could  make  representations  if  they  felt  their  own  position 
to  be  damaged. 

7.  Countries  meeting  their  margins  obligations  in  accordance  with  paragraphs  3 
and  4  above  would  choose  their  intervention  currency  or  currencies  in  consulta- 
tion with  the  issuers;  these  consultations  would  aim  to  arrive  at  understanding.s 
covering  standing  arrangements  for  intramarginal  intervention  l)ut  would  not 
impose  any  limitation  upon  a  country's  intervention  to  maintain  its  margins 
obligations.  Where  a  country  had  an  effective  choice  of  intervention  currency 
for  intramarginal  intervention,  it  .should  preferably  buy  the  weakest  and  sell 
the  strongest  of  its  inten-ention  currencies. 

8.  The  Fund  would  keep  the  operation  of  the  arrangements  with  respect  to  mar- 
gins and  intervention,  including  intramarginal  intervention,  under  continuous 
review.  In  particular,  participation  in  arrangements  under  paragraph  2  above 
would  be  subject  to  a  special  review  within  an  agreed  period  (e.g.,  two  years) 
from  their  introduction.  Countries  woidd  cooperate  with  the  Fund  to  ensure 
that  appropriate  intervention  facilities  were  availaltle  to  all  meml)er  countries, 
and  the  Fund  would  help  in  establishing  a  standard  framework  of  rules  or 
guidelines  as  a  basis  for  the  understandings  referred  to  in  paragraph  7  above. 

B.  A  system  based  on  SDR  intervention 

1.  Under  a  margins  and  intervention  system  based  on  SDR  intervention  the 
general  obligation  under  paragraph  12  of  the  Outline  would  be  for  a  country 
freely  to  buy  and  sell  SDRs  against  its  own  currency  at  2^4  percent  on  either 
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side  of  par  value  in  transactions  directly  with  monetary  authorities,  or  in 
transactions  with  commercial  banks  on  condition  that  the  SDKs  were  to  be 
transferred  directly  to  or  from  other  monetary  authorities.  This  would  he 
designed  to  ensure  that  the  exchange  rates  between  any  two  currencies  did  not 
diverge  by  more  than  41/2  percent  from  parity.  Countries  undertaking  this 
obligation  would  not  generally  intervene  in  currencies  at  the  margins.  They 
might  intervene  intramarginally  in  SDRs,  subject  to  any  rules  which  might 
be  agreed,  and  also  in  currencies,  subject  to  rules  such  as  those  set  out  in 
paragraph  6  of  the  system  described  in  section  A  above. 

2.  Countries  which  remained  closely  attached  to  a  single  intervention  currency, 
which  should  normally  be  a  currency  undertaking  the  obligations  in  paragraph  1 
above,  could  meet  their  obligations  under  paragraph  12  of  the  Outline  by  under- 
taking freely  to  buy  and  sell  that  currency  at  margins  of  not  more  than  214 
percent  on  either  side  of  parity. 

3.  Countries  meeting  their  margins  obligations  in  accordance  with  paragraph  2 
above  would  choose  their  intervention  currency  in  consultation  with  the  issuer ; 
these  consultations  would  aim  to  arrive  at  understandings  covering  standing 
arrangements  for  intramarginal  intervention,  l)ut  would  not  impose  any  limita- 
tion upon  a  country's  intervention  to  maintain  its  margins  obligations. 

4.  Countries  would  be  entitled  to  enter  into  arrangements,  e.g.,  regional  arrange- 
ments, to  maintain  margins  among  themselves  narrower  than  the  maximum 
prescribed  in  paragraph  12  of  the  OutJine,  provided  that  such  arrangements 
and  their  general  rules  were  notified  to  the  Fund  to  assure  their  consistency 
with  Fund  obligations. 

5.  The  Fund  would  keep  the  operation  of  the  arrangements  with  respect  to 
margins  and  intervention,  including  intramarginal  intervention,  under  con- 
tinuous review.  Coimtries  would  cooperate  with  the  Fund  to  ensure  that  appro- 
priate intervention  facilities  were  available  to  all  member  countries,  and  the 
Fund  would  help  in  establishing  a  standard  framework  of  rules  or  guidelines 
as  a  basis  for  the  understandings  referred  to  in  paragraph  3  above. 

Annex   4 :   Floating  in  particular  situations :    possible   operational   provisions 

A.  Authorization 

The  criteria  and  procedures  in  accordance  with  which,  in  the  reformed  system, 
the  Fund  will  authorize  countries  to  adopt  floating  rates  in  particular  situations 
are  not  agreed.  An  illustrative  example  is  set  out  below.  Under  another,  more 
liberal  approach,  a  country  might  propose  to  the  Fund  the  adoption  of  a  floating 
rate  for  its  currency,  and  provided  that  the  country  undertook  to  conform  with 
agreed  guidelines  for  conduct  the  Fund  would  approve  such  a  proposal.  Sugges- 
tions have  also  been  made  for  a  more  restrictive  approach  than  the  one  illustrated 
below,  under  which  the  Fund  might  authorize  a  country  to  float  only  if,  inter 
alia,  it  was  satisfied  that  the  fixing  or  maintenance  of  a  par  value  would  be 
inconsistent  with  the  international  interest. 

Illustrative  example 

1.  The  Fund  would  be  empowered  to  authorize  a  country  to  adopt  a  floating 
exchange  rate : 

(a)  if  the  Executive  Board  decided,  after  taking  account  of  all  the  factors 
relevant  to  a  country's  particular  situation,  that  floating  would  be  con- 
sistent with  the  international  interest  and  more  likely  to  contribute  to 
international  payments  equilibrium  than  an  attempt  to  fix,  or  to  continue 
to  maintain,  a  par  value ;  and 

(b)  provided  that  tlie  country  undertook  to  conform  with  agreed  guidelines 
for  conduct  as  discussed  in  sections  B  and  C  of  this  Annex. 

2.  In  arriving  at  its  decision  under  paragraph  1(a)  above,  the  Executive  Board 
would  give  special  consideration  to  : 

(a)  conditions  of  particular  uncertainty  regarding  the  future  development 
of  the  country's  balance  of  payments,  in  which  floating  might  facilitate 
transition  to  a  new  par  value ; 

(b)  very  large  disequilibrating  capital  flows  ;  and 

(c)  a  rate  of  price  inflation  which  was,  and  which  was  exi)ected  to  continue 
for  some  time  to  be,  substantially  different  from  that  of  the  country's  main 
trading  partners  or  competitors. 
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3.  The  Fund  might  establish  simplified  procedures  for  authorizing  the  adoption 
of  floating  rates  by  a  country  whose  nthcial  rt>scrves  were  at  inaiipropriate  levels 
or  had  moved  inappropriately,  as  (h>ti'rniined  l)y  refereiicc  to  a  reserve  indicator. 
If  such  simplified  procedures  did  not  reiiuire  a  prior  examination  of  the  country's 
particular  situaticm  by  the  Executive  Hoard,  they  would  provide  for  .such  ex- 
amination within  a  specifletl  period  after  authorization  to  adopt  a  floating  rate 
was  given. 

B.  Guidelines  for  countries  authorized  to  adopt  floating  rates 
Countries  authorized  to  adopt  floating  rates  would  be  guided  by  the  same 
principles  governing  adjustment  action  as  countries  maintaining  par  values. 
In  particular,  in  choosing  among  different  forms  of  adjustment  action,  dome.stic 
or  external,  they  would  take  into  account  repercussions  on  (»ther  countries  as  well 
as  internal  considerations.  Countries  authorize<l  to  adopt  a  floating  exchange 
rate  would  be  subject  to  surveillance  in  the  Fund,  in  accordance  with  the 
procedures  described  in  paragraphs  r»-X  of  the  Outline;  in  this  connection,  a 
sizable  movement  in  the  exchange  rate  for  a  floating  currency  might  be  taken 
as  prima  facie  evidence  for  the  purpose  of  [laragraph  «)(b)  of  the  Outline. 
Such  countries  would  al.so.  if  appropriate,  be  liable  to  the  pressures  provided 
for  in  paragraph  10  of  the  Outline. 

In  relation  to  its  policy  for  intervention  in  exchange  markets,  a  country 
authorized  to  adopt  a  floating  rate  would  observe  guidelines  designed  to  promoti- 
exchange  market  stal)ility  and  the  international  consistency  of  policies  affecting 
exchange  rates  and  reserves.  (Juidelines  for  the  refonned  .system  will  ne«'d  to 
be  develoi>ed  by  the  Fund,  faking  account  of  experience  in  the  interim  period. 
The  following  guidelines  for  the  interim  period,'  which  provide  the  basis  for 
a  meaningful  dialogue  between  the  Fiuid  and  member  countries  with  a  view 
to  promoting  international  consistency  during  a  period  of  widespread  floating, 
have  been  established  as  a  starting  p<iint. 

(1)  A  member  with  a  floating  exchange  rate  sliould  intervene  on  the  foreign 
exchange  market  as  nwes.sjiry  to  prevent  or  moderat*-  sliarj'  and  disruiitive  fluc- 
tuations from  day  to  day  and  from  week  to  week  in  the  exchange  value  of  its 
currency. 

(2)  Subject  to  (3)  (b),  a  memlier  with  a  floating  rate  may  act.  through  interven- 
tion or  otherwise.  t(>  moderate  movements  in  the  exchange  value  ot  its  currency 
from  month  to  month  and  (pnirter  to  fpiarter.  and  is  encouraged  to  do  so.  if  nei'- 
essary,  where  factors  recognized  to  be  temporary  are  at  work.  Subje<'t  to  (1)  and 

(3)  (a),  the  member  should  n(»t  normally  act  aggressively  with  respect  to  the 
exchange  value  of  its  currency  (i.e..  should  not  so  act  as  to  depress  that  value 
when  it  is  falling,  or  to  enhance  that  value  when  it  is  rising). 

(3)  (a)  If  a  member  with  a  floating  rate  should  desire  to  act  otherwise  than  in 
accordance  with  (li  and (2)  ab(»ve  in  order  to  bring  its  exchange  rate  witliin,  or 
closer  to,  some  target  zone  of  rates,  it  should  consult  witli  the  Fund  about  this 
target  and  its  adaptation  to  changing  circumstances.  If  the  Fund  considers  the 
target  to  be  within  the  range  of  reasonable  estimates  of  the  niedium-term  norm 
for  the  exchange  rate  in  (juestion,  the  member  would  be  free,  subject  to  (."»),  to 
act  aggre.ssively  to  move  its  rate  toward  the  target  zone,  though  within  that  zone 
(2)  would  continue  to  apply. 

(b)  If  the  exchange  rate  of  a  member  with  a  floating  rate  has  moved  outside 
what  the  Fund  considers  to  be  the  range  of  rea.sonable  estimates  of  the  medium- 
term  norm  for  that  exchange  rate  to  an  extent  the  Fund  <M.n.siders  likely  to  be 
harmful  to  the  interests  of  members,  the  Fiuid  will  consult  with  the  member, 
and'"  in  the  light  of  such  consultation  may  encourage  the  member,  despite  (2) 
above  (i)  not  to  act  to  moderate  movements  toward  this  range,  or  (ii)  to  fake 
action  to  moderate  further  divergence  from  the  range.  A  member  would  not  be 
asked  to  hold  any  particular  rate  against  strong  market  pre.ssure. 

(4)  A  member  with  a  floating  exchange  rate  would  be  encouraged  to  indicate 
to  the  Fund  its  broad  objective  for  the  development  of  its  re.serves  over  a  period 
ahead  and  to  discuss  the  objective  with  the  Fund.  If  the  Fund,  taking  account  of 
the  world  reserve  situation,  considered  this  objective  trj  be  rea.sonable  and  if  the 
member's  reserves  were  relatively  low  by  this  standard,  the  member  would  be 
encouraged  to  intervene  more  strongly  under  (2)  to  moderate  a  movement  in  its 


^  These  (?udellnes  have  been  adopted  by  IMF  Exocufive  Board  Decision  Xo.  42.'?2-(74/fi7) . 
adopted  June  13,  1974.  They  are  contained  In  a  niemorandnni  referred  to  In  that  Decision 
and  should  be  understood  in  the  light  of  the  commentary  in  that  memorandum. 
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rate  when  the  rate  was  rising  than  when  it  was  falling.  If  the  member's  reserves 
were  relatively  high  by  this  standard  it  would  be  encouraged  to  intervene  more 
strongly  to  moderate  a  movement  in  its  rate  when  the  rate  was  falling  than  when 
it  was  rising.  In  considering  target  exchange  rate  zones  under  (3).  also,  the  gund 
would  pay  due  regard  to  tlie  desirability  ot  avoiding  an  increase  over  the  medium 
term  of  reserves  that  were  recognized  by  this  standard  to  be  relatively  high,  and 
the  reduction  of  reserves  that  were  recognized  to  be  relatively  low. 

(5)  A  member  with  a  floating  rate,  like  other  members,  .should  refrain  from  intro- 
ducing restrictions  for  balance  of  payments  purposes  on  current  account  trans- 
actions OT  payments  and  should  endeavor  progressively  to  remove  such  restric- 
tions of  this  liind  as  may  exist. 

(6)  Members  with  a  floating  rate  will  bear  in  mind,  in  intervention,  the  interests 
of  other  members  including  those  of  the  issuing  countries  in  whose  currencies 
they  intervene.  Mutually  satisfactory  arrangements  might  usefully  be  agreed 
between  the  issuers  and  users  of  intervention  currencies,  with  respect  to  the  use 
of  such  currencies  in  intervention.  Any  such  arrangements  should  be  compatible 
with  the  purposes  of  the  foregoing  guidelines.  The  Fund  will  stand  ready  to  assist 
members  in  dealing  with  any  problems  that  may  arise  in  connection  with  them. 
The  Executive  Board  may  decide  to  amend  these  guidelines  in  the  light  of 
experience  or  to  adapt  them  to  the  circumstances  of  individual  member  countries, 
and  in  particular  will  give  .special  consideration  to  the  manner  in  which  they 
should  be  applied  by  developing  countries,  taking  account  of  the  stage  of  evolu- 
tion of  their  exchange  markets  and  inters'ention  practices. 

C.  The  choice  of  intervention  currency  and  settlement 

In  the  reformed  system  it  will  be  necessary  to  establish  guidelines  in  relation  to 
both  the  choice  of  intervention  currency  by  a  floating  country  and  intervention  by 
other  countries  in  a  floating  currency,  as  well  as  arrangements  for  the  settlement 
of  balances  of  a  floating  ciirrency  acquired  through  intervention.  Such  guide- 
lines might  be  developed  on  the  following  lines  : 

(a)  A  floating  country  which  has  an  effective  choice  of  intervention  curren- 
cies should  normally  buy  the  weakest  of  those  currencies  and  sell  the 
strongest.  If  the  country  wishes  to  intervene  in  any  other  currency  the  agree- 
ment of  the  ifssuer  would  be  required. 

(b)  Intervention  by  other  countries  in  a  floating  currency  should  not  take 
place  (except  possibly  for  smoothing  operations  on  a  limited  scale  to  main- 
tain orderly  market  conditions  and  other  small  transactions)  without  the 
agreement  of  the  issuer. 

(c)  Where  intervention  in  a  floating  currency  takes  place  with  the  agreement 
of  the  issuer,  the  oflicial  balances  arising  out  of  such  intervention  will  be 
subject  to  .settlement  in  accordance  with  paragraph  20  of  the  Outline. 
Countrie.s  which  intervened  to  buy  a  currency  during  a  specified  i>eriod  (e.g., 
one  working  day)  immediately  before  approval  was  requested  for  that  cur- 
rency to  float  will  be  entitled  to  present  the  balances  acquired  during  that 
period  to  the  issuer  for  conversion. 

It  is  recognizetl  that,  in  connection  with  (b)  and  (e)  above,  a  special  situation 
arises  in  the  case  of  countries  which  regularly  intervene  in  a  currency  that  floats. 
It  is  envisaged  that  this  situation  would  be  covered  by  arrangements  similar  to 
those  set  out  in  section  A  paragraphs  7  and  8  of  Annex  3. 

Annex  5:  Control  over  the  aggregate  volume  of  oflScial  currency  holdings: 
possible  operational  provisions  with  illustrative  schemes 

The  principle  that  the  aggregate  volume  of  official  currency  holdings  should  be 
kept  under  international  surveillance  and  management  in  the  Fund  is  generally 
agreed.  Important  questions  concerning  the  arrangements  to  give  effect  to  this 
principle,  however,  remain  to  be  decided.  (For  a  fuller  discus.sion  of  these 
questions,  see  the  Report  of  the  Technical  Group  on  Intervention  and  Settle- 
ment.) Appropriate  arrangements  might  be  developed  on  the  lines  of  one  of  the 
three  approaches  illustrated  below. 

The  main  difference  Itetween  the  approaches  in  sections  A  and  B  concerns  the 
precision  with  wliich  they  aim  to  secure  international  control  over  aggregate  ofli- 
cial currency  holdings,  which  in  turn  would  determine  the  degree  of  asset  set- 
tlement by  countries  whose  currencies  are  held  in  reserves.  The  moi-e  mandatory 
system  in  .section  A  involves  international  agreement  in  advance  on  the  aggregate 
level  of  oflBcial  currency  holdings,  currency  by  currency,  and  provides  for  specific 
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action  by  the  Fund  to  be  taken  automatically  if  the  agreed  level  is  exceeded.  The 
"on  demand"  system  in  section  B  does  not  involve  precise  limits  agreed  interna- 
tionally in  advance  but  provides  for  Fund  surveillance  over  the  longer-term  trend 
of  currency  reserves  and  ultimately  envisages  some  form  of  acticm  by  the  Fnnd 
on  a  discretionary  basis  if  that  trend  is  found  to  be  excessive.  The  third  approach 
in  section  C  seeks  to  bridge  the  gap  between  these  approaches;  it  involves 
international  agreement  in  advance  on  an  appropriate  level  of  aggregate  official 
currency  holdings,  currency  by  currency,  as  in  the  more  mandatory  system,  and 
provides  for  specific  action  by  the  Fund,  but  in  the  first  instance  on  a  discre- 
tionary ba.si.s  and  then,  if  the  agreed  level  is  exceeded  by  more  than  a  predeter- 
mined amount,  on  a  presumptive  basis. 

A.  A  more  mandatory  system 

1.  To  ensure  close  control  over  aggregate  official  currency  holdings  and  to  promote 
full  asset  settlement,  the  Fund  would  periodically  agree  on  appropriate  levels  for 
the  official  liabilities  in  domestic  currency  of  countries  who.se  currencies  had  a 
significant  reserve  role.  If,  on  the  liasis  of  monthly  calculations,  a  country's  aggre- 
gate liabilities  increa.sed  beyond  this  agreed  level  (which  could  initially  be  the 
level  existing  at  the  restoration  of  general  convertibility),  the  issuing  country 
would  redeem  the  increase  by  transferring  reserve  assets  in  exchange  for  its  own 
currency. 

2.  Any  such  transfer  of  reserve  assets  would  be  made  in  the  first  instance,  in 
the  case  of  countries  for  whose  currencies  substitution  facilities  had  been  estab- 
lished under  paragraph  22  of  the  Outline,  to  the  Substitution  Account,  and  other- 
wise to  countries  which  volunteered  or  in  the  last  re.sort  were  designated  by  the 
Fund  to  pre.sent  the  currency  in  questi(>n  to  the  issuer  for  conversion.  In  choosing 
countries  for  designation  the  Fund  could  take  account  of  any  increase  in  coun- 
trie.s'  holdings  of  the  currency  concerned,  particularly  increases  reflecting  a 
reduction  in  holdings  of  other  re.serve  assets,  and  might  also  take  account  of  the 
absolute  level  of  countries'  holdings  of  the  currency. 

3.  Reliance  on  the  procedures  in  paragraphs  1  and  2  above  would  be  reduced 
to  tlie  extent  that  intervention  took  place  in  SDRs.  If  a  multicurrency  inters'en- 
tion  system  were  adopted,  a  group  of  countries  ( which  would  include  MCI  coun- 
tries but  which  need  not  be  restricted  to  them)  would  undertake  to  jires'^nt. 
immediately  to  the  issuing  country  for  settlement  official  currency  balances 
acquired  through  intervention  or  other  transactions  apart  from  official  settle- 
ments within  the  group  or  the  use  of  credit  facilities. 

4.  For  the  purpose  of  paragraph  1  above,  the  official  liabilities  in  domestic  cur- 
rency of  countries  who.se  currencies  had  a  significant  re.serve  role  would  be  cal- 
culated on  a  monthly  ba.sis  by  the  Fund,  using  monthly  returns  from  those 
countries  and  also  regular  reports  of  official  assets  from  all  member  countries. 
Official  liabilities  would  ccnisist  of  all  liabilities  in  domestic  currency  of  the  public 
or  private  sector  that  are  included  in  the  re.serves  of  another  member  country 
and  also  any  liabilities  to  a  Substitution  Account  or  an  Excess  Reserves  Account 
that  may  he  established  in  the  Fund,  but  wu>uld  exclude  liabilities  arising  out  of 
the  use  of  credit  facilities. 

0.  In  connection  with  official  currency  l)alances  held  outside  the  territory  of  the 
issuing  country,  e.g.,  in  Euro-currency  markets,  which  are  excluded  from  the 
definition  in  paragraph  4  above,  supplementary  arrangements — such  as  tho.se 
.suggested  in  paragraph  23(c)  of  the  Outline — would  be  needed. 

B.  An  on  demand  system 

1.  To  ensure  sufficient  control  over  the  long-term  trend  of  aggregate  official  cur- 
rency balances,  the  Fund,  in  the  context  of  its  general  surveillance  of  the  long- 
term  trend  of  global  reserves,  would  be  prepared,  if  neces.^ary,  to  recommend 
procedures  for  orderly  reductions  in  currency  reserves. 

2.  Issuing  countries  would  have  the  right  to  request  other  countries  to  limit  fur- 
ther accumulation  of  I)alances  of  their  currencies.  (,n  the  lines  suggested  in  para- 
graph 23(a)  of  the  Outline,  and  countries  would  respect  such  requests. 

3.  In  connection  with  official  currency  balances  held  outside  the  territory  of  the 
issuing  country,  e.g..  in  Euro-currency  markets,  sni>plementary  arrangements — 
such  as  those  "suggested  in  paragraph  23(c)  of  the  Outline — might  be  desirable. 

C.  A  third  possible  approach 

1.  To  ensure  sufficient  control  over  aggregate  official  currency  holdings  and 
to  promote  a  sufficient  degree  of  asset  settlement,  the  Fund  would  periodically 
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agree  appropriate  levels  for  the  oflBcial  liabilities  of  countries  whose  currencies 
had  a  significant  reserve  role.  If,  on  the  basis  of  quarterly  calculations,  a  coun- 
try's aggregate  liabilities  increased  beyond  this  agreed  level,  the  Fund  would 
examine  the  situation  and,  if  it  were  found  to  reflect  longer-term  rather  than 
temporary  and  reversible  factors,  the  Fund  could  decide  that  the  issuing  coun- 
try should  redeem  the  increase  by  transferring  reserve  assets  in  exchange  for  its 
own  currency. 

2.  In  any  event,  if  the  country's  aggregate  liabilities  exceeded  the  agreed 
level  by  more  than  a  predetermined  amount,  the  issuing  country  would  redeem 
the  increase  by  transferring  reserve  assets  in  exchange  for  its  own  currency, 
unless  the  Fund  decided  otherwise. 

3.  Any  such  transfer  of  reserve  assets  would  be  made  in  the  first  instance, 
in  the  case  of  countries  for  whose  currencies  substitution  facilities  had  been 
established  under  paragraph  22  of  the  Outline,  to  the  Substitution  Account. 
and  otherwise  to  countries  which  volunteered  or  in  the  last  resort  were  desig- 
nated by  the  Fund  to  present  the  currency  in  question  to  the  issuer  for  conver- 
sion. In  choosing  countries  for  designation  the  Fund  could  take  account  of  any 
increase  in  countries'  holdings  of  the  currency  concerned,  particularly  increases 
reflecting  a  reduction  in  holdings  of  other  reserve  assets,  and  might  also  take 
account  of  the  absolute  level  of  countries'  holdings  of  the  currency. 

4.  Reliance  on  the  procedures  in  paragraphs  1-3  above  would  be  reduced  to  the 
extent  that  intervention  took  place  in  SDKs.  If  a  multicurrency  intervention  sys- 
tem were  adopted,  a  group  of  countries  (which  would  include  MCI  countries  but 
which  need  not  be  restricted  to  them)  would  undertake  to  present  immedi- 
ately to  the  issuing  country  for  settlement  official  currency  balances  acquired 
through  intervention  or  other  transactions  apart  from  official  settlements  within 
the  group  or  the  use  of  credit  facilities. 

5.  For  the  purpose  of  paragraphs  1-2  above,  the  official  liabilities  in  domestic 
currency  of  countries  whose  currencies  had  a  significant  reserve  role  would 
be  calculated  on  a  monthly  basis  by  the  Fund,  using  monthly  returns  from  those 
countries  and  also  regular  reports  of  official  assets  from  all  member  countries. 
Official  liabilities  would  consist  of  all  liabilities  in  domestic  currency  of  the 
public  or  private  sector  that  are  included  in  the  reserves  of  another  member 
country  and  also  any  liabilities  to  a  Substitution  Account  or  an  Excess  Reserves 
Account  that  may  be  established  in  the  Fund,  but  would  exclude  liabilities  aris- 
ing out  of  the  use  of  credit  facilities. 

6.  In  connection  with  official  currency  balances  held  outside  the  territory 
of  the  issuing  country,  e.g.,  in  Euro-currency  markets,  which  are  excluded  from 
the  definition  in  paragraph  5  above,  supplementary  arrangements — such  as  those 
suggested  in  paragraph  23(c)    of  the   Outline — would  be  needed. 

Annex  6:  Elasticity:  possible  additional  forms 

Besides  credit  facilities  the  following  additional  forms  of  elasticity  have 
been  suggested,  but  are  not  agreed.  ( For  a  fuller  discussion,  see  the  Report  of  the 
Technical  Group  on  Intervention  and  Settlement.) 

A.  Under  a  more  mandatory  system 

Normal  settlement  arrangements  might  be  temporarily  suspended  or  relaxed 
by  international  agreement  in  the  Fund. 

B.  Under  an  on  demand  system 

The  right  of  a  member  country  to  present  currency  balances  for  conversion 
into  primary  reserve  assets  would  be  susi>ended  if  its  primary  reserves  exceeded 
a  predetermined  level  (primary  asset  holding  limit)  and  the  settlement  obliga- 
tion of  the  issuer  would  be  correspondingly  suspended.  For  this  purpose,  pri- 
mary asset  holding  limits  would  be  established  beyond  which  the  right  of  coun- 
tries to  acquire  primary  reserves  other  than  by  SDR  allocations  would  be 
suspended. 

C.  A  possible  third  approach 

Unless  the  Executive  Board  decided  otherwise,  the  right  of  a  member  country 
to  present  currency  balances  for  conver.sion  into  primary  reserve  assets  would 
be  suspended  if  its  primafy  reserves  exceeded  a  predetermined  level  (primary 
asset  holding  limit)  and  the  .settlement  obligation  of  the  issuer  would  be  cor- 
respondingly suspended.  (This  approach  differs  from  B  above  in  that  the 
primary  asset  holding  limit  is  presumptive  rather  than  automatic.) 
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Annex  7:   A   Substitution  Account:   possible   operational   provisions   with   an 

illustrative  scheme 

In  order  to  promote  the  resumption  and  maintenance  of  general  convertibil- 
ity, the  reduction  of  the  role  of  reserve  currencies,  the  development  of  the  SDR 
as  the  principal  reserve  asset  and  the  achievement  of  a  more  stable  pattern  of 
reserve  composition,  i.  is  agreed  that  the  Fund  would  have  authority  to  estab- 
lish a  Substitution  Account  through  which  SDRs  may  be  issued  in  exdiange  for 
reserve  currencies.  A  number  of  important  (juestions  would  need  to  be  resolved 
before  such  an  Account  was  established.  In  particular,  it  would  be  necessary  to 
agree  upon  the  precise  limits  for  the  total  amount  of  SDRs  which  could  be  issued 
through  the  Account  and  upon  the  factors  mentioned  in  paragraph  G  below  con- 
cerning the  terms  and  conditions  to  be  applied  to  the  sulistituted  currency 
balances.  (For  a  fuller  discussion  of  the  question  of  sul»slitution,  see  the  Re- 
ports of  the  Technical  Groups  on  Intervention  and  Settlement,  and  on  Global 
Liquidity  and  Consolidation.)  One  possible  form  of  a  Substitution  Account — 
which  provides  for  a  continuing  facility  for  substitution  up  to  the  amount  of 
.balances  outstanding  at  the  time  that  the  Account  is  establislied — c-ould  be  de- 
veloped on  the  lines  illustrated  in  the  following  paragraphs.  It  has  al.so  been 
suggested  that  it  might  be  appropriate  to  have  a  ouce-for-all  substitution  rather 
than  a  continuing  facility. 

Illustrative  scheme 

Access  by  holders  of  reserve  currency  balances 

1.  Member  countries  that  wished  to  exchange  olTicial  hohlings  of  currencies 
(for  which  substitution  facilities  had  been  established)  for  SDRs  would  be  en- 
titled to  buy  SDRs  from  the  Substitution  Account  in  exchange  for  such  cur- 
rency balances  subject  to  any  rules  which  may  be  agreed.  If  appropriate  at  the 
time  when  such  an  Account  was  established,  a  sulistantial  initial  use  of  the 
Account  might  be  negotiated.  Countries  would  not.  however,  be  able  to  ac(iuire 
currency  balances  in  exchange  for  SDRs  from  the  Substitution  Account.  If  the 
Substitution  Account's  holding  of  a  currency  at  any  time  exceeded  the  agreed 
level  mentioned  in  paragraph  2  below  the  issuing  country  would  redeem  the 
excess  by  transferring   SDRs   to   the   Substitution  Account. 

Access  by  issuing  countries 

2.  Issuers  of  currencies  for  which  substitution  facilities  were  established 
would  be  entitled  to  buy  SDRs  from  the  Substitution  Account  in  exchange  for 
their  own  currency  to  the  extent  of  any  decrea.se  in  their  otficial  liabilities  in  their 
own  currency  below  a  maximum  level  to  be  agreed,  which  would  l)e  tlie  level  exist- 
ing at  the  time  that  the  Account  is  established.  Official  liabilities  would  con.sist 
of  all  liabilities  in  domestic  currency  of  the  public  or  private  .sector  that  are  in- 
cluded in  the  reserves  of  another  meml)er  country  and  also  any  lial>ilities  in 
domestic  currency  to  a  Substitution  Account  or  an  Excess  Reserves  Account  that 
may  be  established  in  the  Fund,  but  would  exclude  liabilities  arising  out  of  the 
use  of  credit  facilities. 

3.  Provision  could  be  made  for  the  issuers  to  amortize  balances  of  their  cur- 
rency held  by  the  Substitution  Account :  and  to  the  extent  that  such  amortization 
resulted  in  a  reduction  in  the  total  of  liabilities  as  defined  above,  the  agreed  level 
in  paragraph  2  above  would  be  correspondingly  reduced. 

General  provisions 

4.  In  accordance  with  the  above,  the  Fund  would  be  authorized  to  create  SDRs 
and  issue  them  through  the  Substitution  Account  in  exchange  for  currency  bal- 
ances either  to  the  holders  or  to  the  issuers  of  such  balances. 

o.  The  Substitution  Account  would  further  be  authorized  to  engage  in  the 
following  operations : 

(a)  to  pay  interest  in  SDRs  on  the  SDRs  issued  : 

(b)  in  consultation  with  issuers  of  the  currency  balances  received,  to  em- 
ploy those  balances  in  appropriate  forms  of  investments:  and 

fc)  to  receive  amortization  payments  in  SDRs  from  the  issuers  of  currency 
balances  held  in  the  Account  and  to  return  equivalent  amounts  of  their  cur- 
rency to  the  issuers  against  .such  payments. 

6.  Prior  to  establishment  of  the  Account,  agreement  would  have  to  be  reached 

between  the  Fund  and  issuing  countries  regarding : 

(a)   interest  on  E\ind  holdings  of  substituted  balances; 
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(b)  the  denomination  of  Fund  claims  on  issuing  countries  arising  from 
the  Account's  operations ; 

(c)  the  disposition  of  any  profits  and  losses  arising  from  the  Account's 
operations ;  and 

( d )  arrangements  for  amortization  of  substituted  balances. 

7.  Procedures  will  be  drawn  up  regulating  the  liquidation  of  the  Account  and 
termination  of  an  individual  country's   relationship   with  the  Account. 

Annex  8 :  SDR  allocation  and  cancellation :  possible  operational  provisions 

1.  It  is  envisaged  that  the  existing  Articles  of  Agreement  relating  to  the  principles 
governing  SDR  allocations  and  cancellations  would  remain  unchanged.  The  de- 
termination of  global  reserve  needs  and  of  appropriate  rates  of  change  over  time 
would  continue  to  be  based  on  the  use  of  statistical  indicators  subject  to  a  process 
of  assessment  that  would  give  due  weight  to  symptoms  of  reserve  stringency  or 
ease. 

2.  It  is  recognized  that  the  determination  of  global  reserve  needs  will  need  to  be 
consistent  with  other  provisions  of  the  reform,  in  particular  the  arrangements 
for  convertibility  and  adjustment,  and  that  the  criteria  used  to  assess  appropri- 
ate levels  and  rates  of  change  in  global  reserves  must  remain  the  subject  of  study. 
(For  a  fuller  discussion  of  the  determination  of  global  reserve  needs,  see  the  Re- 
port of  the  Technical  Group  on  Global  Liquidity  and  Consolidation.) 

3.  It  has  been  suggested,  but  not  agreed,  that  there  are  a  number  of  factors  to 
which  additional  emphasis  may  need  to  be  given  in  the  future.  Such  factors  men- 
tioned in  the  Report  of  the  Technical  Group  on  Global  Liquidity  and  CJonsolida- 
tion  are  the  following : 

(a)  the  distribution  of  reserve  holdings,  in  particular  when  large  reserve 
holdings  are  heavily  concentrated  in  countries  that  are  unlikely  to  face  com- 
mensurate deficits  in  the  near  term  ; 

(b)  short-term  capital  flows  and,  in  particular,  shifts  between  private  and 
oflBcial  holdings ; 

(c)  foreign  indebtedness  and  the  level  of  debt  service  payments,  to  the  ex- 
tent that  these  factors  contribute  to  the  vulnerability  of  countries  to  swings 
in  their  net  external  positions ;  and 

(d)  the  possibility  that  the  low  degree  of  monetization  of  the  economies  of 
less  developed  areas  might  lead  to  an  underestimation  of  their  reserve  needs. 

Other  factors  are  mentioned  in  the  Report  of  the  Technical  Group  on  the  Trans- 
fer of  Real  Resources. 

Annex  9:  Valuation  of  the  SDR:  possible  operational  provisions 

Four  possible  techniques  for  determining  the  value  of  the  SDR  in  transactions 
against  currencies  have  been  elaborated,  as  described  below. 

A.  The  "standard  basket"  technique 

1.  This  would  involve  setting  the  transactions  value  of  the  SDR  as  equal  to  that 
of  a  basket  of  currencies.  The  amounts  of  each  currency  in  the  basket  would  be 
specified  for  a  considerable  i)eriod  ahead,  and  the  value  of  SDR  l.OO  in  terms  of 
any  one  currency  would  be  the  value  of  the  amounts  of  each  of  the  currencies  in 
the  basket  expressed  in  terms  of  this  one  currency  at  the  prevailing  spot  rates. 
Under  this  approach  an  appreciation  (depreciation)  of  any  currency  in  the 
basket  in  terms  of  all  other  currencies  would  raise  (lower)  the  value  of  the  SDR 
in  terms  of  each  other  currency. 

2.  If  it  were  desired  to  give  the  SDR  a  stronger  capital  value  than  would  result 
from  this  approach,  it  would  be  possible  to  introduce  regular,  small  and  uniform 
increases  in  the  amount  of  each  currency  in  the  basket.  The  effect  of  the  result- 
ing appreciation  in  the  capital  value  of  the  SDR  on  its  total  yield  could  be  offset 
by  a  corre.sponding  reduction  in  the  interest  rate. 

B.  The  "asymmetrical  basket"  technique 

The  asymmetrical  basket  would  set  the  value  of  the  SDR  equal  to  that  of  a 
basket  of  currencies  ;  but  whenever  any  currency  in  the  basket  was  devalued,  the 
number  of  units  of  that  currency  in  the  basket  would  be  increased  in  proiK>r- 
tion  to  the  deviation  of  the  new  par  value  from  the  previous  par  value.  When  a 
currency  in  the  basket  floated  downwards,  the  number  of  units  of  that  currency 


EXHIBITS  617 

in  the  basket  would  be  increased  in  a  similar  way.^  This  would  prevent  exchange 
rate  changes  associated  with  devaluations  or  downward  floating  resulting  in 
reductions  of  the  transactions  value  of  the  SDR  in  terms  of  other  currencies. 
However,  a  revaluation  or  upward  float  of  any  currency  in  the  basket  would  still 
raise  the  value  of  the  SDR  in  terms  of  other  currencies  as  under  the  standard 
basket. 

C.  The  "adjustable  basket"  technique 

1.  Under  the  third  technique,  the  value  of  the  SDR  would  be  set  equal  to  that 
of  a  basket  of  currencies;  but  the  treatment  given  to  devaluations  and  down- 
ward floats  under  the  asymmetrical  basket  would  be  extended  to  revaluations 
and  upward  floats  as  well.  This  would  prevent  the  exchange  rate  changes  as- 
sociated with  all  par  value  changes  and  all  floats  from  influencing  the  value  of 
the  SDR  in  terms  of  other  currencies.  Under  this  approach  the  long-term  evolu- 
tion of  the  value  of  the  SDR  in  terms  of  currencies  would  be  determined  by  the 
balance  between  revaluations  and  devaluations,  so  that  the  role  of  the  basket 
would  be  to  define  where,  within  the  margins,  the  precise  value  of  the  SDR 
would  be  on  any  day. 

2.  If  it  were  desired  to  give  the  SDR  a  stronger  capital  value  than  that  produced 
by  the  balance  between  revaluations  and  devaluations,  it  would  be  possible  to  in- 
troduce regular,  small  and  uniform  increases  in  the  amount  of  each  currency 
in  the  basket.  The  effect  of  the  resulting  appreciation  in  the  capital  value  of  the 
SDR  on  its  total  yield  could  be  offset  by  a  corresponding  reduction  in  the  interest 
rate. 

D.  The  "par  value"  technique 

1.  The  fourth  technique  would  involve  setting  the  transactions  value  of  the  SDR 
at  par,  or  at  some  spe<"ified  distance  (e.g.,  half  the  established  margin)  away 
from  par.  This  would  mean  that  an  exchange  rate  change  that  corresponds  to  a 
par  value  change  would  be  fully  reflected  in  the  transactions  value  of  the  SDR 
against  the  currency  w^hose  par  value  had  been  changed,  and  would  leave  the 
transactions  value  of  the  SDR  in  terms  of  all  other  currencies  unchanged.  Hence 
the  change  over  time  in  the  value  of  the  SDR  in  terms  of  currencies  would  be 
determined  under  this  approach,  as  under  the  previous  one,  by  the  balance  be- 
tween devaluations  and  revaluations.  To  give  statistical  content  to  this  "balance" 
it  would  be  necessary  to  make  a  selection  of  currencies  and  to  assign  weights 
to  them,  but  this  approach  differs  from  the  three  other  approaches  discussed  in 
that  it  would  not  require  for  its  introduction  agreement  on  a  basket. 

2.  If  it  were  desired  to  give  the  SDR  a  stronger  capital  value  than  that  produced 
by  the  balance  between  revaluations  and  devaluations,  it  would  be  possible  to  do 
so  by  provision  for  uniform  ixir  value  changes.  The  effect  of  the  resulting  ap- 
preciation in  the  capital  value  of  the  SDR  on  its  total  yield  could  be  offset  by  a 
corresjwnding  reduction  in  the  interest  rate. 

Annex   10:   The   special  interests   of  developing  countries 

It  is  generally  agreed  that  one  of  the  important  objectives  of  reform  of  the  world 
monetary  and  economic  order  should  be  the  promotion  of  economic  development, 
and  that  to  this  end  the  net  flow  of  real  resources  to  developing  countries  should 
be  given  positive  encouragement.  This  objective  is  given  specific  recognition  in 
the  arrangements  proposed  at  various  iwints  throughout  the  Outline,  as  noted 
further  in  section  A  below.  However,  the  Outline  is  concerned  essentially  with 
the  monetary  aspects  of  the  world  economic  system,  and  it  has  been  recognized 
that,  in  relation  to  this  objective  particularly,  the  attainment  of  the  purposes  of 
the  reform  depends  also  uiwn  consistent  arrangements  being  made  in  other  areas, 
as  discussed  in  section  R  below.  (For  a  fuller  discussion  of  questions  concerning 
the  transfer  of  real  resources  to  developing  countries,  see  the  Report  of  the 
Technical  Group  on  the  Transfer  of  Real  Resources. ) 

A.  Special  provisions  in  international  monetary  arrangements 

1.  In  discussion  of  the  l>etter  working  of  the  adjustment  process,  it  has  been 
agreed  that  all  countries  should  be  guided  by  the  same  principles  concerning  ad- 

1  Various  formulas  miRht  be  constructe<l  to  approximate  the  desired  result.  For  example, 
the  number  of  units  of  a  downward  floating  currency  in  the  basket  mipht  be  increased  In 
proportion  to  a  weighted  average  of  the  depreciation  of  the  market  rate  from  the  former 
parity  as  against  each  of  the  nonfloatlng  currencies  in  the  basket. 
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justment  action.  At  the  same  time  it  has  been  recognized  tlhat  there  are  special 
characteristics  of  developing  countries  which  make  it  difficult  for  them  to  achieve 
prompt  adjustment  without  seriously  damaging  their  long-term  development  pro- 
grams. Such  characteristics  include  the  dependence  of  many  developing  coun- 
tries upon  a  limited  range  of  exports,  often  of  primary  commodities  for  which 
the  elasticities  of  both  supply  and  demand  are  low,  which  can  give  rise  to  partic- 
ularly shai-p  fluctuations  in  their  external  payments  positions.  It  has  also  been 
recognized  that  in  many  instances  an  imbalance  in  the  external  i>osition  of  an 
individual  developing  country  will  not  have  significant  international  repercus- 
sions. While  it  would  be  inconsistent  with  a  one-world  approach  to  international 
monetary  reform  and  with  international  payments  equilibrium  to  exclude 
developing  countries  from  the  adjustment  procedures  on  these  grounds,  it  has 
been  agreed  that  these  special  characteristics  should  be  taken  into  account  in  as- 
sessing both  the  need  for  adjustment  action  and  the  possible  application  of 
graduated  pressures  and  in  considering  the  forms  of  policy  action  which  develop- 
ing countries  feel  it  necessary  to  take. 

2.  It  has  been  agreed  that  other  countries  should  apply  adjustment  measures  in  a 
manner  designed  to  protect  the  net  flow  of  real  resources  to  developing  countries, 
by  maintaining  or  where  possible  increasing  aid  flows  to  them,  and  by  ensuring 
as  far  as  possible  the  free  access  of  developing  countries  to  both  the  goods  and  fi- 
nancial markets  of  developed  countries.  Provision  is  also  made  for  the  regular 
review  of  the  aggregate  flow  of  real  resources  to  developing  countries  and  its 
financing  in  the  context  of  Fund  surveillance  of  the  adjustment  process. 

3.  Account  has  been  taken  of  the  special  concerns  of  developing  countries  in  rela- 
tion to  global  liquidity.  In  particular,  it  has  been  envisaged  that  better  interna- 
tional management  of  international  liquidity  should  ensure  the  equitable  distri- 
bution of  official  reserves  and  of  access  to  official  credit  facilities  among  all  Fund 
members.  Note  has  been  taken  of  the  arguments  pointing  towards  special  needs 
for  balance  of  payments  financing  and  it  has  been  suggested  that  these  argu- 
ments should  be  further  considered  in  the  context  of  future  assessments  of  global 
reserve  needs.  Further  consideration  is  being  given  to  the  Fund's  compensatory 
finance  and  buffer  stock  facilities.  The  Executive  Board  has  been  urged  to  pro- 
ceed to  an  early  formulation  and  adoption  of  a  new  facility  under  which  develop- 
ing countries  might  receive  longer-term  balance  of  payments  finance. 

4.  It  has  been  argued  that  developing  countries  may  have  a  particular  need  for 
some  degree  of  freedom  to  choose  the  composition  of  their  reserves,  for  example 
to  enable  them  to  hold  currency  balances  against  their  official  borrowings  in 
certain  private  markets,  and  it  is  agreed  that  such  freedom  should  be  accom- 
modated in  the  future  settlement  arrangements  insofar  as  it  is  consistent  with  the 
overall  objectives  of  the  reform.  For  their  part,  the  developing  countries  have 
recognized  the  need  for  international  cooperation  in  the  management  of  currency 
reserves  and  the  importance  of  avoiding  disequilibrating  movements  of  official 
funds. 

5.  Finally,  the  possibility  of  establishing  a  link  between  development  assistance 
and  SDR  allocation  in  the  context  of  the  reform  has  been  clo.sely  examined  and 
the  technical  feasibility  of  different  possible  forms  of  such  a  link  has  been 
thoroughly  explored.  (For  a  fuller  discussion  of  these  questions,  see  the  Reix>rt 
of  the  Technical  Group  on  the  SDR  Link  and  Related  Proposals.)  The  establish- 
ment of  a  link  has  not  been  agreed.  It  is  however  generally  agreed  that,  if  a  link 
were  to  be  established,  the  amount  of  SDR  allocations  and  the  principal  charac- 
teristics of  SDRs  sliould  continue  to  be  determined  solely  on  the  basis  of  global 
monetary  requirements  and  that  these  characteristics  should  be  the  same  for  all 
SDRs  whether  distributed  through  normal  allocations  or  through  a  link. 

B.  The  consistency  of  arrangements  in  other  areas 

1.  As  noted  above,  it  has  been  recognized  that,  to  attain  the  objective  of  promot- 
ing economic  development,  consistent  arx'angements  are  needed  in  other  areas  of 
the  world  economic  system.^  Specifically,  this  would  involve  arrangements  for 
international  trade  under  which  commercial  policies  would  be  designed  to 
encourage  developing  countries'  exports  of  manufactures  as  well  as  of  primary 
commodities.  It  would  also  involve  an  increasing  flow  of  capital  to  developing 


1  This  question  was  also  the  subject  of  discussion  during  the  Sixth  Special  Session  of 
the  General  Assembly  of  the  United  Nations. 
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countries,  both  through  stei>s  to  ensure  that  the  access  of  developing  countries 
and  deveh)i)ment  finance  institutions  to  worhl  financial  markets  was  as  free  as 
possible  from  legal  or  administrative  constraints  and  through  an  increase  in 
official  development  assistance  on  concessionary  terms  to  those  countries  which 
are  unable  to  borrow  in  private  financial  nuirkets. 

2.  Tliese  aspects  of  the  world  economic  order  go  beyond  the  work  on  reform  of 
tlie  international  monetary  system  which  the  Committee  has  undertaken  and 
concern  other  international  institutions.  It  is  recommeuded  that  further  work 
should  be  undertaken  on  the  following  : 

(a)  the  amounts  and  quality  of  official  development  assistance  ; 

(b)  a  review  of  the  policies  and  procedures  of  multilateral  development  finance 
institutions : 

(c)  the  improvement  of  access  to  financial  markets  in  general ;  and 

(d)  international    financing   schemes   for   commodity    regulation   and   price 
st4ibilization. 

It  is  also  recommended  that  a  joint  Ministerial  Committee  of  the  Pund  and 
World  I'.ank  should  be  establislied  to  carry  forward  the  study  of  these  questions 
after  the  Ccmimittee  of  the  Hoard  of  Governors  on  Reform  of  the  International 
Monetary  System  and  Related  Issues  has  complete<l  it-s  work,  and  to  recommend 
measures  to  be  adopted  in  order  to  implement  its  conclusions.  It  is  further  recom- 
mended that  the  proposed  Committee  should  give  urgent  attention  to  the  problems 
of  the  developing  countries  most  seriously  affected  i>y  exceptional  balance  of 
payments  difficulties  in  the  current  situation,  bearing  in  mind  the  need  for 
coordination  with  other  international  liodies.  It  has  l)een  suggested  tiiat  the 
l!roiK>sed  Conunittee  should  be  set  up  by  parallel  Resolutions  of  the  respective 
Hoards  of  (Jovernors.  and  that  these  Resolutions  sliould  i^rovide  for  the  i>ar- 
ticipationof  other  international  agencies,  so  as  to  ensure  a  (•i>ordinated  approach. 
Among  the  questions  that  will  need  to  be  .settled  are  the  composition  and  pro- 
cedures of  the  Committee,  as  well  as  arrangements  for  carrying  out  wt»rk  at  the 
technical  level. 


Exhibit  72. — International  Monetary  Fund  press  release,  June  13,  1974,  on 
establishment  of  an  Interim  Committee  of  the  Board  of  Governors  of  the 
International  Monetary  Fund  on  the  International   .Monetary  System 

The  Executive  Directors  of  the  Fund  are  submitting  to  the  Board  of  Governors 
a  draft  resolution  recommending  the  establishment  of  an  Interim  Committee  of 
the  Board  of  Governors  on  the  International  Monetary  System  whicli  sliall  advise 
the  Board  of  Governors  in  supervising  the  management  and  adaptation  of  the 
international  monetary  system,  including  the  continuing  operation  of  the  adjust- 
ment process,  and  in  this  connection  reviewing  developments  in  global  liquidity 
and  the  transfer  of  real  resources  to  developing  countries;  considering  propo.sals 
by  the  I^xecutive  Directors  to  amend  the  Articles  of  Agreement ;  and  dealing  with 
sudden  di-sturbances  that  might  threaten  the  system. 

Tlie  members  of  the  Committee  will  be  Governors  of  the  Fund,  ministers  or 
others  of  comj)arable  rank.  Each  member  country  of  the  Fund  that  apiK)ints  an 
Executive  Director  (the  T'nited  States,  the  FniffHl  Kingdom,  Germany,  France, 
and  Japan!  and  each  group  of  member  countries  that  elected  an  Executive 
Director  will  appoint  one  member  of  the  Conunittee — 20  in  all.  In  addition,  each 
of  the  20  constituencies  will  appoint  7  associates.  The  executive  director  of  each 
constituency  will  also  attend  the  CommitttM^  meetings. 

The  Interim  Committee  will  serve  until  a  permanent  and  representative 
Council  of  Governors  with  decisionmaking  powers  can  be  established  through  an 
amendment  of  the  Fund's  Articles  of  Agreement. 


Exhibit  73. — International  Monetary  Fund  press  release,  June  13,  1974,  announc- 
ing the  establishment  of  a  new  oil  facility  in  the  Fund  to  assist  member 
countries 

The  Fund  has  decided  on  the  establishment  of  a  facility  under  which  resources 
will  be  made  available  to  member  countries  to  assist  them  to  meet  the  impact  on 
the  balances  of  pa.vment.s  of  increases  in  the  costs  of  petroleum  and  petroleum 
products.  Resources  made  available  under  this  decision  will  be  supplementary 
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to  any  assistance  that  members  may  obtain  under  other  policies  on  the  use  of 
tlie  Fund's  resources. 

Requests  for  purchases  under  the  Fund  decision  will  be  met  by  the  Fimd, 
subject  to  certain  limits,  if  the  Fund  is  satisfied  that  the  member  needs  assistance 
because  of  the  increases  in  the  cost  of  its  imports  of  petroleum  and  i:»etroleum 
products  in  1974  and  because  it  has  a  balance  of  payments  need.  The  Fund  will 
assess  each  request  in  order  to  determine  whether,  and  the  extent  to  which,  the 
member  has  such  a  balance  of  payments  need.  A  member  that  has  made  a 
purchase  under  this  decision  will  be  expected  to  cooperate  with  the  Fund  to  find 
appropriate  solutions  for  its  balance  of  payments  problems. 

A  further  condition  for  access  to  the  facility  is  that  the  member  represents  that 
it  is  following  ix)licies  not  inconsistent  with  the  undertakings  set  forth  in  para- 
graph 2  of  the  Rome  Communique  of  the  ad  hoc  Committee  of  the  Board  of 
Governors  on  Reform  of  the  International  Monetary  System  and  Related  Issues 
and  in  Executive  Board  Decision  No.  4134- (74/4). 

Fund  lending  of  resources  under  this  facility  would  be  repaid  as  soon  as  the 
balance  of  payments  problem  for  which  the  purchase  had  been  made  was  over- 
come, and  in  any  event  in  sixteen  equal  quarterly  installments  to  be  completed 
not  later  than  seven  years  after  the  purchase. 

Interest  on  Fund  borrowings  from  members  in  connection  with  the  facility 
would  be  at  an  annual  rate  of  seven  percent,  and  corresponding  rates  would  l)e 
charged  to  members  that  draw  under  the  facility.  Various  members  thus  far 
have  provisionally  agreed  to  make  resources  available  to  the  Fund  in  connection 
with  this  facility.  They  include  Abu  Dhabi,  Canada,  Iran,  Kuwait,  Libya,  Oman, 
Saudi  Arabia,  and  Venezuela.  Resources  available  to  the  Fund  from  these 
countries  would  total  initially  the  equivalent  of  about  three  billion  units  of 
special  drawing  rights. 

Not  later  than  September  15,  1974,  the  Executive  Directors  of  the  Fund  will 
review  developments  since  the  adoption  of  this  decision  in  the  light  of  the  Fund's 
existing  and  prospective  liquidity.  A  further  review  will  be  conducted  not  later 
than  December  31,  1974. 


Exhibit  74. — International  Monetary  Fund  press  release,  June  13,  1974,  announc- 
ing decisions  on  valuation  and  interest  rate  of  the  special  drawing  right, 
remuneration,  and  Fund  charges 

The  Executive  Directors  of  the  Fimd  have  adopted  decisions  establishing  a  new 
method  of  valuing  the  special  drawing  right  (SDR)  in  tei-ms  of  currencies,  a 
higher  interest  rate  of  the  SDR,  and  new  rates  of  remuneration  and  charges  in 
the  Fund's  General  Account. 

During  its  meeting  in  Rome  January  17-18,  1974,  the  Committee  of  the  Board 
of  Governors  of  the  International  Monetary  Fund  on  Reform  of  the  Interna- 
tional Monetary  System  and  Related  Issues  (Committee  of  Twenty)  agreed  that, 
for  an  interim  period  and  without  prejudice  to  the  method  of  valuation  to  be 
adopted  in  the  reformed  system,  it  w^ould  be  appropriate  to  base  the  valuation  of 
the  SDR  on  a  "basket"  of  currencies.  The  Committee  of  Twenty  invited  the  Fund's 
Executive  Directors  to  work  urgently  on  the  composition  of  a  liasket  of  currencies, 
the  effective  interest  rate,  and  other  outstanding  questions,  with  a  view  to  early 
adoption  by  the  Fund  of  this  method  of  valuation. 

The  Executive  Directors  have  adopted  a  decision  to  give  effect  to  the  standard 
basket  system  of  valuation  for  the  interim  period  prior  to  amendment  of  the 
Fund's  Articles  of  Agreement.  The  amended  rules  provide  that,  for  the  pun^s^ 
of  determining  the  exchange  rate  in  terms  of  special  drawing  rights  for  a  cur- 
rency, one  SDR  will  be  set  equal  to  a  basket  of  currencies  of  the  following  com- 
position (in  percent)  : 

United  States 33  Sweden 2.5 

Germany 12.5  Australia   1.5 

United   Kingdom 9  Spain 1.5 

France   7.5  Norway 1.5 

Japan   7.5  Denmark   1.5 

Canada 6  Austria 1 

Italy 6  South  Africa 1 

Netherlands 4.  5 


Belgium   3.5  100 
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The  currencies  included  in  the  SDR  basket  are  those  of  the  16  countries  that 
had  a  shJire  in  world  exports  of  goods  and  services  in  excess  of  1  ijercent  on 
average  over  the  5-year  period  1968-72.  The  relative  weights  for  these  currencies 
were  set  broadly  proportionate  to  the  share  of  these  countries  in  international 
transactions,  using  as  proxy  for  this  purpose  average  exports  of  goods  and  serv- 
ices in  the  i>eriod  196S-72  but  modified,  particularly  with  respect  t<»  the  United 
States,  in  recognition  that  the  proxy  does  not  necessarily  provide  an  ade<iuate 
measure  of  a  currency's  real  weight  in  the  world  economy  in  all  cases.  Accordingly, 
the  U.S.  dollar  was  assigned  the  weight  of  33  ijercent  of  the  basket.  The  Fund 
will  collect  exchange  rates  of  the  basket  currencies  daily  in  order  to  calculate  a 
daily  rate  of  the  SI  >R  in  terms  of  each  of  the  16  currencies. 

The  Executive  Directors  have  adopted  a  decision  estal)lishing  the  rate  of  in- 
terest on  the  SDR  at  5  percent  ix-r  annum.  The  interest  rate  on  the  SDR  will  be 
the  same  as  the  basic  rate  of  remuneration  on  sui>er  gold  tranche  positions.  Both 
rates,  after  an  initial  period  of  6  months,  will  be  subject  to  adjustment  in  relation 
to  a  weighted  average  of  short-term  market  interest  rates  in  the  United  States, 
the  United  Kingdom,  Germany,  France,  and  Japan.  If  the  combined  market  rate 
is  below  9  percent,  the  rates  will  be  reduced  below  5  percent  by  three-fifths  of 
the  difference  between  the  combined  market  rate  and  9  i>ercent.  If  the  combined 
market  rate  is  above  11  percent,  the  rates  will  be  increased  aiiove  5  jtercent  by 
three-fifths  of  tbe  difference  between  the  comltined  nmrket  rate  and  11  i)ercent. 

However,  for  the  time  being  in  order  to  bring  the  Fund's  income  and  expendi- 
ture into  balance  without  raising  the  Fund's  charges  to  undesirably  high  levels, 
it  has  been  agreed  that,  for  the  next  '2  years,  a  lower  rate  of  remuneration  will 
be  paid  on  the  segment  corresponding  to  the  Fund's  holdings  of  currency  between 
75  and  50  percent  of  quotas.  During  any  jjeriods  when  the  basic  rate  of  remunera- 
tion is  above  3Vt  percent,  the  lower  rate  will  be  2^/^  percent  or  half  the  basic  rate 
of  remuneration,  whichever  is  the  higher.  Moreover,  the  lower  rate  will  be  in- 
creased to  the  extent  that  the  Fund's  net  income  permits.  The  provisions  in  this 
paragraph  will  be  reviewed  after  2  years  and  will  lapse  in  the  absence  of  a 
further  decision. 

Before  this  decision,  the  rate  of  interest  on  the  SDR  and  the  rate  of  remunera- 
tion had  been  1^2  percent.  These  two  rates  are  closely  linke<l  under  Article  XXVI. 
Section  3,  of  the  Fund's  Articles  of  Agreement  which  provides  that  the  SDR 
interest  rate  "shall  not  be  greater  than  twi>  percent  or  the  rate  of  remuneration, 
whichever  is  higher,  or  smaller  than  one  percent  or  the  rate  of  remuneration, 
whichever  is  lower." 

The  Executive  Directors  luive  also  adopted  a  decision  establishing  a  revLsed 
schedule  of  charges  on  use  of  the  Fund's  resources.  The  revised  charges,  except 
those  resulting  from  purchases  under  the  oil  facility,  range  from  4  percent  on 
amounts  outstanding  up  to  1  year,  to  6  percent  for  amounts  outstanding  from 
4  to  5  years. 


Exhibit    75. — International    Monetary    Fund    press    release,   June    13,    1974,    on 
"Guidelines  for  the  Management  of  Floating  Rates" 

The  Executive  Directors  of  the  Fund,  and  the  Deputies  of  the  Committee  of  20. 
have  discussetl  "Guidelines  for  the  Management  of  Floating  Rates,"  as  set  forth 
in  the  [following]  memorandum.  The  members  of  the  Committee  of  20  have 
also  examined  this  memorandum.  The  Executive  Directors  have  now  decided  to 
recommend,  pursuant  to  Article  IV,  Section  4(a).  of  the  Fund's  Articles  of  Agree- 
ment, that  in  present  circumstances.  Fund  members  should  use  their  best  en- 
deavors to  observe  the  guidelines  set  forth  and  explained  in  the  memorandum. 
Consultations  with  members  with  floating  currencies  \\ill  be  based  on  the  memo- 
randum. These  guidelines  will  be  reviewed  from  time  to  time  in  order  to  make 
any  adjustments  that  may  be  appropriate. 

Introduction 

There  is  widespread  agreement  that  the  behavior  of  governments  with  respect 
to  exchange  rates  is  a  matter  of  international  concern  and  a  matter  for  consulta- 
tion and  surveillance  in  the  Fund.  This  is  no  less  true  when  rates  are  floating 
than  when  they  are  contained  within  fixed  margins  and  are  changed  by  par  value 
and  central  rate  adjustments. 
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The  Fund  cannot  legally  authorize  floating  but  it  can  exercise  surveillance  over 
the  manner  in  which  members  fulfill  their  undertaking,  under  Article  IV,  Section 
4(a),  "to  collaborate  with  the  Fund  to  promote  exchange  stability,  to  maintain 
orderly  exchange  arrangements  with  other  members  and  to  avoid  competitive 
exchange  alterations."  The  following  guidelines,  though  not  exhausting  the  pos- 
sibilities of  action  by  the  Fund  under  this  Article,  are  intended  to  provide  criteria 
that  members  would  observe  in  performing  their  undertaking  and  that  the  Fund 
would  observe  in  exercising  surveillance  in  present  circumstances. 

These  guidelines  are  based  on  the  assumption  that  in  any  situation  of  floating 
it  may  be  desirable  (a)  to  smooth  out  very  short-run  fluctuations  in  market  rates 
and  (b)  to  offer  a  measure  of  resistance  to  market  tendencies  in  the  slightly 
longer  run,  particularly  when  they  are  leading  to  unduly  rapid  movements  in  the 
rate,  and  (c)  to  the  extent  that  it  is  possible  to  form  a  reasonable  estimate  of 
the  medium-term  norm  for  a  country's  exchange  rate,  to  resist  movements  in 
market  rates  that  appear  to  be  deviating  substantially  from  that  norm.  Guide- 
lines of  this  kind  are  necessary,  inter  alia,  in  order  to  arrive  at  a  clear  conception 
of  what  competitive  exchange  alter,ation  is,  and  to  provide  safeguards  against  it. 

The  guidelines  also  take  into  account : 

(a)  that  national  policies,  including  those  relating  to  domestic  stabilization, 
should  not  be  subjected  to  greater  constraints  than  are  clearly  necessary  in  the 
international  interest ; 

(b)  that  a  degree  of  uncertainty  necessarily  attaches  to  any  estimate  of  a 
medium-term  normal  exchange  rate,  that  this  uncertainty  is  particularly  great  in 
present  circumstances,  and  that  on  occasion  the  market  view  may  be  more  realistic 
than  any  ofl3cial  view  whether  of  the  country  primarily  concerned  or  of  an  inter- 
national body ;  and 

(c)  that  in  view  of  the  strength  of  short-term  market  forces  it  may  at  times 
be  unavoidable  to  forego  or  curtail  official  intervention  that  would  be  desirable 
from  the  standpoint  of  exchange  stability  if  such  intervention  should  involve  an 
excessive  drain  on  reserves  or  an  impact  on  the  money  supply  which  it  is  difficult 
to  neutralize. 

Tlie  guidelines  are  intended  to  provide  the  basis  for  a  meaningful  dialogue 
between  the  Fund  and  member  countries  with  a  view  to  promoting  international 
consistency  during  a  period  of  widespread  floating.  Tliey  are  termed  guidelines 
rather  than  rules  to  indicate  their  tentative  and  experimental  character.  They 
should  be  adaptable  to  changing  circumstances.  No  attempt  is  here  made  to  indi- 
cate the  precise  procedures  through  which  they  would  be  implemented.  These 
will  be  considered  later,  but  they  must  essentially  rest  on  an  intensification  of 
the  confidential  interchange  between  the  member  and  the  Fund. 

In  the  application  of  the  guidelines  it  is  to  be  expected  that,  in  view  of  the 
emphasis  laid  by  the  Committee  of  20  at  their  fifth  (Rome)  meeting  on  the  im- 
portance in  present  circumstances  of  avoiding  competitive  depreciation,  particular 
attention  would  be  attached  to  departures  from  the  guidelines  in  the  direction  of 
depreciation.  Special  consideration  will  also  be  given  to  the  manner  in  which  the 
guidelines  should  be  applied  by  developing  countries,  taking  account  of  the  stage 
of  evolution  of  their  exchange  markets  and  inten^ention  practices. 

The  guidelines  should  be  understood  in  the  light  of  the  commentary  which 
follows. 

The  guidelines 

1.  A  member  with  a  floating  exchange  rate  should  intervene  on  the  foreign  ex- 
change market  as  necessary  to  prevent  or  moderate  sharp  and  disruptive  fluctua- 
tions from  day  to  day  and  from  week  to  week  in  the  exchange  value  of  its 
currency. 

2.  Subject  to  3(b),  a  member  with  a  floating  rate  may  act,  through  intervention 
or  otherwise,  to  moderate  movements  in  the  exchange  value  of  its  currency  from 
month  to  month  and  quarter  to  quarter,  and  is  encouraged  to  do  so,  if  necessary, 
where  factors  recognized  to  be  temporary  are  at  work.  Subject  to  1  and  3(a), 
the  member  should  not  normally  act  aggressively  with  respect  to  the  exchange 
value  of  its  currency  (i.e.,  should  not  so  act  as  to  depress  that  value  when  it  is 
falling,  or  to  enhance  that  value  when  it  is  rising) . 

3.  (a)  If  a  member  with  a  floating  rate  should  desire  to  act  otherwise  than  in 
accordance  with  1  and  2  above  in  order  to  bring  its  exchange  rate  within, 
or  closer  to,  some  target  zone  of  rates,  it  should  consult  with  the  Fund  about 
this   target  and  its  adaptation   to  changing  circumstances.   If  the  Fund  con- 
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siders  the  target  to  be  within  the  range  of  reasonable  estimates  of  the  medium- 
term  norm  for  the  exchange  rate  in  question,  the  member  would  be  free, 
subject  to  5,  to  act  aggressively  to  move  its  rate  towards  the  target  zone,  though 
within  that  zone,  2  would  continue  to  apply. 

(b)  If  the  exchange  rate  of  a  member^with  a  floating  rate  has  moved  outside 
what  the  I'^nd  considers  to  be  the  range  of  reasonable  estimates  of  the  medium- 
term  norm  for  that  exchange  rate  to  an  extent  the  Fund  considers  likely  to  be 
harmful  to  the  interests  of  members,  the  I"\uul  will  consult  with  the  member, 
and  in  the  light  of  such  consultation  may  encourage  ^the  member,  despite  2  above, 
(i)  not  to  act  to  moderate  movements  toward  this  range  or  (ii)  to  take  action  to 
moderate  further  divergence  from  the  range.  A  memlK'r  would  not  be  asked  to 
hold  any  particular  rate  against  strong  market  pressure. 

4.  A  member  with  a  floating  exchange  rate  would  be  encouraged  to  indicate  to 
the  Fund  its  broad  objective  for  the  development  of  its  reserves  over  a  period 
ahead  and  to  di.scuss  this  objective  with  the  Fund.  If  the  Fund,  taking  account 
of  the  world  reserve  situation,  considered  the  objective  to  he  reasonable  and  if  the 
member's  resers'es  were  relatively  low  by  this  standard,  the  member  w<)uld  be 
encouraged  to  intervene  more  strongly  under  Guideline  2  to  moderate'  a  move- 
ment in  its  rate  when  the  rate  was  rising  than  when  it  was  falling.  If  the  mem- 
ber's re.serves  were  relatively  high  liy  this  standard  it  would  be  eiicouragiil  to 
intervene  more  strongly  to  moderate  a  movement  in  its  rate  when  the  rate  was 
falling  than  when  it  was  rising.  In  considering  target  exchange  rate  zones  under 
3,  also,  the  Fund  would  pay  due  regard  to  the  desirability  of  avoiding  an  increase 
over  the  medium  term  of  reserves  that  were  recognized  by  the  standard  to  be 
relatively  high,  and  the  reduction  of  reserves  that  were  recognized  to  be  rela- 
tively low. 

5.  A  member  with  a  floating  rate,  like  other  members,  .should  refrain  from  in- 
troducing restrictions  for  balance  of  payments  puriK»ses  on  current  account 
transactions  or  i>ayments  and  should  endeavor  i>rogressively  to  remf)ve  such  re- 
strictions of  this  kind  as  may  exist. 

6.  Members  with  a  floating  rate  will  benr  in  mind,  in  intervention,  the  interests 
of  other  meml)ers  including  those  of  the  isstiing  countries  in  whose  currencies  they 
intervene.  Mutually  satisfactory  arrangements  might  usefully  lie  agreed  between 
the  issuers  and  users  of  intervention  currencies,  with  resjioct  to  the  use  of  such 
currencies  in  intervention.  Any  such  arrangements  should  be  compatible  with 
the  purposes  of  the  foregoing  guidelines.  Tlie  Fund  will  stand  ready  to  assist 
members  in  dealing  with  any  problems  that  may  arise  in  connection  with  them. 

Commentary 
General 

Certain  of  the  terms  used  in  the  guidelines  may  be  defined  as  follows : 
(i)  "A  member  with  a  floating  exchange  rate"  means  a  meml>er  whose  currency 
is  floating  independently  in  the  sen.se  that  it  is  not  pegged,  within  relatively 
narrow  margins,  to  any  other  currency  or  composite  of  currencies.  Mi-mbers  whose 
currencies  are  pegged  to  particular  floating  currencies,  or  to  comi»<>sites  of  such 
currencies,  within  these  margins  would  Ih>  exempt  from  these  guidelines,  though 
not  from  any  general  principles  relating  to  adjustment.  Members  which,  though 
their  currencies  are  i>egged  to  another  currency,  change  the  peg  fre<iuently  in  the 
light  of  some  formula  relating,  e.g.,  to  price  indices,  would  be  expected  to  dis- 
cuss this  formula  and  any  changes  therein  with  the  Fund.  Members  whose  cur- 
rencies are  pegged  to  a  comiwsite  of  other  currencies  (e.g.,  members  whose 
effective  rates  are  fixed)  would  likewise  be  expe<-ted  to  discuss  with  the  Fund 
the  composite  in  question  and  any  changes  therein.  Members  whose  ctirrencies 
are  floating  jointly  under  mutual  intervention  arrangements  with  relatively 
narrow  margins  would  be  exempted  from  the  intervention  guidelines  so  far  as 
intervention  in  each  other's  curren<-ies  is  concerned,  but  would  l)e  held  responsible 
to  the  FTind  for  their  exchange  market  intervention  vis-fi-vis  the  rest  of  the  world. 
As  regards  capital  controls,  official  financing,  and  other  measures  to  influence 
capital  flows,  each  member  belonging  to  such  a  groiq)  would  be  responsible  for 
its  measures  judged  in  relation  to  its  overall  balance  of  payments  situation. 

(ii)  "Exchange  market  intervention"  would  normally  be  measured  by  the 
movement  of  reserves,  adjust(Hl  as  aiipropriate  for  compensatory  oflScial  borrow- 
ing. Consideration  might  also  1)0  given  to  including  in  the  concept  of  intervention 
changes  in  oflBcial  foreign  exchange  positions  other  than  resers-es. 
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(iii)  "Action  to  influence  an  exchange  rate"  includes,  besides  exchange  market 
intervention,  other  policies  that  exercise  a  temporary  eflfect  on  the  balance  of  pay- 
ments and  hence  on  exchange  rates,  and  that  have  been  adopted  for  that  purpose. 
Such  policies  may  take  the  form  of  oflSeial  forward  exchange  market  intervention, 
official  foreign  borrowing  or  lending,  capital  restrictions,  separate  capital  ex- 
change markets,  various  types  of  fiscal  intervention,  and  also  monetary  or  interest 
rate  policies.  Monetary  or  interest  rate  i>olicies  adopted  for  demand  management 
purposes  or  other  policies  adopted  for  purposes  other  than  balance  of  payments 
purposes  would  not  be  regarded  as  action  to  influence  the  exchange  rate. 

(iv)  Where  the  terms  "exchange  rate"  or  "exchange  value"  are  employed  with 
respect  to  any  currency  it  is  assumed  that  these  would  normally  be  expressed  in 
terms  of  effective  rates,  i.e.,  the  value  of  the  currency  would  be  measured  relative 
to  a  representative  set  of  currencies  rather  than  relative  to  its  intervention  cur- 
rency alone.  The  set  chosen  for  this  purpose  should,  in  principle,  vary  from 
country  to  country,  and  the  currencies  in  the  set  should  be  weighted  according 
to  their  importance  to  the  country  in  question.  The  composition  of  the  set  might 
be  based  on  trade  and  financial  relationships  or  on  trade  relationships  alone.  If 
trade-weighted,  it  might  be  derived  from  the  Multilateral  Exchange  Rate  Model, 
or  based  on  bilateral  trade  relationships.  In  some  cases  the  basket  used  for  the 
valuation  of  the  SDR  might  be  satisfactory  for  this  purpose  also.  In  some  cases, 
finally,  the  rate  vis-a-vis  a  single  currency  might  provide  a  satisfactox-y  approxi- 
mation to  an  effective  rate. 

On  g^iideline  1 

Known  large  once-for-all  or  reversible  transactions  would  be  largely  offset  and 
their  effects  spread  over  time.  In  addition,  intervention  would  be  undertaken  to 
moderate  large  day4o-day  or  week-to-week  movements  in  rates  due  to  specula- 
tive or  other  factors.  Such  intervention,  if  properly  conducted,  should  tend  to  net 
out  over  time. 

It  is  unlikely  to  be  necessary  for  the  issuer  of  the  principal  intervention  cur- 
rency itself  to  intervene  from  day  to  day  in  the  manner  described  in  this  guideline. 

On  guideline  3 

(i)  The  concept  of  a  medium-term  norm  for  an  exchange  rate  is  employed 
explicitly  in  (a)  and  implicitly  in  (b)  of  Guideline  3.  By  this  is  meant  a  rate  that 
would  tend  to  bring  about  equilibrium  in  the  "underlying"  balance  of  i>aymeuts, 
i.e.,  in  the  overall  balance  in  the  absence  of  cyclical  and  other  shox*t-term  factors 
affecting  the  balance  of  payments,  including  government  policies  which  are,  or,  on 
internationally  accepted  principles,  ought  to  he  temporary.  If  the  member  con- 
cerned so  proposes  and  the  Fund  agrees,  "equilibrium"  could  allow  for  an  inter- 
nationally appropriate  rate  of  increase  or  decrease  in  the  member's  reserves.  The 
"medium-term"  might  be  considered  to  refer  to  a  period  of  about  four  years.  Sea- 
sonal, speculative,  and  cyclical  factors  whose  effects  were  reversible  over  such 
a  period  would  be  ignored. 

(ii)  An  advantage  of  conceiving  medium-term  norms  or  target  zones  in  terms  of 
effective  rates  is  that  so  long  as  the  effective  rate  remains  constant  the  balance  of 
trade  or  currency  payments  of  the  floating  country  would  not  be  greatly  affected 
b.v  changes  in  the  relative  exchange  rates  of  the  currencies  of  other  countries. 
This  should  reduce  the  frequency  with  which  it  would  be  necessary  to  change  zone 
boundaries,  or  the  magnitude  of  the  changes  involved.  It  would  be  open  to  a 
member  if  it  so  desired  to  express  its  target  rate  or  zone  not  as  one  that  is 
constant  over  time  but  as  one  that  is  rising  or  falling  at  a  certain  rate  or  at  a  rate 
dependent,  for  example,  on  an  index  of  relative  price  or  cost  levels. 

(iii)  Under  Guideline  S(b),  the  Fund  v.'ould  be  authorized  to  take  the  initiative 
in  situations  where  it  considered  that  a  member's  rate  was  likely  to  become 
harmful  to  the  interests  of  members  whether  as  a  result  of  market  forces  or 
of  action  by  the  member.  Recommendations  to  a  member  under  this  provision 
would  be  made  by  the  Executive  Directors,  on  a  proposal  by  the  Managing  Di- 
rector, but  the  Managing  Director  would  not  make  such  a  proposal  except  after 
consultation  with  the  member. 

(iv)  Tlie  greater  the  degree  of  uncertainty  regarding  the  balance  of  pa.vments 
situation  and  prospects  of  a  countr.v  the  wider  would  be  the  range  of  reasonable 
estimates  of  the  medium-term  norm  for  its  exchange  rate,  and  the  wider  would 
be  the  deviation  beyond  this  range  which  would  occur  before  the  Fund  would 
make  any  suggestions  under  Guideline  3(b).  The  Fund's  right  to  make  sugges- 
tions under  this  guideline  will,  in  any  case,  be  exercised  with  restraint. 
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(v)  In  any  suggestions  the  Fund  might  make  imder  Guideline  3(b),  it  would 
give  a  preference  to  liberalizing  as  opposed  to  restricting  ways  of  exercising  a 
given  effect  on  exchange  rates,  but  would  bear  in  mind  the  distinction  between 
capital  controls  applied  for  temporary  lialance  of  payments  reasons  and  those 
applied  for  other  iK-onomic  and  social  reasons. 

On  guideline  6 

This  guideline  would  imply  that  in  their  use  of  their  customary  reserve  cur- 
rencies members  with  a  floating  rate,  while  fi'cognizing  the  nee<l  of  issuing 
countries  for  reasonabh'  freedom  of  exchange  rate  movement,  should  not  be 
precluded  from  intervening  in  a  maimer  conformable  with  the  guidelines.  Among 
the  problems  that  might  arise  regarding  the  use  of  intervention  currencies,  in 
the  resolution  of  which  the  P^und  might  be  of  .service,  are  tho.se  regarding  the 
circumstances  in  which  a  member  might  intervene  in  a  currency  other  than  its 
customary  resen'e  currency,  the  i>roblem  of  intenentions  that  move  the  value 
of  the  currency  of  inten-ention  in  an  undesirable  direction,  and  the  problem  of 
mutually  offsetting  interventions. 


Exhibit  76. — Press  release,  June  26,  1974,  announcing  proposed  rule  making  and 
proposed  reporting  forms  requiring  reports  of  the  foreign  currency  positions 
of  banks  and  other  firms 

Treasury  totlay  announced  notices  of  proposed  rule  making  and  proi>osed 
reporting  forms  re(piiring  reports  of  the  foreign  currency  iK)sitions  of  banks  and 
other  firms,  have  been  filed  for  publication  in  the  Federal  Register,  Thursday, 
June  27. 

The  new  reports  are  required  by  Title  II  of  Public  Law  03-110,  which  amende<l 
the  Par  Value  Mollification  Act.  Title  II  requires  the  Secretarj-  of  the  Treasury 
to  institute  new  statistical  rei>orts  pertaining  to  the  foreign  currency  trans- 
actions of  banks  and  other  business  firms  in  the  I'nited  States  and  of  foreign 
branches  and  majority-owned  foreign   subsidiaries  of  U.S.   firms. 

The  new  reports  will  provide  information  on  the  activities  of  large  banks  and 
other  firms  which  affe<'t  the  position  of  the  dollar  in  the  foreign  exchange  market. 

The  reports  will  provide  data  on  the  .siM>t  and  forward  positions  and  a.ssets  and 
liabilities  of  banks  and  other  firms  in  the  United  States  and  of  foreign  branches 
and  majority-ownwl  foreign  .sulisidiaries  of  U.S.  banks  and  other  finns.  Initially 
it  is  contemplated  that  reports  will  be  re<pnrcd  in  eight  major  currencies  :  Belgian 
francs,  Canadian  dollars,  Dutch  guilders,  French  franc-s,  German  marks.  .Japa- 
nese yen,  Swiss  francs,  and  UnitKl  Kingdom  pound.s. 

A  reporting  exemption  is  provided,  so  that  reports  will  be  required  only  from 
major  banks  which  are  active  in  the  foreign  exchange  markets  and  from  major 
nonbanking  firms. 

The  proiK>sed  regiilations  and  report  forms  are  l>eing  published  in  the  Federal 
Register  as  notices  of  propose<l  rule  making  and  proi)o.s(Ml  rei^rting  forms  with 
provision  for  a  30-day  period  for  written  comment  by  interested  parties.  Com- 
ments should  be  submitted  in  trii)licate  to  the  General  Counsel,  Department  of 
the  Treasury,  Washington.  D.C.  202*20.  and  should  be  receivetl  within  .30  days. 
Comments  submittal  in  response  to  the  iiroposed  rule  making  and  proposed  re- 
porting forms  will  be  available  to  the  public  on  request  unless  confidential  status 
for  the  submission  is  request etl  and  approved. 

The  proposed  forms  and  regulations  will  be  reviewed  and  revised  as  appro- 
priate in  light  of  the  comments  receivetl.  Tlie  forms  will  also  be  submitted  to  the 
OflBce  of  Management  and  Budget  for  clearance  pursuant  to  the  Federal  Reports 
Act. 


International  Trade  Affairs 

Exhibit  77.— Statement  by  Secretary  Shultz,  September  12,  1973,  at  the  Tokyo 
Ministerial  Conference  opening  the  multilateral  trade  negotiations,  on  chal- 
lenges facing  the  negotiations 

This  is  an  historic  meeting,  and  I  am  honored  to  participate  in  it.  We  join  here 
in  the  first  formal  step  toward  a  major  expansion  and  improvement  of  global 
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trading  relationships.  Wliile  these  negotiations  build  upon  what  has  been 
achieved  in  the  past,  in  the  Kennedy  round  and  earlier,  they  are  also  a  bold 
step  beyond  our  past.  Our  present  undertaking  is  broader  in  scoi>e,  more  am- 
bitious in  objective,  and  guided  by  a  clearer  view  of  economic  and  political 
realities. 

I  was  told  before  I  came  that  Tokyo  would  be  the  occasion  for  many  si>eeches 
on  the  benefits  of  open  international  trade.  I  expect  that  will  be  true.  And  I  con- 
sider it  entirely  appropriate  that  it  should  be  true.  As  we  embark  iipon  a  course 
of  negotiations  to  last  for  many  months  and  involving  details  of  endless  com- 
plexity, we  should  remind  ourselves  of  the  principles  that  should  underlie  our 
efforts.  However  obvious  these  principles  may  seem  to  us,  the  process  of  putting 
them  into  practice  has  always  been  difficult  and  is  far  from  complete. 

The  basic  principle  that  brings  us  here  is  simple  and  needs  no  great  elabora- 
tion. When  there  is  voluntary  exchange,  both  parties — the  buyer  and  the 
seller — gain.  If  they  did  not,  one  party  or  the  other  would  refuse  to  exchange. 
This  principle  is  as  valid  when  the  parties  are  in  different  countries  as  when 
they  ai"e  in  the  same  country.  Obstacles  that  governments  place  in  the  way  of 
trade,  internally  or  externally,  prevent  people  from  doing  business  that  would  be 
beneficial  to  all  participants. 

What  is  involved  is  more  than  one  country  trading  what  it  produces  most 
eflSciently  today  for  what  another  country  produces  most  eflSciently  today.  Ox>en 
trade  forces  and  stimulates  all  of  us  to  become  more  efficient.  The  wind  of  foreign 
competition  drives  businesses  in  all  countries  to  more  innovation,  greater  research 
and  development  efforts,  and  better  adaptation  to  the  wants  of  consumers. 

Our  generation  has  more  cause  to  recognize  the  force  of  these  ideas  than  any 
before  us.  We  have  been  living  through  the  greatest  and  most  widely  shared  eco- 
nomic advance  in  world  history,  and  the  greatest  expansion  of  international 
trade.  This  combination  of  developments  is.  of  course,  no  coincidence. 

The  growth  of  world  output  has  contributed  to  the  ri.se  of  trade,  but  the  rise 
of  trade  has  also  contributed  to  the  growth  of  world  output.  Greater  access  to 
markets  has  promoted  specialization  in  production,  and  thereby  the  better  use 
of  each  country's  resources.  Competitive  pressure  from  foreign  firms  has  stimu- 
lated the  growth  of  technology  and  business  acumen. 

As  a  result  of  greater  openness  in  the  world  economy,  economic  opportunities 
have  been  substantially  broadened  for  the  citizens  of  all  nations  and  the 
standard  of  living  has  improved  throughout  the  world.  Freer  trade  has  led  to 
higher  real  wages  for  working  men  and  women  and  a  v.'ide  choice  of  goods  to 
consumers. 

One  recent  development  in  economic  policy  holds  a  useful  lesson  for  all  of  us. 
Governments  in  many  parts  of  the  world,  such  as  Australia,  Japan,  Canada, 
some  European  countries,  and  the  United  States,  have  been  led  by  comi^elling 
domestic  reasons  to  reduce  unilaterally  their  tariffs  or  quotas,  without  asking 
for  reciprocal  concessions  from  others.  Although  the  circumstances  in  each  case 
may  have  differed,  this  is  a  reminder  that  we  should  not  think  of  every  reduc- 
tion of  our  own  restrictions  as  a  concession  made  for  the  benefit  of  others  and 
worthwhile  only  if  there  is  a  greater  or  at  least  equal  concession  by  others.  The 
general  principles  that  guide  our  work  suggest  that  we  gain  from  reduction  of 
our  own  barriers  as  well  as  from  reduction  of  the  bai-riers  of  others. 

Of  course,  there  are  qualifications  to  the  l)asic  ideas  of  trade  liberalization. 
The  participants  in  this  conference,  who  live  in  the  governmental  and  political 
process,  are  especially  aware  of  these  qualifications.  Sub.stantial  reduction  of 
trade  barriers  may  cause  local  and  temiwrai-y  difficulties  that  cannot  be  ignored, 
however  great  the  longer  run  and  more  general  benefits  may  be.  Transitional 
protection  may  sometimes  iTermit  the  achievement  of  efficiencies  that  would 
not  l>e  possible  without  it.  Other  reservations  can  be  thought  of. 

These  qualifications  constitute  the  case  for  gradualism,  selectivity,  and  mutual- 
ity. No  doubt,  much  of  the  time  in  the  negotiations  now  beginning  will  be  de- 
voted to  the.se  qualifications.  But  let  us,  as  we  say  in  the  United  State.s.  keep  our 
"eye  on  the  ball" — the  liberalization  and  expansion  of  trade — and  seek  to  deal 
with  the  problems  in  ways  most  consistent  with  that  overall  objective. 

I  see  a  number  of  important  challenges  for  these  negotiations.  In  listing  them. 
I  do  not  mean  to  imply  they  encompass  the  full  range  of  issues  that  Ave  expect 
these,  negotiations  to  cover,  nor  that  they  will  necessarily  appear  as  specific 
items  on  the  agenda  for  the  negotiations. 
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Guidelines  and  procedures 

The  central  challenge  for  these  negotiations  is,  as  I  see  it,  to  develop  guide- 
lines and  procedures  that  will  permit  the  elimination  of  harriers  to  trade,  while 
preserving  the  ahilit.v  of  governments  to  carr.v  out  their  domestic  responsibilities. 
Many  of  the  important  barriers  that  still  hamper  international  trade  result  from 
the  efforts  of  individual  governments  to  achieve  a  variety  of  domestic  economic, 
social,  and  political  objectives.  We  must  develop  the  means  whereby  these  bar- 
riers can  be  eliminated  or  miniraize<l.  Because  national  needs  and  policy  prefer- 
ences frequently  differ,  we  need  to  develop  rules  that  will  give  each  government 
considerable  leeway  in  forming  and  pursuing  its  own  policie.s.  At  the  same  time. 
we  need  to  encourage  countries  to  devi.se  policy  measures  that  minimize  disrui^ 
tion  of  the  economic  interests  of  other  nations. 

In  an  interdependent  world,  the  i)olicies  pursued  by  any  one  government  in 
carrying  out  its  domestic  resi)onsibilities  are  bound  to  conflict  at  one  time  or 
another  with  the  policies  pursued  liy  other  governments.  We  therefore  will 
have  to  focus  on  the  procedures  and  arrangements  that  are  designed  to  minimize 
these  conflicts  and  effectively  to  resolve  disputes  that  may  arise.  Our  common  in- 
stitutions, .such  as  the  (lATT.  have  iH>rfonned  this  role  well.  These  institutions 
are  aging,  however,  and  while  they  may  be  structurally  sound,  it  is  important 
that  we  look  closely  at  our  recent  experiences  in  dealing  wtih  trade  problems  to 
see  where  the  rules  and  procedures  can  l)e  updated  and  improved. 

Safeguards  against  difirtiptirc  imports. — Our  recent  experience  would  indi- 
cate that  we  need  particularly  to  look  at  the  rules  and  pro<-e<lures  that  deal  \^'ith 
problems  of  import  disruption.  Every  country  repn>sented  here  has  at  one  time 
or  another  found  it  necessary  to  limit  imports  temporarily  in  order  to  jiennit 
domestic  industry  enough  time  to  adjust.  Fre^iuently  the  current  rules  and  pro- 
cedures covering  such  actions  have  proved  unsuitable,  and  goveniments  have 
had  to  work  out  informal  arrangements.  Wiiile  such  arrangements  have  proved 
exijetlient,  the.v  have  not  been  able  to  cope  with  all  prol)lems.  and  have  been  ac- 
companied by  an  xinnecessary  degree  of  international  friction.  It  is  time  that  we 
face  this  issue  squarely  and  together  design  a  mutually  ac>ceptable  safeguard 
system. 

Food. — Another  area  where  common  action  would  be  desirable  is  the  area  of 
agriculture.  The  current  shortage  in  agricultural  supplies  and  the  danger  that  it 
will  be  repeated  in  the  future  gives  great  urgency  to  the  need  to  find  a  more 
rational  pattern  of  production  and  trade  in  agricultural  c<imm(xlities.  If  we 
take  advantage  of  this  occasion  to  expand  opportunities  for  world  trade  in  this 
area,  we  will  be  able  to  make  available  more  foo<l  at  cheaper  prices  for  every- 
one. A  number  of  thoughts  have  been  ex])resse<l  on  how  this  might  be  ac- 
complished. We  are  willing  to  examine  any  serious  proposal. 

In  the  past  year,  we  have  seen  how  international  trade  in  agricultural  com- 
modities can  help  to  avoid  what  would  otherwise  have  been  critical  food  short- 
ages. The  decline  in  world  grain  i)roduction  was  alleviate<l  for  many  countries 
by  the  ability  to  import,  especially  from  the  I'nited  States.  Despite  poor  grow- 
ing weather  and  poor  han-ests  in  our  own  country,  we  have  supplied  greatly 
enlarged  quantities  of  goods  and  feeds  to  countries  in  every  part  of  the  world, 
partly  at  the  expense  of  a  snbstantial  reduction  in  our  own  stocks. 

Our  exports  of  wheat  in  fiscal  1973  reached  32  million  metric  tons,  almost 
double  the  amount  shipped  in  fiscal  1072.  and  equivalent  to  three-fourths  of 
U.S.  production.  Exports  of  feed  grains  jumped  sharply  from  21  million  tons  to 
35  million  tons.  And  soybean  exports  rose  to  14  million  tons,  an  increa.se  over 
the  previous  year  of  2  million  tons.  More  than  half  of  our  soybean  crop  went 
into  export.  Indeed,  all  of  the  increase  in  our  .soybean  crop  was  exported  last 
season. 

Although  our  stock  position  has  been  sharply  reduced,  we  anticipate  that  an 
excellent  feed  grain  and  record  soybean  crop  this  season  will  permit  us  to  meet 
foreign  demand  for  these  commodities  in  fiscal  1974  with  exports  at  levels  higher 
than  the  record  levels  of  last  year,  and  that  our  wheat  exports  will  be  clo.so  to 
last  season's  very  high  level.  To  meet  anticipated  world  n(HHls  this  year,  we  have 
put  millions  of  acres  back  into  production  and  for  1974  all  our  reserve  acreage 
has  been  removed  from  set-aside  restrictions.  We  have  proved  that  in  the  pinch, 
the  United  States  is.  indeed,  a  dependable  supplier — and  that  its  market-oriented 
system  can  be  relied  upon. 
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Regional  integration  and  the  most-favored-nation  principle 

Now  let  me  tiini  to  a  development  that  has  been  a  source  of  increasing  con- 
cern to  the  United  States.  Over  the  past  few  years  we  have  seen  a  tendency  to 
move  away  from  the  notion  of  a  single  world  trading  system  in  which  all  nations 
are  treated  equally.  The  most-favored-nation  principle  has  been  the  cornerstone 
of  our  global  system.  Now  we  are  seeing  that  principle  increasingly  disregarded. 
At  a  time  when  the  circle  of  nations  participating  in  the  world  trading  system  is 
increasing,  we  need  to  i-ededicate  ourselves  to  the  ideals  of  a  single  nondiscrimi- 
natory trading  order. 

I  should  say  in  this  respect  that  we  continue  to  support  the  many  regional 
efforts  to  achieve  political  and  economic  integration.  This  makes  sense  where 
neighboring  countries,  sharing  common  traditions,  find  their  economic  affairs 
increasingly  linked.  AVe  feel  compelled  to  insist,  however,  that  such  efforts  not 
undermine  the  global  system  that  we  have  built  together,  and  from  which  we  have 
derived  great  benefit.  It  is  thus  important  that  countries  in  regional  groupings 
organize  themselves  in  such  a  way  that  they  can  effectively  discharge  as  a  unit 
the  responsibilities  to  which  they  have  committed  themselves  individually  as 
nations. 

Support  for  less  developed  countries. — We  support  efforts  to  give  the  less  de- 
veloped countries  special  access  to  foreign  markets.  We  believe  that  such  ar- 
rangements will  benefit  the  industrial  nations  as  well  as  the  developing  nations. 
We  also  recognize  that  it  would  not  be  appropriate  or  desirable  for  us  to  insist 
that  these  countries  assume  the  same  responsibilities  as  we  expect  from  those 
countries  that  have  achieved  a  relatively  high  degree  of  economic  development. 
At  the  same  time,  however,  we  do  expect  commitments  appropriate  to  a  nation's 
stage  of  development  and  to  a  sharing  of  the  responsil>ility  for  the  effective  work- 
ing of  the  global  system.  No  international  undertaking  can  succeed  if  those  who 
derive  a  benefit  from  it  do  not  contribute  to  it.  And  the  system  as  a  whole  cannot 
work  unless  all  nations  contribute  to  its  effective  functioning. 

Monetary  and  trade  interrelationships 

Lastly,  let  me  say  a  word  about  the  relationship  betvpeen  our  efforts  here  and 
those  related  to  the  refoi-m  of  the  world  monetai-y  system.  We  recognize  the  in- 
terrelationship between  monetary  affairs  and  trade  matters.  A  primary  goal  of 
an  international  monetary  system,  on  the  one  hand,  is  to  facilitate  trade;  that 
objective  is  seriously  jeopardized  when  monetary  relations  become  luistable. 
On  the  other  hand,  the  logic  is  equally  strong  that  the  adjustment  process  in  the 
monetary  system  is  less  effective  and  less  responsive  when  trade  is  restricted  by 
direct  measures,  and  can  respond  only  slowly,  and  in  a  partial  and  distorted 
way,  to  the  forces  of  the  monetary  adjustment  process.  In  short,  actions  in  one 
field  can,  but  should  not  be  allowed  to.  frustrate  the  solutions  reached  in  other 
fields.  There  is  thus  a  need  for  simultaneous  improvement  in  all  elements  of  the 
international  economic  system. 

Although  concrete  progress  in  one  area  of  negotiation  should  not  be  held 
hostage  to  specific  negotiations  in  another,  overall  success  in  one  area  will  ul- 
timately be  dependent  on  success  in  another.  Where  specific  overlaps  do  occur, 
work  in  one  area  ought  to  supplement  rather  than  frustrate  work  in  other  areas. 

Negotiating  mandate  of  the  United  States 

My  Government  believes  it  is  important  to  take  advantage  of  the  opportmiity 
presented  by  these  negotiations  and  is  anxious  to  participate  vigorously.  In  im- 
plementing negotiated  changes  and  in  strengthening  our  commitment  to  the  basic 
objectives,  of  course  we  will  need  the  support,  advice,  and  concurrence  of  our 
Congress. 

President  Nixon  submitted  his  Trade  Reform  Act  to  the  Congress  in  April 
of  this  year.  That  bill  has  received  thoughtful  and  highly  constructive  considera- 
tion in  the  Ways  and  Means  Committee  of  the  House  of  Representatives  and  will 
likely  remain  under  consideration  in  the  Congress  for  a  few  more  months.  The 
ranking  Democratic  and  Republican  members  of  that  committee  issued  a  state- 
ment last  week  expressing  their  "hoiDe  and  belief  that  we  will  complete  work  on 
the  bill  by  October  1."  They  also  said,  "We  believe  that  the  committee  will  report 
a  bill  that  will  provide  sufficient  scope  for  comprehensive  negotiations  aimed  at 
removing  trade  barriers  and  substantially  expanding  world  trade.  It  is  our  hope 
and  purpose  that  the  Congress  will  act  on  this  legislation  in  ample  time  to  fa- 
cilitate these  negotiations." 
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The  fact  that  our  trade  bill  is  still  under  congressional  review  does  not  imiiede 
our  ability  to  participate  actively  and  fully  at  this  stage.  The  negotiations  which 
begin  at  this  conference  will,  at  the  outset,  concentrate  on  ijreparing  the  way  for 
the  detailed  b'argaining  process  to  come.  We  remain  committed  to  the  start  of 
substantive  work  on  these  negotiations  in  late  October  of  this  year  and,  to  the 
pursuit  of  that  work  on  an  intensive  and  continuous  basis,  without  any  interim 
delay. 

I  must  call  to  your  attention  the  fact  that  the  attitude  of  the  Congress  toward 
these  negotiations — and,  therefore,  the  mandate  they  will  be  willing  to  give  our 
negotiators — will  be  influenced  by  the  manner  in  which  we  are  able  to  settle  in 
coming  months  some  outstanding  issues  with  our  trading  partners.  We  have 
already  reached  satisfactory  agreement's  recently  with  .some  of  our  major  trading 
partners  to  eliminate  longstanding  trade  restrictions  inconsistent  with  the 
GATT.  This  has  been  a  very  positive  development  and  clearly  demonstrates  to 
domestic  observers  that  the  GATT  does  work.  There  are,  nonet heles.s,  some  other 
issues  pending  at  this  time.  We  view  the  settlement  of  these  issues  as  an  indica- 
tion of  the  confidence  we  can  have  in  the  ability  of  the  international  communit.v 
to  reach  an  agreement  on  a  more  open  and  improved  world  trading  order,  aiul 
we  know  that  it  is  essential  to  demonstrate  the  basis  for  this  confidence  to  the 
Congress. 

The  U.S.  approach 

In  a  few  words,  the  U.S.  approach  to  these  negotiations  will  be  based  on  the 
following  ideas : 

1.  We  desire  to  expand  the  opportunities  for  international  trade,  and 
are  willing  to  participate  fully  in  the  common  effort  to  eliminate  or 
reduce  barriers  to  all  trade,  agricultural  or  industrial. 

2.  We  seek  an  agreement  thnt.  will  !«>  beneficial  to  all  the  participants 
and  recognized  as  such  by  them.  This  will  re<iuire  that  the  agre<>- 
ment  be  balanced  from  the  standf)oint  of  each  i)arti(ipant.  How- 
ever, we  believe  that  to  insist  on  a  Imlance  in  everj-  individual  com- 
ponent of  every  agreement  is  unnecessarj'  and  would  undesirably 
limit  what  can  be  achieved. 

3.  We  believe  that  there  should  be  a  substantial  e\i)ansion  of  duty-free 
trade  as  well  as  a  substantial  re<luction  in  the  average  tariff  on  the 
remaining  dutiable  items. 

4.  We  consider  it  one  of  the  main  objectives  of  these  negotiations  to 
remove  as  many  nontarifT  barriers  as  pos.sible  and  to  reduce  as  far 
as  possible  tho.se  that  cannot  Ite  removed. 

5.  Reduction  of  barriers  t(»  agricultural  trade  is  a  major  goal  and  nego- 
tiations to  that  end  should  move  foro'ard  together  with  negotia- 
tions on  indu.strial  jiroflucts.  We  should  agree  that  where  we  find 
domestic  actions  neces.sar^-  to  assist  our  own  farmers,  those  actions 
should  not  be  of  a  kind  that  injure  farmers  in  other  countries. 

6.  We  believe  that  the  maximnm  liberalization  of  trade  will  be  achieved 
if  we  can  agree  on  a  multilateral  .safeguard  system  that  will  allow 
governments  to  take  ajjpropriate  actions  when  a  rapid  rise  of  im- 
ports threatens  to  di.snipt  domestic  pro<luction  in  a  particular 
industrj'.  but  at  the  .same  time  will  assure  that  such  measures  will 
not  be  any  broader  or  continued  any  longer  than  necessary-  for  the 
domestic  adjustment  i>rocess. 

7.  We  have  an  open  mind  about  the  sjiecific  techniques  or  arrange- 
ments to  l>e  employefl  in  achieving  the  common  goals  of  the  nego- 
tiations. 

8.  We  are  eager  to  see  the  negotiations  begin  promptly  and  proceed 
rapidly  and  pledge  our  maximum  cooperation  to  that  goal. 

Let  us  begin 

We  look  to  the  Trade  Negotiations  Committee  (T?s''C)  to  play  an  important 
role  in  guiding  these  negotiations  toward  their  desired  ends.  We  hope  that  the 
TNC  will  begin  its  work  as  soon  as  possible,  setting  up  proce^lures  for  .sub- 
groups, and  moving  them  promptly  toward  continuous,  effective  work  on  the 
substance  of  the  negotiations.  We  hope  that  the  particijtating  governments  can 
focus  on  trade-negotiating  plans,  undertake  the  basic  analytical  work  which  needs 
to  be  done  at  the  earliest  possible  date,  and  begin  this  i)ro<M^ss  in  the  TNC  no 
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later  than  November  1.  Once  we  have  begun,  we  should  work  in  earnest,  con- 
tinuously, so  that  the  target  of  finishing  in  1975  can  be  met. 

In  our  view,  the  declaration  negotiated  by  the  Preparatory  Committee  in  July 
represents  a  sound  basis  for  beginning  these  negotiations  and  provides  useful 
political  guidance  for  our  negotiators  to  follow.  While  we  recognize  that  there 
are  some  disagreements  with  the  declaration  based  on  si>eciflc  points  of  substance 
or  emphasis,  the  declaration  does  provide  a  framework  for  achieving  ends  de- 
sirable to  us  all.  To  translate  that  declaration  into  change  in  our  trade  relations 
is  the  task  which  will  be  before  us  thraighout  these  negotiations. 

The  progress  we  all  want  in  these  negotiations  can  only  be  accomplished  by  a 
joint  effort  in  which  all  of  us  make  appropriate  contributions  and  receive  ap- 
propriate benefits.  Let  this  declaration  of  Tokyo  serve  as  a  starting  point  and  a 
point  of  inspiration.  Let  the  vision  which  has  in  tlie  past  inspired,  nations  to 
achieve  great  goals  guide  us  in  a  common  effort  to  construct  a  durable  order 
that  will  contribute  to  international  harmony  and  prosperity  for  us  and  for 
future  generations. 


Exhibit  78. — Declaration  of  Ministers  Opening  the  Multilateral  Trade 
Negotiations,  September  14,  1973,  Tokyo,  Japan 

The  Ministers,  having  considered  the  report  of  the  Preparatory  Committee  for 
the  Trade  Negotiations  and  having  noted  that  a  number  of  governments  have 
decided  to  enter  into  comprehensive  multilateral  trade  negotiations  in  the  frame- 
work of  GATT  and  that  other  governments  have  indicated  their  intention  to 
make  a  decision  as  soon  as  possible,  declare  the  negotiations  oflicially  open.  Gov- 
ernments which  have  decided  to  negotiate  have  notified  the  Director-General 
of  GATT  to  this  effect,  and  the  Ministers  agree  that  it  will  be  open  to  any  other 
government,  through  a  notification  to  the  Director-General,  to  participate  in  the 
negotiations.  The  Ministers  hope  tliat  the  negotiations  will  involve  the  active 
participation  of  as  many  countries  as  possible.  They  expect  the  negotiations  to 
be  engaged  effectively  as  rapidly  as  possible,  and  that,  to  that  end,  the  govern- 
ments concerned  will  have  such  authority  as  may  be  required. 
The  negotiations  shall  aim  to — 

Achieve  the  expansion  and  ever-greater  liberalization  of  world  trade  and 
improvement  in  the  standard  of  living  and  welfare  of  the  people  of  the 
world,  objectives  which  can  be  achieved,  inter  alia,  through  the  pro- 
gressive dismantling  of  obstacles  to  trade  and  the  improvement  of  the 
international  framework  for  the  conduct  of  world  trade. 
Secure  additional  benefits  for  the  international  trade  of  developing  coun- 
tries so  as  to  achieve  a  substantial  increase  in  their  foreign  excliange 
earnings,  the  diversification  of  their  exports,  the  acceleration  of  the  rate 
of  growth  of  their  trade,  taking  into  account  their  development  needs,  an 
improvement  in  the  possibilities  for  these  countries  to  participate  in  the 
expansion  of  world  trade  and  a  better  balance  as  between  developed  and 
developing  countries  and,  wherever  appropriate,  measures  designed  to 
expansion,  through,  in  the  largest  possible  measure,  a  substantial  im- 
provement in  the  conditions  of  access  for  the  products  of  interest  to  the 
developing  countries  and,  wherever  appropriate,  measures  designed  to 
attain  stable,  equitable  and  remunerative  prices  for  primary  products.  To 
this  end,  coordinated  efforts  shall  be  made  to  solve  in  an  equitable  way  the 
trade  problems  of  all  participating  countries,  taking  into  account  the 
specific  trade  problems  of  the  developing  countries. 
To  this  end  the  negotiations  shonld  aim.  inter  alia,  to: 

(a)  Conduct  negotiations  on  tariffs  by  employment  of  appropriate  formu- 
lae of  as  general  application  as  possible  ; 

(b)  Reduce  or  eliminate  non-tariff  measures  or,  where  this  is  not  appro- 
priate, to  reduce  or  eliminate  tlieir  trade  restricting  or  distorting 
effects,  and  to  bring  such  measures  under  more  effective  international 
discipline ; 

(c)  Include  an  examination  of  the  possibilities  for  the  coordinated  reduc- 
tion or  elimination  of  all  barriers  to  trade  in  selected  sectors  as  a 
complementary  technique ; 

(d)  Include  an  examination  of  the  adequacy  of  the  multilateral  safeguard 
system,  considering  particularly  the  modalities  of  application  of  Article 
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XIX,  with  a  view  to  furthering  trade  liberalization  and  preserving  its 

results ; 

(e)  Include,  as  regards  agriculture,  au  approach  to  negotiations  wliich, 
while  in  line  with  the  general  objectives  of  the  negotiations,  should 
take  account  of  the  special  characteristics  and  problems  in  this  sector ; 

(f )  Treat  tropical  products  as  a  special  and  priority  sector. 

The  negotiations  shall  cover  tariffs,  non-tariff  l)arri*'rs  and  other  measures 
which  impede  or  distort  international  trade  in  both  industrial  and  agricultural 
products,  including  tropical  products  and  raw  materials,  whether  in  primary-  form 
or  at  any  stage  of  processing  including  in  particular  products  of  exijort  interest 
to  developing  countries  and  measures  affecting  their  exports. 

The  negotiations  shall  be  conducted  on  the  basis  of  the  principles  of  mutual 
advantage,  mutual  commitment  and  overall  reciprocity,  wliile  observing  the  most- 
favored-nation  cUiuse,  and  consistently  with  the  provisions  of  the  (Jmeral  Agree- 
ment relating  to  such  negotiations.  Participants  shall  jointly  endeavor  in  the 
negotiations  to  achieve,  by  appropriate  methods,  an  overall  balance  of  advantage 
at  the  highest  possible  level.  The  developed  countries  do  not  expect  reciprwity  for 
commitments  made  by  them  in  the  negotiations  to  reduce  or  remove  tariff  and 
other  barriers  to  the  trade  of  developing  countries,  i.e.,  the  developed  countries 
do  not  expect  the  developing  countries,  in  the  course  of  the  trade  negotiations, 
to  make  contributions  wliich  are  inconsistent  with  their  individual  development, 
financial  and  trade  needs.  Tiie  Ministers  recognize  the  need  for  si>ecial  measures 
to  be  taken  in  the  negotiations  to  assist  the  developing  countries  in  their  t'fforts  to 
increase  their  export  earnings  and  promote  their  economic  development  and, 
where  appropriate,  for  priority  attention  to  be  given  to  products  or  areas  of  inter- 
est to  developing  countries.  They  also  recognize  the  importance  of  maintaining 
and  improving  the  generalized  system  of  preferences.  They  further  recognize 
the  importance  of  the  application  of  differential  measures  to  developing  countries 
in  ways  which  will  provide  special  and  more  favorable  treatment  for  them  in 
areas  of  the  negotiations  where  this  is  feasible  and  appnjpriate. 

The  Ministers  recognize  that  the  particular  situation  and  problems  of  the  least 
developed  among  the  developing  countries  shall  be  given  special  attention,  and 
stress  the  need  to  ensure  that  these  countries  receive  special  treatment  in  the 
context  of  any  general  or  specific  measures  taken  in  favor  of  the  developing 
countries  during  the  negotiations. 

The  policy  of  liberalizing  world  trade  cannot  be  carried  out  successfully  in  the 
absence  of  parallel  efforts  to  set  up  a  monetary-  system  which  shields  the  world 
economy  from  the  shocks  and  imbalances  which  have  previously  occurred.  The 
Ministers  will  not  lose  sight  of  the  fact  that  the  efforts  which  are  to  be  made  in 
the  trade  field  imply  continuing  efforts  to  maintain  orderly  conditions  and  to 
establish  a  durable  and  equitable  monetary  .system.  The  Ministers  recognize 
equally  that  the  new  phase  in  the  liberalization  of  trade  which  it  is  their  inten- 
tion to  undertake  should  facilitate  the  orderly  functioning  of  the  monetary 
system.  The  Ministers  recognize  that  they  should  bear  these  considerations  in 
mind  both  at  the  opening  of  and  throughout  the  negotiations.  Efforts  in  these  two 
fields  will  thus  be  able  to  contribute  effectively  to  an  improvement  of  inter- 
national economic  relations,  taking  into  account  the  special  characteristics  of 
the  economies  of  the  developing  countries  and  their  problems. 

The  negotiations  shall  be  considered  as  one  undertaking,  the  various  elements 
of  which  shall  move  forward  together. 

Support  is  reaflirmed  for  the  principles,  rules  and  disciplines  provided  for 
under  the  General  Agreement.  Consideration  shall  be  given  to  improvements  in 
the  international  framework  for  the  conduct  of  world  trade  which  might  be 
desiral)1e  in  the  light  of  progress  in  the  negotiations  and,  in  this  endeavor,  care 
shall  be  taken  to  ensure  that  any  measures  introduced  as  a  result  are  consistent 
with  the  overall  objectives  and  principles  of  the  trade  negotiations  and  particu- 
larly of  trade  liberalization. 

A  Trade  Negotiations  Committee  is  established,  with  authority  taking  into 
account  the  present  declaration,  inter  alia  : 

(a)  To  elal)orate  and  put  into  effect  detailed  trade  negotiating  plans  and 
to  establish  appropriate  negotiating  procedures,  including  spwial  pro- 
cedures, for  the  negotiations  between  developed  and  developing 
countries ; 

(b)  To  supervise  the  program  of  negotiations. 
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The  Trade  Negotiations  Committee  shall  be  open  to  participating  governments. 
The  Trade  Negotiations  Committee  shall  hold  its  opening  meeting  not  later 
than  November  1,  1973. 

The  Ministers  intend  that  the  trade  negotiations  be  concluded  in  1975. 
This  does  not  necessarily  represent  the  views  of  representatives  of  countries 
not  now  parties  to  the  General  Agreement,  including  the  European  Communities. 


Exhibit  79. — Excerpt  from  Joint  Statement  on  Third  Session  of  the  U.S.-U.S.S.R. 
Commercial  Commission,  October  3, 1973,  Moscow 

The  U.S.-U.S.S.R.  Joint  Commercial  Commission,  which  was  established  dur- 
ing the  summit  meeting  in  May  1972  today  concluded  its  third  session.  The  ses- 
sion, which  took  place  in  Moscow,  was  chaired  by  the  Minister  of  Foreign  Trade 
of  the  U.S.S.R.,  N.  S.  Patolichev. 

The  American  delegation  was  led  by  Presidential  Assistant  George  P.  Shultz, 
U.S.  Secretary  of  the  Treasury.  The  session,  held  during  the  period  October  1-3, 
included  two  plenary  conferences  and  several  working  group  sessions  devoted  to 
the  principal  aspects  of  trade  and  economic  relationships  between  the  two 
countries. 

In  the  course  of  their  stay  in  Moscow,  Secretaries  Shultz  and  Dent  and  Under 
Secretary  Casey  were  received  by  General  Secretary  Leonid  Brezhnev  and  the 
Chairman  of  the  Council  of  Ministers  of  the  U.S.S.R.,  A.  N.  Kosygin.  In  addition 
they  had  the  opportunity  to  discuss  matters  of  mutual  interest  with  Deputy 
Chairman  of  the  Council  of  Ministers  V.  N.  Novikov.  the  chairman  Nikolay  K. 
Baybakov  of  the  State  Committee  on  Planning  (GOSPLAN),  U.S.S.R.  Finance 
Minister  Vasiliy  F.  Garbuzov,  U.S.S.R.  Minister  of  Light  Industry  Nikolay  N. 
Tarasov,  and  First  Deputy  Foreign  Minister  Vasilivy  V.  Kuznetsov,  as  well  as 
U.S.A.  Institute  Director  Georgiy  A.  Arbatov. 

The  3-day  meeting  period  saw  the  opening  of  the  expanded  U.S.  Commercial 
Office  in  Moscow  and  the  Soviet  trade  representation  in  Washington,  and  the 
announcement  of  the  organization  of  the  Joint  U.S.-U.S.S.R.  Trade  and  Economic 
Council. 

Included  in  the  broad  range  of  matters  explored  were  the  outlook  for  substan- 
tial increases  in  bilateral  trade  and  for  long-term  cooperation  in  industrial  proj- 
ects including  those  which  would  provide  for  delivery  of  Siberian  natural  gas  to 
the  United  States  and  those  which  would  involve  the  development  of  energy- 
consuming  production  facilities  in  the  U.S.S.R.  The  meetings  also  discussed  the 
availability  of  credit  and  the  further  improvement  of  facilities  for  the  conduct 
of  business  on  both  sides. 

In  the  first  7  months  of  1973,  the  total  trade  turnover  (exports  plus  imports) 
of  about  900  million  dollars  between  the  United  States  and  the  U.S.S.R.  exceeded 
total  United  States-Soviet  trade  for  the  past  two  calendar  years.  It  was  antic- 
ipated that  two-way  Soviet-United  States  trade  could  reach  roughly  1.5  billion 
dollars  in  the  current  year.  The  projects  ,are  consistent  with  the  total  of  a  2-3 
billion  dollar  trade  level  over  the  next  3  years  foreseen  by  President  Nixon  and 
General  Secretary  Brezhnev  in  June  of  this  year. 

At  the  final  plenary  session  on  October  3,  Minister  Patolichev  and  Secretary 
Shultz  exchanged  documents  officially  dedicating  a  commercial  office  for  the 
United  States  in  Moscow  and  the  trade  representation  of  the  U.S.S.R.  in  Wash- 
ington. Both  agreed  that  inauguration  of  the  expanded  commercial  representa- 
tion offices  marked  another  important  step  toward  increased  commercial 
ties  between  the  United  States  and  the  Soviet  Union,  as  envisioned  in  discussions 
during  the  June  summit  in  Washington. 

Both  sides  expressed  their  confidence  that  the  work  of  the  Joint  Commission 
will  continue  to  facilitate  the  further  growth  of  trade  relationships  between  the 
two  countries.  They  agreed  that  the  fourth  session  of  the  U.S.-LT.S.S.R.  Joint 
Commercial  Commission  should  be  held  in  Washington  in  1974. 

The  U.S.  delegation  expressed  their  deep  appreciation  for  the  thoughtful  and 
generous  hospitalitv  accorded  bv  their  Soviet  hosts  during  the  delegation's  stay 
in  the  U.S.S.R. 
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Exhibit  80.— Statement  by  Secretar>'  Shultz,  March  4,  1974,  before  the  Senate 
Committee  on  Finance,  on  the  Trade  Reform  Act  of  1973 

The  world  economy  has  changed  greatly  since  this  committee  last  con- 
sidered comprehensive  foreign  trade  legislation.  This  rapid  change  will  con- 
tinue whether  or  not  we  in  the  United  States  seek  to  influence  its  future  course. 
But  we  must  play  an  active  and  constructive  role  in  influencing  the  shajH'  of  a 
sensible  world  economy.  Your  approval  of  the  Trade  Reform  Act  of  1973  can  l)e 
an  initial  step  toward  that  end. 

During  a  time  of  rapid  inflation  and  of  short  supply  situations  in  many  com- 
modities, it  has  become  more  important  than  ever  to  remove  artificial  barriers 
that  result  in  fewer  goods  being  produced  both  here  and  abroad.  Tariffs,  quotas, 
embargoes,  and  other  restrictions  on  imports  and  exports  generally  prevent  each 
country  from  protluciug  what  it  could  produce  most  efliciently.  Thus  fewer 
goods  are  produced  at  higher  cost  and  there  is  a  loss  of  economic  welfare  to 
the  country  as  a  whole. 

Our  goal  must  be  to  improve  the  efficiency  of  the  U.S.  economy.  At  the  same 
time,  we  can  and  we  must  take  account  of  special  hardships  that  sometimes 
accompany  a  transition  from  a  less  efficient  to  a  more  efficient  allocation  of  our 
productive  resources  or  that  sometimes  accompany  the  rapid  changes  in  produc- 
tion and   trade   which   occur  with  greater  fretpiency   in  our  modem   world. 

The  trade  bill  before  you  has  been  designed  with  these  considerations  in 
mind.  It  provides  the  President  with  the  authority  he  needs  to  negotiate  ef- 
fectively on  behalf  of  American  workers,  businessmen,  and  consumers.  Briefly. 
the  bill  would  provide — 

(a)  Authority  to  change  customs  duties  up  or  down  in  the  context  of 
negotiated  agreements ; 

(b)  A  congressional  declaration  favoring  negotiations  and  agreements 
on  nontariff  barriers,  with  an  optional  procedure  for  obtaining  congressional 
approval  of  these  agreements  where  approi>riate  ; 

(c)  Authority  to  raise  or  lower  import  restrictions  on  a  temporary  basis 
to  help  correct  deficits  or  suri>lwses  in  our  payments  position  ; 

(d)  Authority  for  temiwrarj-  reduction  of  import  barriers  when  necessary 
to  combat  inflation  (we  shall  proimse  similar  authority  in  short  supply 
situations)  ; 

(e)  Revised  and  simplified  authority  to  rai.se  import  barriers  against 
countries  that  unreasonably  or  unjustifiably  restrict  our  exports  ;  and 

(f)  Permission  for  the  United  Stiites  to  extend  preferential  dvity-free 
treatment  to  certain  imports  from  developing  countries. 

Tliese  authorities  are  necessarj'  to  insure  meaningful  trade  negotiations  and 
necessary  to  insure  that  our  export  firms  can  compete  on  a  basis  of  equality  in 
international  markets. 

The  Trade  Reform  Act  would  also  provide  a  set  of  tools  to  deal  with  domestic 
problems  that  may  arise  in  connection  with  international  trade  : 

(a)  The  Trade  Refonn  Act  would  introduce  a  fairer  and  less  stringent 
test  for  domestic  industry  to  qualify  for  temixirary  import  relief  or  adjustment 
avssistance  in  order  to  give  it  time  to  adjust  to  import  competition  or  to  avoid 
serious  injury.  It  provides  easier  access  and  greater  benefits  to  workers  who 
qualify  for  adjustment  assistance. 

(b)  The  act  would  also  improve  procedures  for  protecting  American 
workers  and  industrj-  from  unfair  competition  by  amending  the  antidumping 
and  countervailing  duty  statiites.  although  with  less  flexibility  than  I  had 
hoped.  I  will  have  more  to  say  on  this  later. 

The  act  would  also  deal  with  the  President's  request  for  authority  to  extend 
eciual  tariff  treatment  to  nonmarket  economies.  The  restrictions  proposed  by 
the  House  of  Representatives  on  the  use  of  this  authority,  and  the  additional 
provision  which  would  effectively  preclude  the  continued  granting  of  official 
credits  to  some  of  these  countries,  would  in  my  view  be  extremely  ill  advised. 
I  believe,  however,  that  a  substitute  wording  could  be  found  effectively  to  ex- 
press the  concern  of  the  Congress  that  issues  of  basic  human  rights  not  be 
ignored,  while  not  blocking  the  development  of  more  normal  economic  relations 
with  the  nonmarket  economy  countries. 

During  the  last  few  months,  the  problem  of  assuring  adequate  access  to  the 
world's  supply  of  primary  raw  materials  has  InHtmie  dramatically  evident,  and 
we  think  it  would  be  appropriate  to  reflect  this  new  focus  in  the  trade  bill. 
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A  number  of  proposals  have  been  put  forward  by  Members  of  Congress.  We  are 
receptive  to  these  ideas,  and  we  want  to  make  some  proposals  along  similar  lines. 
In  brief,  we  ought  to  have  authority  to  negotiate  with  major  foreign  suppliers 
adequate  commitments  on  the  availability  of  key  raw  materials.  At  the  same 
time,  we  need  unambiguous  authority  to  withdraw  the  benefits  of  trade  con- 
cessions from  countries  that  impose  illegal  or  unreasonable  restraints  on  sales 
of  commodities  in  short  supply. 

Our  new  concern  for  access  to  foreign  supplies  should  not  mislead  us,  however, 
into  thinking  that  our  welfare  is  no  longer  endangered  by  import  barriers.  For- 
eign tariffs  remain  an  important  obstacle  to  our  trade,  and  foreign  uontariff 
barriers  have  become  an  increasingly  difficult  problem  as  other  governments 
have  increased  their  direct  involvement  in  their  economies.  Recent  events  have 
created  the  danger  of  a  new  protectionism  and  a  breakdown  of  the  multilateral 
and  nondiscriminatory  trading  arrangements  of  the  postwar  period.  AVe  must 
combat  that  danger  and  create  a  new  momentum  for  cooperation  in  the  fieM 
of  trade. 

The  trade  bill  which  you  have  before  you  would  provide  the  United  States  with 
the  ability  to  undertake  such  an  effort.  With  the  proposed  new  authority  we 
could  attempt  to — 

Free  up  agricultural  trade  and  to  cooperate  with  others  to  assure  adequate 

world  food  supplies  through  more  efficient  production ; 
Come  to  grips  with  the  unreasonable  aspects  of  regionalism  which  threaten 

a  proliferation  of  special  trade  preferences  ; 
Rationalize,  to  the  extent  possible,  the  maze  of  nontariff  barriers  preventing 

the  expansion  of  world  trade ; 
Work  out  new  answers  to  the  problems  of  buffering  our  industries  against 

injury  from  sudden  surges  of  imiwrts,  and  to  better  enable  our  workers  to 

adjust  to  changing  comi>etitive  situations  affecting  employment ; 
Strengthen  our  position  in  dealing  with  the  problem  of  unfair  trade  practices. 
We  have  made  substantial  progress  toward  establishing  cooperation  in  the 
international  monetary  field  on  the  basis  of  more  flexible,  modernized  arrange- 
ments. Changes  in  the  relationships  between  major  currencies  have  now  made 
possible  a  new  effort  in  the  trade  area.  We  no  longer  have  to  look  at  trade 
measures  as  a  corrective  for  unrealistic  exchange  rates.  We  can  take  a  long, 
hard  look  at  trade  for  its  own  sake.  To  undertake  such  an  effort,  we  will  need 
the  authority  that  only  the  Congress  can  provide. 

The  need  for  reform  of  the  international  trading  system  has  become  clearly 
evident  in  our  recent  problems  in  the  agricultural  and  energy  fields.  The  agri- 
cultural problems  of  last  year  were  seriously  worsened  by  the  misallocation  of 
agricultural  resources  which  had  developed  over  the  past  decades.  For  too  long 
some  of  the  special  problems  associated  with  agriculture  have  been  used  as  an 
excuse  to  exempt  agricultural  trade  from  trade  rules.  As  a  result,  trade  in  agri- 
culture has  not  followed  a  pattern  that  would  have  been  dictated  by  the  com- 
parative advantages  in  agricultural  production.  A  primary  objective  of  the 
planned  multilateral  trade  negotiations  should  be  to  work  out  cooperative  ar- 
rangements that  will  permit  the  reduction  of  barriers  to  agricultural  trade.  We 
expect  that  our  trading  partners  will  in  fact  be  willing  to  join  us  in  some 
rationalization  in  agricultural  trade. 

The  shortages  in  energy  that  we  are  presently  undergoing  bring  to  the  fore 
another  type  of  problem  that  is  facing  the  international  trading  community. 
Solutions  to  the  energy  problem  can  only  come  about  through  the  development 
of  new  forms  of  international  cooperation.  We  must  seek  cooperative  inter- 
national arrangements  which  will  encompass  major  energy  producers  as  well  as 
consumers,  while  recognizing  that  national  security  considerations  in  many 
cases  ^%'ill  not  permit  consumers  to  rely  solely  on  current  market  considerations  to 
determine  the  degree  of  their  reliance  on  imported  energy. 

In  the  years  ahead  we  and  others  will  wish  to  offer  investment  opportunities 
to  oil-producing  nations,  some  of  whom  will  have  revenues  greatly  in  excess  of 
appropriate  current  expenditures.  The  coiinterpart  of  these  investments  mil  be 
reflected  in  current  account  deficits  for  the  major  industrialized  countries. 

Deficits  of  this  kind  will  not  call  for  action  to  redress  the  trade  balance,  but 
the  danger  is  that  some  will  misunderstand  the  special  nature  of  these  deficits 
and  will  use  them  as  a  basis  for  urging  protectionist  action.  This  danger  in- 
creases the  need  for  active  U.S.  participation  in  future  trade  negotiations  to 
help  pi-event  such  developments. 

The  Trade  Reform  Act  of  1973,  as  passed  in   December  by  the  House  of 
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Representatives,  is  an  excellent  vehicle  for  accomplishing  what  is  needed  and 
needed  soon.  The  House  gave  this  bill  its  careful  consideration,  and  in  tlie  end  gave 
its  endorsement  of  the  basic  objectives  and  approaches  svhicli  were  outlined  in  the 
President's  message  accompanying  the  dnift  bill  sulimitted  last  Ai)ril.  The 
House  in  a  number  of  imix)rtant  ways  cliangetl  the  authorities  contained  in  the 
original  draft  bill,  but  with  only  a  few  exceptions,  its  changes  were  positive 
contributions  to  the  legislation  itself  and  to  the  policy  that  underlies  that  leg- 
islation. Some  have  suggested  that  the  approach  in  the  House  bill  is  unsound 
because  of  the  delegation  of  authority  that  it  entails.  I  am  sure,  however,  that 
when  this  committee  has  grappled  with  the  issue  of  how  we  make  the  American 
voice  count  in  international  negotiation.s,  it  will  agree  that  substantial  delega- 
tion is  a  practical  necessity. 

There  is  one  provision  of  the  bill  which  I  wish  to  discuss  with  some  .specificity. 
As  Secretary  of  the  Treasury,  I  am  resix)nsible  for  administering  the  counter- 
vailing duty  law.  I  find  one  provision  of  the  l»ill  amending  this  law  inconsistent 
with  the  objectives  which  the  administration  hopes  to  achieve. 

The  practices  of  governments  in  encouraging  exports  liave  become  quite 
sophisticated.  The  situation  was  different  in  18!I7  when  the  Congress  enacted 
what  is  basically  the  present-day  countenailing  duty  law.  What  is  needed  now 
is  a  set  of  intematicmal  principles  which  will  lay  down  agreed  rules  as  to  what 
is,  or  is  not.  acceptable  in  the  export  .-subsidy  area.  Othenvise  each  government 
will  approach  the  problem  unilaterally.  To  me  this  latter  ai>proacli  should  be 
considered  a  last  resort  .since  it  would  probably  lead  to  retaliations  and  counter- 
retaliations. 

In  order  to  facilitate  these  international  negotiations,  the  House  bill  authorizes 
the  Secretary  to  refrain  from  countervailing,  during  a  temimniry  4-year  period, 
when  such  action  would  be  likely  to  jeoiwirdize  the  .satLsfactorj-  completion  of 
the  international  negotiations.  I  agree  with  this  House  provision  and  con- 
sider it  essential  if  we  are  to  make  a  serious  effort  to  achieve  a  successful 
multilateral  agreement. 

However,  the  IIou.se  bill  restricts  this  discretionary  authority  to  1  year  in  the 
case  of  .subsidized  products  from  developed  countries  where  tiie  prmluci^r  is 
.state  owned  or  controlled.  I  believe,  however,  that  if  the  multilateral  negotiations 
are  to  succeed,  the  Secretary  requires  a  4-year  discretionary  authority  to  refrain 
from  countervailing  in  all  cast's  where  if  would  jeopardize  the  success  of  the 
negotiations.  It  is  irrelevant  for  these  iJuri^o.ses  wlietlier  the  product  exported  to 
the  United  States  is  from  a  nationalized  company.  Tlie  1-year  restriction  of  the 
Secretary's  discretionary  authority  should  be  removed  from  the  bill. 

Our  trading  partners  are  looking  to  us  for  leadership  in  this  negotiation. 
Without  U.S.  participation  and  leadership,  the  multilateral  trade  negotiations 
will  give  way  to  regional  and  bilateral  arrangements  which  will  be  but  pre- 
scriptions for  economic  dislocation,  to  the  detriment  of  our  producers,  traders, 
and  consumers.  We  cannot  let  this  happen.  We  will  not  let  it  happen  if  appropri- 
ate trade  legislation  is  adopted  without  delay. 


Exhibit  81.— Statement  by  Under  Secretary  Bennett.  April  30.  1974.  before  the 
Subcommittee  on  International  Trade  of  the  House  Committee  on  Banking 
and  Currency,  concerning  the  Export-Import  Bank 

Secretary-  Shultz  and  Se<'retary-designate  Simon  have  asked  me  to  make 
clear  the  Treasury's  support  of  the  legi.'jlative  proposals  yon  have  l>efore  your 
committee  to  continue,  \\ith  amendment,  three  important  programs  designed 
to  insure  that  our  Nation  derives  the  maximum  benefit  from  its  participation  in 
international  economic  activities.  Since  I  believe  you  already  have  exten.^ive 
statements  from  the  principal  prospective  administrators  under  each  of  these 
pieces  of  legislation — that  is.  Secretary  Dent  under  the  Export  Administration 
Act.  Chairman  (\asey  for  the  ExiM>rt-Import  Bank,  and  Peter  Flanigan  for  the 
Council  of  International  Economic  Policy — it  would  probably  be  most  helpful 
for  me  to  limit  myself  for  the  most  part  to  attempting  to  answer  any  questions 
you  may  have  about  the  projKisals.  But  in  view  of  the  fact  that  your  committee 
is  concentrating  on  the  Eximbank  today.  I  would  like  to  start  by  commenting 
on  several  aspects  of  tlie  Bank's  operations  as  seen  from  the  Treasury. 

In  the  next  few  years  it  is  likely  that  the  major  developefl  countries  will  be 
competing  vigorously  in  developing  their  export  business  in  order  to  earn  the 
funds  to  meet  their  larger  import   bills,  particularly   those  for  oil.   In   those 
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circumstances  we  shall  need  an  Eximbank  capable  of  insuring  that  U.S.  pro- 
ducers for  export  are  not  shouldered  out  of  the  market  by  foreign  competitors 
supported  by  governmental  credit  assistance.  The  proposed  legislation  can  serve 
to  reduce  that  danger  in  two  ways :  By  authorizing  the  Bank  to  extend  assist- 
ance competitive  with  that  actually  being  offered  by  foreign  governments ;  and 
by  placing  the  Bank  and  the  Treasury  in  a  convincing  position  to  explain  to 
other  governments  that  any  attempt  by  them  at  extreme  credit  subsidization 
will  be  self-defeating,  since  the  Bank  will  be  empowered — and  directed — to 
meet  that  competition. 

In  fact,  the  other  major  governments  do  recognize  the  dangers  of  a  credit 
race,  and  we  have  discussions  underway  now  to  work  out  practical  arrange- 
ments not  only  to  prevent  such  a  costly  competition  from  developing  but  also 
to  bring  some  current  features  of  governmental  credit  assistance  less  out  of 
line  with  worldwide  financial  market  conditions. 

In  this  connection,  you  may  have  read  in  the  papers  recently  of  proposals 
put  forward  by  officials  of  tJie  European  Community  in  Brussels  to  limit  the 
maximum  maturity  of  government-supported  export  credit  to  5  years  for  most 
developed  countries,  to  Sy2  years  for  the  U.S.S.R.  and  Eastern  European  coun- 
tries, and  to  10  years  for  the  developing  countries.  In  the  U.S.  administration 
we  have  welcomed  the  evident  European  interest  in  avoiding  undue  liberality 
in  government  credit  assistance,  and  we  recognize  that  repayment  terms  as  well  as 
the  interest  rate  and  amount  of  such  assistance  are  all  relevant.  But  we  have  made 
clear  to  the  Europeans  our  fundamental  rejection  of  any  approach  which  would 
involve  offering  the  Soviet  Union — or  any  other  developed  country — terms  more 
favorable  than  those  offered  at  other  nations.  The  present  total  of  $2S9  million 
of  final  loans  granted  on  exports  to  the  Soviet  Union  is  small,  only  1.7  percent 
of  the  Bank's  outstanding  total  of  final  loan  and  guaranty  commitments.  But 
they  have  been  good  .business  for  the  United  States,  not  foreign  aid.  I  can  see 
no  reason  for  any  discrimination  in  favor  of  exports  to  the  Soviet  Union ;  nor 
in  present  circumstances  do  I  believe  there  is  any  wisdom  in  proposals  to  dis- 
criminate against  those  American  firms  and  communities  which  are  trying  to 
gain  a  fair  share  of  the  business  being  generated  by  the  Soviet  Union's  increasing 
imports  of  nonstrategic  items  from  the  West. 

Mr.  Chairman,  I  would  be  happy  to  attempt  to  comment  further  on  any  other 
aspects  of  the  Bank's  activities  in  which  you  would  be  interested. 


Exhibit  82. — Joint  Communique  on   the   Fourth   Session   of  the   U.S.-U.S.S.R. 
Commercial  Commission,  May  22,  1974,  Washington,  D.C. 

The  U.S.-U.S.S.R.  Commercial  Commission  established  during  the  summit 
meeting  in  May  1972  today  concluded  its  Fourth  Session.  The  session,  which 
took  place  in  Washington,  D.C,  on  May  21-May  22,  was,  in  accordance  with  the 
established  procedure,  chaired  by  William  E.  Simon,  U.S.  Secretary  of  the  Treas- 
ury and  Chairman  of  the  U.S.  Section  of  the  Commission.  The  Soviet  delega- 
tion was  led  by  the  Acting  Minister  of  Foreign  Trade  of  the  U.S.S.R.  Mikhail  R. 
Kuzmin. 

Other  U.S.  members  of  the  Commission  taking  part  in  the  Fourth  Session 
were  Secretary  of  Commerce  Frederick  B.  Dent,  Deputy  Chairman  ;  Under  Secre- 
tary of  the  Treasury  Jack  F.  Bennett ;  Assistant  Secretary  of  State  for  Economic 
and  Business  Affairs-Designate  Thomas  O.  Enders ;  Deputy  Legal  Adviser  of 
the  Department  of  State  George  H.  Aldrich,  Counsel :  and  Acting  Deputy  Assist- 
ant Secretary  of  Commerce  for  East-West  Trade  Lewis  W.  Bowden,  Executive 
Secretary.  Ambassador  William  D.  Eberle,  the  President's  Special  Trade  Repre- 
sentative, and  Helmut  Sonnenfeldt,  Counselor  of  the  Department  of  State, 
also  participated  in  the  talks. 

Members  of  the  Soviet  delegation  participating  in  the  discussions  in  addition 
to  Mr.  Kuzmin  included  A.  N.  Manzliulo,  Deputy  Minister  of  Foreign  Trade : 
v.  S.  Alkhimov.  Deputy  Minister  of  Foreign  Trade;  V.  B.  Spandaryan.  Member 
of  the  GOSPLAN;  S.  A.  Mkrtumov,  Commercial  Minister.  Soviet  Trade  Repre- 
sentation, Washington.  D.C. ;  V.  N.  Sushkov,  Director  of  General  Administration. 
Ministry  of  Foreign  Trade ;  N.  V.  Nikitkin,  Deputy  Chairman  of  the  Bank  for 
Foreign  Trade :  N.  V.  Zinoviev,  Chief  of  the  Department  for  Trade  with  the 
Countries  of  America.  Ministry  of  Foreign  Trade:  G.  S.  Burguchev,  Chief  of  the 
Legal  and  Treaties  Department,  Ministry  of  Foreign  Trade:  and  R.  G.  Gorbunov, 
Executive  Secretary  of  the  Soviet  Section  of  the  Commission. 
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The  Joint  Commission  session  included  two  plenary  meetings  and  several 
working  group  meetings,  which  took  place  in  a  friendly  and  constructive  at- 
mosphere. There  was  a  comprehensive  exchange  of  views  on  the  development  of 
American-Soviet  trade  and  economic  relations.  The  Parties  noted  witli  satis- 
faction further  progress  in  the  development  of  these  relations  since  the  Third 
Session  of  the  Commission  held  in  Moscow  in  Octol»er  li)7."!. 

The  Commission  agreed  on  the  desirability  of  expanding  and  further  develop- 
ing long-term  economic,  industrial  and  technical  cooperation  and  discussed  means 
of  facilitating  such  cooperation,  including  the  creation  of  favorable  conditions 
for  business  activities,  and  the  exchange  of  economic  and  financial  data.  With 
these  objectives  in  mind,  the  Commission  recommended  to  the  two  (.Jovernments 
the  conchision  of  a  long-term  agreement  to  facilitate  economic,  industrial  and 
technical  cooperation. 

It  was  noted  that  in  1973.  U.S.-U.S.S.R.  trade  amounted  to  almost  $1.5  billion. 
The  Commission  anticipated  that  bilateral  trade  wonid  again  this  year  exceed  the 
1  billion  dollar  level.  This  trade  volume,  if  favoralile  conditions  olitained.  would 
I>ermit  the  countries  to  surpass  the  total  of  li-8  i)iUion  dollars  for  the  thri»e  years 
1973-75  foreseen  by  President  Nixon  and  General  Secretary  Brezhnev  in  June  of 
last  year. 

The  Commission  received  reports  and  exchanged  \iews  on  the  current  status 
of  a  number  of  long-term  cooi)eration  projects  under  negotiation  between  U.S. 
firms  and  Soviet  foreign  trade  organizations,  including  pntjeets  in  the  fields  of 
fertilizer  production,  exploration  for  natural  gas  and  oil,  timiier  products,  ma- 
chine building  facilities  and  products  of  power-consuming  industries.  In  many 
cases  these  projects  would  be  carried  out  on  a  self-liquidating  basis. 

The  U.S.  Section  reported  that  in  accordance  with  its  commitment  made  at 
the  last  session  of  the  Joint  Commission,  the  Department  of  Commerce  had  re- 
ferred the  Soviet  interest  in  power-consuming  production  facilities,  including 
aluminum,  ferro-manganese  and  ferro-chromium,  and  chemicals,  to  appropriate 
industry  trade  as.sociations  and  directly  to  ixttentially  interested  U.S.  companies. 
The  Soviet  Section  provided  the  U.S.  delegation  additional  data  on  several  of 
the  projects  for  transmittal  to  U.S.  firms. 

To  facilitate  trade  and  cooperation  in  the  field  of  civil  aviation,  the  two  Parties 
agreed  upon  the  desirability  of  concluding  a  Bilateral  Airworthiness  Agreement. 

To  aid  in  the  growth  of  two-way  trade,  agreement  was  reached  with  regard  to 
the  appropriate  expansion  of  commercial  representation  at  the  present  time,  and 
on  the  need  to  facilitate  suitable  oflBce,  housing,  and  working  conditions. 

The  Commission  noted  that  the  recent  commitment  by  the  U.S.  Export-Import 
Bank  to  furnish  credit  for  the  exporting  of  U.S.  equipment,  materials  and  services 
for  the  construction  in  Moscow  of  the  Interixational  Center  for  Commerce  will 
add  to  the  facilities  available  to  meet  the  growing  need  of  U.S.  and  other  foreign 
companies  and  banks  to  open  oflices  in  Moscow.  At  present,  seventeen  (17)  U.S. 
companies  and  banks  have  already  been  authorized  to  oi>en  offices  in  Moscow. 

Both  sides  agreed  to  facilitate  trade  mi.ssions  and  to  support  participation  of 
their  nationals,  companies  and  economic  organizations  in  tr.ide  fairs  and  exhibi- 
tions organized  in  the  other  country. 

The  U.S.  Section  reaffirmed  the  U.S.  Administration's  determination  to  obtain 
legislation  that  would  provide  authority  for  non-discriminatory  tariff  treatment 
for  the  U.S.S.R.,  as  called  for  under  the  U.S.-U.S.S.R.  Trade  Agreement  of  1972, 
and  would  continue  the  availability  of  U.S.  Export-Import  Bank  financing  on  a 
non-discriminatory  basis  when  needed  to  assist  U.S.  exporters  on  their  sales  to 
the  U.S.S.R. 

At  the  final  plenary  session,  the  Ck)mmission  heard  a  report  on  the  progress  of 
the  U.S.-U.S.S.R.  Trade  and  Economic  Council  from  the  two  Co-Chairmen : 
Donald  M.  Kendall  and  V.  S.  Alkhimov.  The  Council,  whose  principal  task  is  the 
promotion  of  trade  and  economic  cooperation  between  the  U.S.  and  the  U.S.S.R., 
was  established  pursuant  to  the  U.S.-U.S.S.R.  protocol  signed  at  the  Washington 
summit  meeting  in  June  of  1973. 

The  Commission  expressed  satisfaction  with  the  results  of  the  Fourth  Session, 
considering  the  discussions  a  further  major  step  in  the  constructive  development 
of  solid,  long-term,  mutually  advantageous  trade  relations.  It  agreed,  to  convene 
the  next  (Fifth)  session  in  Moscow  in  1975. 

The  Soviet  delegation  members  expressed  their  appreciation  for  the  hospitality 
extended  to  them  by  their  American  hosts  during  the  delegation's  stay  in  the  U.S. 
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Exhibit  83. — Press  release  concerning:  agreement  between  the  United  States 
and  U.S.S.R.,  June  29,  1974,  to  facilitate  economic,  industrial,  and  technical 
cooperation 

The  conclusion  of  a  long-term  agreement  between  the  United  States  and  the 
U.S.S.R.  to  facilitate  economic,  industrial,  and  technical  cooperation  is  consistent 
with  the  U.S.  objective  of  encouraging  the  longer  term  expansion  and  more  bal- 
anced growth  of  United  States-Soviet  trade.  The  agreement,  which  is  to  remain 
in  force  for  10  years,  establishes  a  broad  framework  for  exchanging  information 
and  views  on  important  economic  undertakings  between  th»  two  countries,  and 
for  encouraging  discussions  on  potential  cooperation  projects  ll)etween  private  U.S. 
firms  and  Soviet  foreign  trade  and  other  organizations.  Although  similar  in  sub- 
stance and  intent  to  other  long-term  economic  cooperation  agreements  concluded 
by  many  Western  industrial  nations  with  the  Soviet  Union,  provision  in  the 
U.S.  agreement  with  the  U.S.S.R.  for  an  annual  exchange  of  economic  information 
and  for  a  series  of  business  facilitation  measures  are  believed  to  be  unique  in 
agreements  of  this  kind.  The  Joint  U.S. -U.S.S.R.  Commercial  Commission,  estab- 
lished pursuant  to  the  communique  of  May  26.  1972,  will  monitor  the  implementa- 
tion of  the  agreement. 

The  long-term  agreement  is  intended  to  complement  the  agreement  on  trade 
concluded  by  the  United  States  and  the  Soviet  Union  on  October  18,  1972.  The 
administration  remains  fully  committed  to  bringing  the  1972  trade  agreement  into 
force  by  obtaining  the  authority  to  grant  nondiscriminatory  tariff  treatment  to 
the  U.S.S.R.  The  long-term  agreement  does  not  represent  any  change  in  the 
existing  system  of  carefully  screening  all  transactions  to  ensure  that  American 
goods  and  technology  will  be  exported  solely  for  peaceful  purposes. 

Trade  and  long-term  cooperation 

United  States^Soviet  trade  has  developed  rapidly  since  the  trade  agreement 
and  the  lend-lease  accord  were  concluded  in  October  1972.  Bilateral  trade  in  1973 
totaled  $1.4  billion,  and  trade  exchanges  in  1974  are  likely  to  approximate  last 
year's  high  level.  The  two  countries  ,are  well  on  their  way  to  surpassing  the  goal 
announced  in  the  June  1973  summit  communique  of  achieving  a  total  trade  turn- 
over of  $2-$3  billion  during  the  3-year  i>eriod  1973-1975. 

Over  the  longer  tenn,  U.S.  machinery  and  equipment  exports  to  the  Soviet 
Union  are  expected  to  grow  substantially.  The  U.S.S.R.  is  seeking  U.S.  equipment 
to  help  implement  large  development  projects  currently  being  considered  for 
inclusion  in  its  new  5- Year  Plan.  It  has  particularly  singled  out  cooperative 
long-term  ventures  with  U.S.  firms,  i.e..  transactions  in  which  exports  of  U.S. 
equipment  would  be  repaid  in  products  of  the  new  facilities,  as  offering  the  best 
chance  for  large,  continuing  growth  in  United  States^Soviet  trade. 

Over  the  past  2  years,  industrial  contracts  between  U.S.  firms  ,and  Soviet 
organizations  have  totaled  about  $800  million,  and  will  continue  to  generate 
substantial  U.S.  exports  in  the  years  ahead.  Exports  of  U.S.  machinery,  in  large 
part  accounted  for  by  deliveries  to  the  Kama  Truck  plant,  will  increase  from  $200 
million  in  1973  to  perhaps  $300-$400  million  this  year.  The  recently  approved 
Eximbank  loan  for  the  Occidental  fertilizer  project  will  support  $400  million  in 
U.S.  exports  over  the  next  few  years.  And  five  other  large  contracts  will  result 
in  an  additional  $200  million  in  U.S.  exports  to  the  U.S.S.R.  U.S.  firms  and  Soviet 
organizations  are  currently  exploring  or  negotiating  long-term  contracts  in  such 
diverse  areas  as  automotive  production,  extraction  and  processing  of  high  energy 
consimiing  minerals,  oil  and  gas  development,  electronics,  chemicals,  timber 
products,  consumer  goods  production,  and  the  improvement  of  tourist  facilities. 
The  long-term  economic  cooperation  agreement  should  help  further  to  define  and 
broaden  areas  for  mutually  beneficial  long-term  cooperation  in  the  future  be- 
tween U.S.  companies  and  Soviet  organizations. 

Main  provisions 

Long-term  cooperation. — The  agreement  provides  that  both  governments  will 
use  their  good  offices  to  facilitate  the  purchase  and  sale  of  machinery  and  equip- 
ment for  the  construction,  modernization  and  expansion  of  production  facilities 
in  the  two  countries  ;  trade  in  raw  materials,  agricultural  products,  finished  prod- 
ucts and  consumer  goods  and  services ;  and  the  purchase,  sale,  and  licensing  of 
patent  rights  and  proprietary  industrial  know-how,  designs  and  processes.  It  also 
provides  for  cooperation  in  the  training  and  exchange  of  specialists,  and  for 
joint  efforts,  through  the  export  of  machinery  and  equipment,  in  the  construe- 
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tion  of  industrial  and  other  facilities  in  third  countries.  The  economic  under- 
takings foreseen  by  this  agreement  are  not  limited  to  long-term,  large-scale  proj- 
ects;  sihorter  term  transactions  by  small-  and  medium-sized  U.S.  firms  are  also 
encouraged.  It  is  also  anticipated  that  the  U.S.S.R.  will  enter  into  new  coopera- 
tion projects  in  the  United  States. 

Information  exchange. — A  most  important  provision  of  the  agreement  pro- 
vides for  a  working  group  of  national  experts  to  meet  annually  to  exchange  data 
and  forecasts  on  basic  economic,  industrial  and  I'onunercial  trends  in  the  two 
countries.  These  regular  information  exchanges  sliould  assist  U.S.  firms  and 
Soviet  foreign  trade  and  other  economic  organizations  in  determining  the  fields 
of  cooperation  most  likely  to  provide  a  basis  for  mutually  beneficial  contracts, 
and  in  facilitating  their  long-term  business  and  economic  planning.  Tlie  first 
meeting  of  these  exi>erts  is  expected  to  take  place  before  the  end  of  this  year. 

Business  facilitation. — To  help  promote  long-term  economic  cooperation  be- 
tween the  two  countries,  the  agreement  also  provides  that  each  party  undertake 
to  facilitate  the  working  and  operating  conditions  of  business  representatives 
of  the  other  on  its  territory.  Article  4  of  the  agreement,  therefore,  notes  that 
both  parties  will  facilitate,  as  appropriate,  the  actiuisition  of  suitable  business 
and  residential  premises  for  commercial  firms  and  organizations  and  their  em- 
ployees, the  import  of  essential  office  etpiipment  and  supplies,  the  hiring  of  staffs, 
the  issuance  of  visas,  and  the  travel  by  commercial  representatives  for  business 
purposes. 

Seventeen  U.S.  firms  have  now  received  Soviet  accreditation  to  open  offices 
in  Moscow,  and  more  than  half  of  them  have  already  done  so.  With  the  long-term 
expansion  of  trade  and  economic  relations  foreseen  by  this  agreement,  additional 
U.S.  firms  are  likely  to  seek  such  accreditation  in  the  future.  The  construction 
of  an  international  trade  center  complex  in  Moscow,  in  which  U.S.  firms  are 
participating,  will  add  significantly  to  the  commercial  facilities  available  to 
American  and  other  foreign  companies  in  the  U.S.S.R. 
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Exhibit  84.— Statement  by  Deputy  Assistant  Secretary  Larsen,  July  24,  1973, 
before  the  Foreign  Operations  and  Government  Information  Subcommittee 
of  the  House  Committee  on  Government  Operations,  on  collection  and  report- 
ing of  delinquent  foreign  debts  owed  to  the  United  States 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  pleased  to  have  the  op- 
portunity to  review  with  you  this  morning  the  progress  made  since  the  last  hear- 
ing in  the  collection  and  reix)rting  of  delinquent  foreign  debts  owed  to  our 
Government.  As  a  relative  newcomer  to  the  Treasury  Department,  it  is  a  privi- 
lege for  me  to  participate  in  what  you,  Mr.  Chairman,  once  called  a  "unique 
partnership"  between  the  Congress  and  the  executive  in  this  area  of  foreign  debt 
collection.  I  fully  share  your  view  that  the  continued  existence  of  arrearages  on 
foreign  debts  places  an  unfair  burden  on  the  American  taxpayer  and,  at  the  same 
time,  brings  into  question  the  creditworthiness  of  delinquent  foreign  govern- 
ments. Therefore,  Mr.  Chairman.  I  can  assure  you  that  the  Treasury  Department 
will  continue  giving  the  same  high  priority  to  the  matter  of  foreign  debt  ar- 
rearages as  has  particularly  been  the  case  during  the  last  3  years. 

In  line  with  your  request,  I  shall  first  highlight  our  recent  accomplishments, 
then  review  the  activities  of  the  National  Advisory  Council  and  the  general  debt 
arrearage  situation,  and  conclude  by  bringing  you  up  to  date  regarding  the 
progress  we  have  made  in  the  collection  and  reporting  of  data  on  foreign  debts. 

Recent  accomplishments 

Let  me  start  by  highlighting  the  progress  which  we  have  made  in  the  past 
several  months.  In  terms  of  actual  collection  of  foreign  debts,  a  number  of  govern- 
ments have  settled  or  significantly  reduced  their  obligations  to  U.S.  agencies.  For 
example,  under  an  agreement  signed  on  April  30,  the  Government  of  Japan  has 
prepaid  in  full  its  obligation  stemming  from  our  post-World  War  II  economic 
assistance  to  that  country. 

In  the  area  of  debt  arrearages,  Paraguay  and  Tunisia  have  paid  the  entire 
principal  of  their  long  outstanding  indebtedness  on  foreign  military  sales.  We 
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have  reached  an  agreement  with  Haiti  for  the  repayment  ot  a  post-World  War  II 
debt  resulting  from  the  disposal  of  surplus  property.  Brazil  has  paid  the  Army 
over  $3  million  on  a  military  sales  account  which  was  previously  reported  to  be 
in  arrears.  The  Dominican  Republic  has  paid  several  million  dollars  on  its  ac- 
counts due  to  various  agencies  and  is  now  current. 

Although  progress  in  some  instances  has  been  less  than  satisfactory,  major 
claims  continue  to  receive  strong  consideration.  Negotiations  to  reschedule  the 
various  obligations  owed  by  the  Chilean  Government  to  the  United  States  and 
other  creditor  countries  are  in  progress — Treasury  led  the  U.S.  delegation  to  the 
creditors  meeting  in  Paris  less  than  2  weeks  ago.  Our  goals  and  those  of  the 
other  creditor  nations  at  that  meeting  were  to  press  the  Government  of  Chile  to 
adopt  adequate  stabilization  policies  to  enhance  our  long-range  prospects  of 
collecting  all  debts  owed  us. 

Some  recent  progress  has  been  made  on  Iran's  lend-lease  and  surplus  property 
debts.  In  March,  the  Iranian  Government  paid  approximately  $750,000  on  cer- 
tain accounts,  and  in  May  it  indicated  that  it  would  pay  an  additional  $2  million 
on  its  debt.  However,  differences  still  remain  with  regard  to  the  status  of 
some  $12  million  in  delinquent  interest.  Nevertheless,  negotiations  continue  with 
the  Iranian  Government  and  we  are  hopeful  that  an  appropriate  settlement  will 
soon  be  reached. 

The  status  of  the  Chinese  post-World  War  II  debt  is  presently  being  reviewed 
within  the  executive  branch.  Finally,  after  a  5-year  hiatus,  negotiations  concern- 
ing the  Czechoslovak  debt  are  expected  to  begin  in  the  near  future. 

Turning  to  the  status  of  World  AVar  I  debts,  a  National  Advisory  Council 
working  group  has  been  reviewing  this  problem.  On  the  basis  of  the  work  of 
this  staff  committee,  recommendations  will  be  formulated,  and  I  expect  we  will 
soon  be  in  a  position  to  report  to  you  on  this  matter. 

National  Advisory  Council  activities 

Coordination  and  monitoring  of  agency  collection  efforts  by  the  National  Ad- 
visory Council  have  continued  unabated  since  we  last  met  with  your  subcommit- 
tee. One  of  the  essential  considerations  applied  by  the  National  Advisory  Council 
in  reviewing  U.S.  Government  and  multilateral  loan  proposals  is  whether  or  not 
a  particular  country  has  obligations  in  arrears  to  the  U.S.  Government. 

Review  and  policy  coordination  by  the  National  Advisory  Council  was  an 
important  element  in  achieving  collection  on  a  number  of  overdue  debts  in  recent 
months.  We  are  convinced  that  our  work  over  the  past  few  years — strongly 
supported  by  this  subcommittee — has  resulted  in  a  greater  awareness  by  recipi- 
ent countries  of  the  seriousness  with  which  the  U.S.  Government  views  debt 
arrearages  and  the  importance  it  places  on  prompt  payments  in  considering 
new  loan  requests. 

A  weekly  debt  status  report  is  submitted  to  the  Council  by  the  Treasury 
Department  to  assure  that  each  potential  recipient  is  reviewed  in  light  of  its 
creditworthiness.  In  addition,  the  Council  has  continued  its  semiannual  review 
of  the  status  of  all  outstanding  foreign  debts.  The  most  recent  semiannual 
meeting  was  lieM  on  June  24  when  we  reviewed  in  considerable  detail  the  various 
achievements  and  problems  connected  with  the  collection  of  debts  owed  to  each 
lending  agency.  The  interagency  coordination  through  this  forum  does  much  to 
assure  that  our  foreign  debt  collection  activities  will  continue  to  receive  a  high 
priority. 

Debt  arrearages 

When  Assistant  Secretary  Hennessy  testified  before  your  subcommittee  in 
March,  we  had  only  preliminary  figures  on  arrearages  as  of  December  31,  1972. 
These  data,  which  are  now  final,  show  $639  million  in  arrears  excluding,  of 
course,  World  War  I  debt.  This  figure  compares  with  the  .$678  million  reported 
in  arrears  as  of  June  30,  1972.  The  improvement  in  the  debt  picture  is  mainly 
due  to  the  elimination  of  the  Soviet  arrearage  on  lend-lease  which  evolved 
from  last  October's  settlement.  Partially  offsetting  this,  however,  was  the  $50 
million  increase  in  Chilean  debt  which  occurred  between  June  and  December 
of  last  year. 

Long-term  arrearages. — To  place  these  arrearages  in  perspective,  let  me  analyze 
briefly  the  composition  of  the  debt.  On  December  81.  1972,  the  long-term  com- 
ponent of  the  arrearages  totaled  $334  million.  Almost  .$300  million  of  this  amount 
was  owed  by  five  countries — Chile,  China,  Cuba.  Egypt,  and  Iran.  This  list  of 
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countries  illustrates  the  nature  of  the  major  debt  arrearages.  They  either  pertain 
to  unsettled  World  War  II  accounts,  such  as  with  China  and  Iran,  or  result  from 
more  recent  political  problems,  such  as  those  occurring  with  Cuba.  Egypt,  and 
Chile.  The  most  serious  debt  arrearage  problem  we  have  at  this  time  is  with 
Chile.  As  of  December  of  last  year  approximately  $86  million  of  a  total  of  $920 
million  outstanding  debt  was  in  arrears.  By  March  the  90-day  due  and  unpaid 
debt  of  Chile  had  ri.sen  to  almost  $110  million. 

Shnrt-fcrm  and  accoioifs  reccirnblr  arrearages. — The  largest  portion  of  the 
short-term  credits  and  accounts  receivable  in  arrears,  which  together  totaled 
$305  million  at  the  end  of  last  year,  can  be  attributed  to  unique  political-military 
events  in  the  post-World  War  II  period.  As  has  been  reported  to  the  .<?ubcommit- 
tee  on  previous  occasions,  approximately  $205  million  of  these  claims  represent 
logistical  support  provided  to  our  allies  during  the  Korean  conflict  and  to  the 
United  Nations  during  its  Congo  operations  of  the  early  sixties.  Another  sizable 
.segment  of  the  accounts  receivable,  some  $25  million,  represents  lend-lease  claims 
against  China  and  India.  Although  I  hope  that  satisfactory  settlement  will  be 
reached  concerning  these  claims,  I  am  sure  you  appreciate,  Mr.  Chairman,  the 
complex  political  considerations  involved  in  collecting  these  arrearages. 

With  your  permission  I  offer  the  December  .31.  1972,  arrearage  table  for  inclu- 
sion in  the  record. 

Summary  of  arrearages  on  foreign  indebtedness  to  U.S.  Government  agencie."  as  nf 

December  31,  1972 

[In  thousands  of  dollars  or  dollar  equivalents] 

Agency  Total  Long-term      Short-term       Accounts 

credits  credits  receivable 


Total,  all  agencies 639,120  334,165  9.964  295,001 


Department  of  Agriculture: 

Agricultural  Stabilization  and  Conservation 

Service 6,037  6,037 

Commodi ty  Credit  C orporation 

Department  of  Commerce: 

National  Bureau  of  Standards 21  21 

National  Oceanic  and  Atmospheric  Admin- 
istration  

Department  of  Defense: 
Civilian: 

Canal  Zone  Government 3,051 3,051 

Panama  Canal  Company 3,286 3,286 

Military: 

Defense  Security  Assistance  Agency 4.043  4,043 

Department  of  the  Air  Force 15,716 38  16,678 

Department  of  the  Army 208,534 9,506  199,028 

Department  of  the  Navy 21,647 21.647 

Department  of  the  Interior: 

Bureau  of  Mines (*) (*) 

Department  of  Justice: 

Immigration  and  Naturalization  Service. 125 126 

Department  of  State: 

Agency  for  International  Development. 84.103  76,704    7.399 


Officeof  the  Secretary 409 409 

Overseas  Private  Investment  Corporation.. 


Department  of  Transportation: 

Federal  Aviation  Administration.. Ill Ill 

U.S.  Coast  Guard 104 104 

Department  of  the  Treasury: 

Bureau  of  Accounts 143,441  118,301 25,140 

Independent  agencies: 

Atomic  Energy  Commission 71 71 

Export-Import  Bank.. 144,347  129.015 15.332 

General  Accounting  Office 56 56 

Social  Progress  Tnist  Fund  (Inter-American 

Development  Bank,  trustee) _ 

Tennessee  Valley  Authority 

U.S.  Postal  Service 4.018  66 3.962 

U.S.  Information  Agency. _ 

Adjustment  for  Indonesian  debt  rescheduling 


•Less  than  $500. 
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Treasury  debt  repotting 

Finally,  let  me  turn  briefly  to  the  collection  and  reporting  of  data  pertaining 
to  foreign  debts,  which  are  the  responsibility  of  the  Treasury  Department.  As  the 
subcommittee  is  well  aware,  the  Treasury  has  accomplished  a  major  expansion 
of  its  reporting  system  on  foreign  credits  since  these  hearings  began  in  1970.  In 
response  to  the  interest  of  the  subcommittee  in  obtaining  a  complete  account  of 
foreign  debts  owed  to  the  U.S.  Government,  we  have  over  the  past  2  years 
developed  and  put  into  operation  an  entire  new  segment  of  our  reporting  system, 
to  provide  for  the  first  time  data  on  short-term  U.S.  Government  credits  to 
foreigners  and  on  accounts  receivable  from  foreigners.  Thus,  as  Assistant  Secre- 
tary Hennessy  has  previously  stated,  we  are  now  able  to  give  you  complete 
figures  on  foreign  debts  of  all  maturities  to  U.S.  Government  agencies,  as  reported 
to  us  by  the  responsible  agencies.  We  have  previously  provided  these  data  to  the 
subcommittee  as  of  June  30,  1972. 

These  data  are  included  for  the  first  time  in  the  published  semiannual  report 
"Foreign  Credits  by  the  United  States  Government,"  which  we  expect  to  submit 
to  the  Congress  within  2  weeks.  Data  for  subsequent  semiannual  periods  will  be 
made  available  to  the  subcommittee  as  they  become  available,  and  will  be 
included  in  future  semiannual  reports  to  the  Congress. 

With  the  completion  of  this  major  reporting  innovation,  we  have  turned  our 
attention  to  the  solution  of  other  problems  which  exist  in  the  reporting  system 
in  order  to  speed  up  the  reporting  and  to  minimize  the  burden  on  the  reporting 
agencies  to  the  extent  possible. 

This,  Mr.  Chairman,  completes  my  report  to  you  on  the  successes  and  some  of 
the  problems  we  have  had  in  recent  months  in  our  effort  to  improve  the  collection 
of  foreign  debts  and  to  improve  our  system  of  foreign  debt  data  reporting.  I  shall 
be  happy  to  answer  any  questions  you  or  members  of  the  subcommittee  may  have. 


Exhibit  85. — Statement  by  Assistant  Secretary  Hennessy,  September  6,  1973, 
before  the  Senate  Finance  Committee,  concerning  the  proposed  Export 
Development  Credit  Fund 

I  welcome  this  opportunity  to  appear  before  the  Senate  Finance  Committee 
in  support  of  legislation  for  an  Export  Development  Credit  Fund,  as  proposed 
in  Senate  bill  S.  2335.  The  Department  of  the  Treasury  supports  the  basic  con- 
cept of  the  proposed  fund,  but  we  would  like  to  suggest  some  modification  in  its 
operational  aspects,  as  I  will  outline. 

In  the  bill  as  presented,  both  in  the  House  and  Senate  versions,  the  proposed 
fund  has  been  justified  in  terms  of  serving  two  major  objectives  of  U.S.  foreign 
economic  policy:  (1)  It  will  serve  as  an  instrument  for  expanding  U.S.  exports 
into  new  markets  in  the  low-income  countries,  and  (2)  it  will  be  a  means  of  con- 
tributing to  the  economic  development  of  these  countries.  In  addition  to  these 
two  objectives,  I  would  add  a  third  of  growing  importance  to  us ;  that  is,  the 
fund  will  aid  in  the  development  of  new  and  continuing  sources  of  raw  materials 
and  fuels  for  the  American  economy.  While  the  fund  is  not  designed  to  contribute 
directly  to  development  of  new  sources  of  raw  materials,  it  will  indirectly  do  so 
through  provision  of  needed  transportation,  communications,  and  power  equip- 
ment to  countries  which  have  extensive  natural  resources  to  bring  to  the  world 
market.  The  United  States  currently  purchases  28  percent  of  its  imports  from 
these  low-income  countries,  a  majority  of  which  are  raw  materials,  and  the 
prospects  are  good  for  further  increases.  The  development  of  export  markets  and 
additional  sources  of  raw  materials  ^o  hand  in  glove,  for  as  we  buy  more  from 
them,  they  have  the  effective  demand  to  buy  more  from  us. 

In  stimulating  greater  exports  to  the  low-income  countries,  the  United  States 
must  have  reasonable  assurance  that  we  will  be  repaid  and  that  these  ne_w  export 
markets  will  be  sustained.  I  will  address  briefly  each  of  two  questions  :  The  first 
on  the  market  development  potential  in  the  low-income  countries,  and  the  second 
on  the  prospects  for  repayment. 

Market  development  potential 

What  is  the  market  development  potential  in  the  low-income  countries? 

Our  analysis  of  TT.S.  trade  with  the  lowest  income  countries  shows  that  the 
U.S.  market  share  in  these  countries  is  relatively  small  and  has  been  declining 
during  recent  years.  Our  export  performance  has  been  particularly  weak  relative 
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to  our  major  competitors.  Part  of  this  may  be  explained  by  distance  and  tradi- 
tional relationships,  but  it  must  be  recognized  that  a  large  proportion  of  the 
imports  of  these  countries  are  financed  by  official  foreign  credits,  and  U.S.  credits 
to  these  countries  have  been  growing  much  more  slowly  than  those  of  our 
competitors. 

The  question  arises,  of  course,  as  to  whether  these  countries  have  the  absorp- 
tive capacity  to  import  goods  and  services  of  the  magnitude  envisioned  under 
the  fund.  An  initial  lending  volume  of  $675  million  annually  would  amount  to 
about  2  percent  of  the  total  1!>72  merchandise  imiwrt^s  of  the  G7  countries 
involved.  Another  standard,  basetl  on  estimatetl  total  annual  investment  of  $47 
billion  (18  percent  of  GNP  of  $260  billion)  in  these  countries,  exclusive  of 
Communist  nations,  indicates  the  annual  flow  would  represent  a  little  more  than 
1  percent  of  investment  in  1972.  Based  on  these  criteria,  it  would  certainly  seem 
possible  for  these  countries  to  increase  their  imports  by  the  $675  million  which 
would  be  added  through  the  fund. 

In  determining  which  products  would  be  provided  a-ssistance  under  the  fund, 
careful  consideration  would  be  given  to  those  areas  which  offer  the  best  prospects 
for  expanding  markets  for  U.S.  prixlucts.  Presently,  U.S.  exports  to  the  12 
largest  purchasers  in  the  group  in  terms  of  broad  categories  can  be  broken  dow^n 
as  follows :  31  percent  agricultural  goods,  28  percent  in  raw  and  intermediate 
materials,  and  41  percent  in  manufactured  machinery  and  equipment.  However, 
it  should  be  clarified  that  the  proposetl  EDCF  would  not  finance  agricultural 
products,  since  there  are  already  adequate  programs  to  handle  these  exports. 
We  can  export  more  manufactured  products  to  the  low-income  countries  if  we 
offer  terms  that  make  sense  in  view  of  their  own  economic  situation  ;  we  believe 
that  the  proposed  fund  would  help  us  to  do  that. 

Prospects  for  repayment 

Turning  now  to  the  second  question  :  What  are  the  prospects  that  the  recipients 
of  these  proposed  credits  will  be  able  to  repay  the  United  States? 

The  combined  external  debt  outstanding  of  the  67  developing  countries  with 
GNP's  of  less  than  $375  per  capita  amounted  to  $3i>  billion  as  of  December  31, 
1970.  Nearly  $20  billion  of  this  amount  was  concentrated  in  four  countries  (South 
Korea,  Indonesia,  India,  and  I'akistan).  The  remaining  50  percent  of  the  out- 
standing debt  was  distributed  among  63  countries. 

The  concentration  of  a  considerable  portion  of  the  total  LDC  debt  in  a  rela- 
tively small  number  of  countries  does  not  necessarily  mean  that  these  few 
countries  will  be  unable  to  meet  their  obligations  nor  that  the  remaining  LDC's 
will  be  free  of  debt  problems.  The  immediate  cause  of  LDC  debt  problems,  where 
they  in  fact  exist,  is  due  to  the  inadequate  ability  of  the  economy  to  generate 
sufficient  foreign  exchange  to  service  the  debt  obligations.  The  reasons  for  this 
inadequacy  vary  but  may  be  attributable  to  unsophisticated  cost-benefit  analysis 
of  projects,  ineffective  debt  management  policies,  insufficient  efforts  to  promote 
exports,  or  alternatively,  may  be  due  to  factors  entirely  Iteyond  the  control  of 
the  LDC's  themselves,  such  as  deteriorating  terms  of  trade  or  declining  aid  flows. 

It  is  generally  in  the  interest  of  the  United  States  to  finance  export.s  to 
developing  countries  when  there  is  a  reasonable  assurance  of  repayment  in 
accordance  with  agreed  .schedules.  This,  of  course,  poses  the  cpiestion  of  how 
one  obtains  such  reasonable  assurances.  No  single  indicator  exists  of  the  ability 
of  countries  to  service  their  debt  obligations  although  reference  is  frequently 
made  of  the  debt  service  ratio,  which  compares  a  country's  debt  serAice  with 
its  earnings  from  merchandise  exports  or  from  exports  of  goods  and  services. 
The  fact  is  that  the  debt  serv-ice  ratio  may  be  quite  misleading.  A  country  with 
a  low  debt  service  ratio  may  have  a  limited  capacity  to  absorb  additional  debt 
if  it  pursues  unsound  financial  and  economic  i>olicies,  while  a  country  with  a 
high  debt  ser^-ice  ratio  may  well  be  able  to  take  on  additional  obligations  if  it 
is  actively  and  successfully  attempting  to  promote  exports,  pursuing  .sound  inter- 
nal policies,  and  promoting  a  favorable  investment  climate.  Mexico  provides 
us  with  an  outstanding  example  of  a  country  in  the  latter  situation.  In  1966 
Mexico's  debt  service  obligations  absorbed  54  percent  of  its  current  account 
earnings,  a  ratio  considerably  higher  than  those  typically  found  in  countries 
having  difficulties  meeting  their  obligations.  Brazil  is  another  example.  After 
rescheduling  its  debts  in  1961  and  again  in  1964,  Brazil  has  been  following 
sound  financial  policies,  attracting  high  inflows  of  foreign  private  and  public 
investments,  and  is  today  considered  a  sound  credit  risk. 
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Thus,  with  the  terms  proposed  in  the  Senate  bill  and  with  careful  attention  to 
the  nature  and  uses  of  the  commodities  financed  under  the  proposed  fund,  we 
believe  that  the  low-income  countries  will  be  able  to  offer  us  reasonable  assurance 
of  repayments.  It  is  worth  noting  that  the  developing  countries  are  currently 
paying  out  about  $7  billion  annually  to  service  outstanding  external  debt.  Of 
this  total  the  United  States  is  receiving  about  a  third,  or  about  $2  billion,  per 
year.  The  United  States  is  currently  receiving  annual  repayments  on  AID's 
development  loans  alone  of  $300  million.  This  will  rise  to  $600  million  in  the 
next  decade. 

Suggested  modifications 

I  would  like  to  turn  now  to  some  suggestions  for  modifying  the  provisions 
regarding  the  proposed  fund  in  order  to  make  its  operations  more  consistent 
with  sound  fiscal  practices. 

First,  in  regard  to  its  budgetary  impact  (section  801  (d)),  we  note  that  the 
bill  treats  the  fund  in  the  same  manner  as  the  Export-Import  Bank  operations, 
which  excludes  it  from  the  budget.  We  recommend  that  the  bill  be  amended  to 
provide  for  the  inclusion  of  its  costs  in  the  budget  totals,  and  also  for  the 
financing  of  the  fund  through  regular  Treasury  securities. 

Second,  we  recommend  elimination  of  the  language  in  section  801  (b)  which 
authorizes  the  refinancing  of  U.S.  export  credits.  This  authority  would  conflict 
with  the  use  of  this  fund  for  market  development  purposes. 

Third,  we  want  to  ensure  that  the  intent  of  the  bill  is  to  subject  both  the 
amount  of  the  borrowing  and  the  use  of  the  reflows  for  interest  subsidies  to 
the  annual  appropriations  process. 

Conclusion 

In  brief,  I  would  like  to  add  the  support  of  the  Treasury  Department  to  the 
proposed  Export  Development  Credit  Fund.  With  the  few  modifications  I  have 
suggested,  it  is  our  view  that  the  proposed  fund  makes  good  economic  sense 
both  for  the  United  States  and  for  the  low-income  countries. 


Exhibit  86. — Statement  by  Assistant  Secretary  Hennessy,  October  29,  1973, 
before  the  Subcommittee  on  International  Affairs  of  the  Senate  Finance  Com- 
mittee, on  international  debts  owed  the  United  States 

Mr.  Chairman,  I  appreciate  the  opportunity  to  be  here  today  to  discuss  the 
international  debts  owed  the  United  States  and  I  welcome  the  interest  shown 
by  the  committee  in  the  subject.  It  is  a  matter  of  considerable  importance,  af- 
fecting our  budget,  our  balance  of  payments,  and  our  bilateral  relations  with 
other  countries. 

The  collection  of  foreign  debts  has  been  of  serious  concern  to  the  executive 
branch,  and  over  the  past  4  years  a  vigorous  effort  has  been  undertaken 
to  improve  performance  in  this  area.  A  particular  effort  has  been  directed 
towards  improving  the  reporting  and  monitoring  of  all  foreign  debts,  and  towards 
collecting  delinquent  debts.  The  Treasury  Department  has  recently  com- 
pleted a  major  expansion  of  its  debt-reporting  system,  including  short-term 
credits  and  accounts  receivable  as  well  as  long-term  debts  in  its  reports.  The 
National  Advisory  Council  now  holds  semiannual  reviews  of  debt  arrearage 
problems.  And  the  Department  of  State  has  redoubled  its  coordination  efforts 
with  the  various  Government  agencies  to  ensure  prompt  payment  of  due 
debts.  During  the  past  3  years.  Treasury  and  State  have  appeared  seven  times 
before  the  different  committees  of  the  Congress  to  report  on  the  result 
of  the  increased  efforts  to  collect  outstanding  delinquent  debts.  Major  progress 
has  been  made. 

The  foreign  debts  owed  the  United  States  have  all  risen  from  activities 
of  the  U.S.  Government  in  the  20th  century.  They  are  of  two  sorts — the  debts 
which  have  arisen  under  Government  activities  during  and  since  World  War 
II,  and  the  so-called  World  War  I  debts. 

Post-World  War  II  debts 

The  Government  has  engaged  in  a  number  of  foreign  credit  programs  during 
and  since  World  War  II,  as  authorized  by  Congress.  These  programs  have  re- 
sulted   in    the    extension    of   $54.5    billion    of   credit    to    foreigners.    The    most 
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important  of  these  programs  have  been  (1)  the  Foreign  Assistance  and  related 
act«,  under  which  about  $16.2  billion  has  been  loaned  abroad,  (2)  the  Agricul- 
tural Trade  Development  and  Assistance  Act^  under  which  $8.9  billion  has  been 
extended,  and  (3)  the  Export-Import  Bank  Act,  under  which  $18.3  billion  has 
been  loaned.  (I  will  cover  shortly  credits  extended  under  the  authority  of  the 
Lend-Lease  Act,  which  you  have  also  asked  us  to  comment  on. ) 

At  present  we  are  owed  a  total  of  $33  billion  in  outstanding  principal,  $24 
billion,  or  73  i>ercent,  of  which  is  due  from  le.ss  developed  countries  (LDC's). 
The  balance  is  owed  by  industrialized  nations.  In  examining  the  geographical 
distribution  of  LDC  debt,  we  find  there  is  a  large  degree  of  concentration  in 
the  poorest  countries,  who  have  been  the  largest  recipients  of  foreign  assistance. 
India  with  $5.8  billion  and  Pakistan  $2.2  billion  account  for  nearly  all  of  the  debt 
in  South  Asia.  Western  Hemisphere  countries  owe  us  about  $6.2  billion,  with 
the  largest  debtors  being  Brazil  ($1.7  billion),  Chile  ($0.9  billion),  and  Colombia 
($0.8  billion)  ;  East  Asia  and  Near  East  countries  owe  $4.1  billion  and  $4.5 
billion,  respectively,  with  the  largest  debtors  in  these  regions  being  Indonesia 
and  Korea  (about  $1  billion  each)  and  Turkey  ($1  billi(m). 

Western  European  countries  owe  the  United  States  a  total  of  $6.3  billion 
with  the  United  Kingdom  accounting  for  $3.8  billion,  nearly  60  percent  of  the 
Western  European  total. 

Almost  all  of  the  vast  sums  loaned  during  and  since  World  War  II  have  been 
and  are  being  repaid  on  schedule.  Out  of  the  total  loaned  since  World  War  II, 
only  about  $662  million,  or  1  percent,  was  in  arrears  as  of  June  30,  1973.  the 
latest  figures  on  total  outstanding  debt  available.  The  largest  portion  of  these 
arrearages,  some  $367  million,  are  from  long-term  loans  owed  by  four  coun- 
tries—Chile ($124.5  million),  Egypt  ($42.3  million),  Cuba  ($54.0  million),  and 
Iran  ($34.7  million). 

Next  in  order  of  magnitude  is  the  approximately  $294  million  that  was  in  ar- 
rears on  accounts  receivable  owed  to  various  agencies  as  of  .Tune  30,  1973.  By 
far  the  largest  portion  of  these  arrears,  some  $200  million,  can  be  attributed  to 
logistical  support  provided  by  the  United  States  during  the  Korean  conflict  in 
the  early  1950's.  Another  $25  million  is  in  arrears  on  loans  made  under  the  Lend- 
Lease  Act  and  other  war  account  .settlements.  Twenty-three  million  is  delinquent 
on  financing  of  militarj-  sales,  and  $21  million  under  Eximbank  programs. 

As  I  stated  earlier,  the  executive  branch  has  been  and  continues  to  be  actively 
engaged  in  an  effort  to  collect  debts.  Let  me  highlight  the  progre.ss  we  have  made 
in  recent  months.  A  number  of  governments  have  .settled  or  significantly  reduced 
their  obligations  to  U.S.  agencies.  For  example,  under  an  agreement  signed  on 
April  30,  the  Government  of  Japan  has  prepaid  in  full  its  $175  million  obligation 
stemming  from  our  post-World  War  II  economic  assistance  to  that  country. 
Another  example  is  the  assignment  back  to  the  United  States  of  our  original 
grant  to  the  European  Monetary  Agreement.  At  the  end  of  1972.  at  the  urging  of 
the  U.S.  Government,  the  OECD  terminated  the  EMA.  which  had  been  in  opera- 
tion since  1958.  The  Treasury  Department  felt  that  the  original  purpose  of  the 
EMA  had  been  substantially  achieved  and  thus  it  shouH  be  terminated.  After 
several  years  of  discussions,  the  European  members  decidetl  last  December  to 
terminate  the  agreement  and  return  to  the  United  States  its  contribution  and 
earnings  thereon.  As  a  result  of  the  termination  of  the  EMA.  the  United  States 
received  a  total  of  $355  million,  which  represents  the  initial  U.S.  contribution 
of  over  $270  million  and  accumulated  interest  of  $84  million. 

Overall,  since  the  late  1950's  we  have  received  prepayments  from  the  Europeans 
on  their  post- World  War  II  debts  totaling  .$2.2  billion. 

In  the  area  of  debt  arrearages.  Paraguay  and  Tunisia  have  paid  the  entire 
principal  of  their  long  outstanding  indebtedness  on  foreign  military  sales.  We 
have  recently  reached  an  agreement  with  Haiti  for  the  repayment  of  a  long- 
disputed  post-World  War  II  debt  resulting  from  the  disposal  of  surplus  property. 
Brazil  has  paid  the  Army  over  .$3  million  on  a  military  sales  account  that  was 
previously  reported  in  arrears,  and  the  Dominican  Republic  has  paid  several 
million  dollars  and  is  now  current. 

Some  recent  progress  has  been  made  in  Iran's  lend-lease  and  surplus  property 
debt.  In  :\rareh.  the  Iranian  Government  paid  approximately  $750,000  on  certain 
accounts  and  in  May  it  indicated  that  it  would  pay  an  additional  $2  million  on 
its  debt.  However,  differences  still  remain  with  regard  to  the  status  of  some 
$12  million  in  delinquent  interest,  which  are  being  worked  upon. 

Finally,  after  a  .5-year  hiatus,  negotiations  have  liegim  with  the  Czechoslovak 
Government  regarding  their  debt  with  reasonable  expectations  of  solution. 
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In  sum,  progress  is  being  made.  And  we  are  optimistic  that  many  of  the  re- 
maining delinquencies  can  be  eliminated.  For  example,  the  changed  situation  in 
Chile  has  markedly  improved  prospects  for  repayment  of  that  country's  $134 
million  arrearage  to  the  United  States. 

LDC  debt  burden. — While  collection  experience  on  the  post-World  War  II 
credits  has  been  good,  I  would  like  to  mention  a  potential  problem,  which  we  are 
beginning  to  encounter  with  increasing  frequency  and  that  is  of  mounting  con- 
cern to  the  Treasury,  namely,  the  very  large  and  growing  debt  of  less  developed 
countries. 

As  of  December  31,  1971,  the  last  date  for  which  composite  data  are  available, 
the  81  developing  countries  had  a  total  external  public  debt  outstanding  of  $79.2 
billion,  of  which  $58.3  billion  had  been  disbursed.  In  recent  years  LDC  debt 
levels  have  been  growing  very  rapidly,  more  than  doubling  between  1965  and 
1971,  and  increasing  almost  15  percent  between  1970  and  1971.  This  is  a  faster 
rate  than  that  at  which  their  exports  have  been  growing  and  so  there  has  been  a 
marked  deterioration  in  the  debt  service  ratio,  that  is,  their  percentage  of  ex- 
port receipts  needed  to  amortize  yearly  debt  service.  About  $24  billion  or  30 
percent  of  this  debt  of  $79.2  billion  is  owed  to  the  United  States. 

Debt  service  payments  totaled  $8.1  billion  in  1972  and  are  also  growing 
rapidly,  as  grace  periods  on  loans  made  in  the  early  1960's  are  running  out. 
Consequently,  a  number  of  developing  countries  are  likely  to  experience  debt- 
servicing  difficulties  in  the  future  unless  their  trade  balance  improves  and/or 
capital  is  made  available  in  increasing  amounts  and  on  easier  terms. 

Because  of  our  large  financial  interest  in  this  matter,  it  is  important  that  we 
avoid  massive  reschedulings  or  defaults  in  the  future.  At  the  same  time  we  can- 
not stop  selling  goods  and  services  to  these  countries,  not  only  because  they  are 
essential  for  their  economic  development,  but  also  because  the  United  States 
needs  these  export  markets.  The  need  to  tailor  more  closely  the  terms  of  export 
credits  to  ability  to  repay  was  the  major  motivation  in  the  executive  branch's 
support  before  the  Congress  and  the  Finance  Committee  of  the  proposed  Export 
Development  Credit  Fund. 

Lend-lease  debts. — Credits  extended  under  the  authority  of  the  Lend-Lease 
Act  show  a  similar  history  of  repayment  combined  with  some  remaining  ar- 
rearages. Lend-lease  was  conceived  and  executed  "to  promote  the  Defense  of 
the  United  States  ...  as  provided  for  in  the  lend  lease  law."  The  program  was 
inaugurated  on  March  11,  1941,  as  our  i)eacetime  contribution  to  nations  aiding 
our  defense  by  resisting  Axis  aggression.  After  the  United  States  was  attacked, 
lend-lease  became  an  instrument  by  which  we  strengthened  our  allies  according 
to  the  strategic  plans  of  the  Allied  Nations  as  a  whole.  Unlike  the  method  used  to 
provide  aid  in  the  First  World  War,  where  the  United  States  loaned  its  allies 
cash  which  they  used  to  purchase  goods  and  services,  lend-lease  provided  the 
goods  and  services  directly.  The  Lend-Lease  Act  provided  that  the  terms  and 
conditions  of  repayment  were  to  be  those  "which  the  President  deems  satis- 
factory"— a  flexible  method  which  was  clearly  established  to  reflect  the  extraor- 
dinary circiimstances  under  which  these  agreements  were  made  and  the 
special  situation  they  were  designed  to  meet. 

In  settling  the  lend-lease  accounts  with  our  World  War  II  allies,  the  United 
States  did  not  request  compensation  for  lend-lease  goods  lost,  destroyed,  or  con- 
.sumed  during  the  war,  nor  for  combat  items  such  as  tanks  or  aircraft  in  the 
custody  of  the  armed  forces  of  our  allies  at  the  end  of  the  war.  Payment  was  re- 
quested for  the  value  of  postwar  civilian  lend-lease  goods  in  the  possession  of 
other  countries  at  V-J  Day  and  for  lend-lease  goods  delivered  after  V-J  Day. 
The  general  guidelines  for  credit  settlements  of  the  lend-lease  accounts  were  es- 
tablished by  the  National  Advisory  Council  (Action  No.  40,  February  27,  1946). 

The  arrearages  on  our  lend-lease  accounts  totaled  $92  million  as  of  June  30, 
1973.  The  bulk  of  this  sum  was  owed  by  the  Republic  of  China  ($86  million). 

Mr.  Weintraub  of  State  will  provide  details  on  lend-lease  settlements  in  his 
statement,  including  that  signed  with  the  Soviet  Union  on  October  18,  1972. 

World  War  I  debts 

Finally,  let  me  say  a  word  about  the  .so-called  World  War  I  debts. 

During  World  War  I,  the  United  States  made  loans  to  its  allies  by  purchasing 
short-term  and  demand  oblisrations  of  the  resnective  governments  under  the 
authority  of  the  Fir.'?t.  Second,  and  Victory  Liberty  Bonds  Acts. 

In  1921  and  1922  Europe  was  in  a  state  of  financial  disorder.  No  debtor  nation 
could  have  paid  its  debt  to  the  United  States  had  payment  been  demanded  and 
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many  were  unable  to  pay  the  interest  that  was  due.  Recognizing  this  predicament. 
Congress  createtl  the  ^^'orld  War  Foreign  Debt  Commission  on  February  f),  1!)22, 
to  negotiate  funding  agreements  witli  the  debtor  governments,  under  which  tlieir 
obligations  would  be  I'efunded  "in  such  form  and  on  such  terms,  conditions,  date 
or  dates  of  maturity,  and  rate  or  rates  of  interest,  and  with  such  security,  if 
any,  as  would  be  deemed  for  the  best  interest  for  the  United  States  of  America." 
However,  the  statute  specifically  stated  that  it  did  not  authorize  '"cancellation 
of  any  part  of  the  indebtedness  except  through  payment  thereof."  By  192t),  the 
Commission  had  negotiated  settlement  of  the  World  War  I  debts  of  all  foreign 
governments. 

Payments  on  Allied  debts  were  made  according  to  schedule  until  1931,  when 
the  world  depression  led  to  the  suspension  of  payments.  On  June  20,  1931,  Presi- 
dent Hoover  proix>sed,  subject  to  congressional  approval,  susi)ending  during 
fiscal  year  1932  all  payments  due  the  United  States  by  the  debtor  government, 
provided  a  similar  step  was  taken  by  European  creditor  governments  regarding 
payments  of  intergovernmental  debts  and  war  reparations  due  them.  On  De- 
cember 23,  1931,  by  joint  resolution.  Congre.ss  authorizetl  the  Secretary  of  the 
Treasury  to  conclude  agreements  for  this  moratorium  propo»il.  This  act  also 
expressly  provided  it  to  l)e  against  the  policy  of  Congress  that  any  indebtedness 
be  canceled  or  reduced.  The  amounts  due  in  fiscal  1932  were  to  be  repaid  over 
a  10-year  period  beginning  July  1,  1933,  at  an  interest  rate  of  4  i)ercent.  All  of 
the  governments  indebted  to  the  United  States,  except  Yugoslavia,  accepted 
the  proposal,  and  agreements  were  concluded  with  each  government  in  1932. 

After  the  moratorium  expired,  Germany  paid  no  further  reparation,  and  all 
debtor  governments  except  Finland  then  refused  to  make  payments,  or  made 
only  token  payments. 

In  1941  the  United  States  notified  most  of  the  debtor  nations  that,  in  view  of 
wartime  conditions,  we  would  discontinue  our  practice  of  .«;ending  them  bills 
while  at  the  .same  time  we  emphasized  that  this  con.stituted  no  waiver  on  the 
part  of  the  United  States. 

As  of  December  31,  1972.  the  outstanding  World  War  I  deht.  including  unma- 
tured principal  and  interest,  totaled  $24.9  billion,  of  which  .?20.2  billion  was  de- 
linquent. The  largest  due  and  unpaid  accounts  are  with  the  United  Kingdom 
($8.8  billion),  France  ($6.1  billion),  Germany  ($1.5  billion),  and  Italy  ($1.4 
billion). 

While  the  countries  which  have  large  World  War  I  obligations  to  us  have 
never  denied  the  juridical  validity  of  their  debts,  they  have  linked  payment  to 
us  to  the  condition  of  .simultaneous  payment  of  World  War  I  rei>arations  by 
Germany  to  them  in  amounts  which  roughly  offset  their  war  debts  to  the  United 
States. 

Resolution  of  the  problem  of  governmental  claims  against  Germany  arising  out 
of  World  War  I  was  deferred  "until  a  final  general  s<»ttlement  of  this  matter" 
by  the  London  Agreement  on  German  external  debts,  to  which  the  I'nited  States 
is  a  party,  concluded  in  1953.  This  agreement  was  ratified  by  the  T'.S.  Senate 
and  has  the  status  of  a  treaty. 

While  the  T'.S.  Government  has  never  recognized  that  there  was  any  legal 
connection  between  the  World  War  I  obligations  owed  us  and  the  reparation 
claims  on  Germany,  there  is  a  linkage  in  reality,  which  makes  the  is-sue  as  such 
a  sensitive  political  as  well  as  an  economic  one. 

After  recent  testimony  before  the  House  Subcommittee  on  Foreign  Operations 
and  Government  Information,  it  was  agreed  that  the  National  Advisory  Council 
would  make  a  study  and  present  concrete  propo.'^als  on  this  debt.  We  expect  to 
reach  conclu.sions  and  make  recommendations  in  the  near  future. 

This,  Mr.  Chairman,  concludes  my  prepared  statement.  I  shall  be  glad  to 
answer  any  questions  you  or  members  of  the  subcommittee  may  have  regarding 
international  debts  owed  the  United  States. 


Exhibit  87. — Message  from  President  Nixon  to  the  Congress,  October  31,  1973, 
on  international  development  assistance 

As  their  role  in  conveying  financial  asi^i.stance  to  developing  countries  has 
steadily  enlarged  in  recent  years,  multilateral  lending  institutions  have  become 
vital  to  our  hopes  for  construction  of  a  new  international  economic  order. 
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One  of  the  most  important  of  these  institutions  is  the  International  Develop- 
ment Association,  a  subsidiary  of  the  World  Bank  that  provides  long-term  loans 
at  low  interest  rates  to  the  world's  poorest  nations.  During  the  13  years  of  its 
operation.  IDA  has  provided  over  $6.1  billion  of  development  credits  to  nearly 
70  of  the  least  developed  countries  of  the  world.  Two  dozen  countries  have  con- 
tributed funds  for  this  effort. 

By  next  June,  however,  the  International  Development  Association  will  be  out 
of  funds  xmless  it  is  repleni.shed.  As  a  result  of  an  understanding  reached  in 
recent  international  negotiations,  I  am  today  proposing  to  the  Congress  that  the 
United  States  join  with  other  major  industrialized  nations  in  pledging  significant 
new  funds  to  this  organization.  Specifically,  I  am  requesting  that  the  Congress 
authorize  for  future  appropriation  the  sum  of  $1.5  billion  for  the  fourth  replen- 
ishment of  IDA.  Initial  payments  would  be  made  in  fiscal  year  1976  and  the  full 
amount  would  be  paid  out  over  a  period  of  years. 

I  am  also  requesting  that  the  Congress  authorize  an  additional  $50  million  for 
the  Special  Funds  of  the  Asian  Development  Bank.  The  Bank  is  one  of  the 
major  regional  banks  in  the  world  that  complements  the  work  of  the  Interna- 
tional Development  Association  and  the  "World  Bank. 

Legislation  for  both  of  these  authorities  is  being  submitted  to  the  Congress 
today  by  the  Secretary  of  the  Treasury. 

Strengthening  the  international  economic  system 

Just  over  a  year  ago,  in  September  1972  at  the  annual  meeting  in  Washington 
of  the  International  Monetary  Fund  and  the  World  Bank.  I  stre.ssed  the  urgent 
need  to  build  a  secure  structure  of  peace,  not  only  in  the  political  realm  but  in  the 
economic  realm  as  well.  I  stated  then  that  the  time  had  come  for  action  across 
the  entire  front  of  international  economic  problems,  and  I  emphasized  that  recur- 
ring monetary  crises,  incorrect  alignments,  distorted  trading  arrangements,  and 
great  disparities  in  development  not  only  injured  our  economies,  but  also  cre- 
ated political  tensions  that  subvert  the  cause  of  peace.  I  urged,  that  all  nations 
come  together  to  deal  promptly  with  these  fundamental  problems. 

I  am  happy  to  be  able  to  report  that  since  that  1972  meeting,  we  have  made 
encouraging  progress  toward  updating  and  revising  the  basic  rules  for  the  con- 
duct of  international  financial  and  trade  affairs  that  have  guided  us  since  the 
end  of  World  War  II.  Monetary  reform  negotiations,  begun  last  year,  are  now 
well  advanced  toward  forging  a  new  and  stronger  international  monetary  sys- 
tem. A  date  of  July  31,  1974.  has  been  set  as  a  realistic  deadline  for  completing 
a  basic  agreement  among  nations  on  the  new  system. 

Concurrently,  we  are  taking  the  fundamental  steps  at  home  and  abroad  that 
will  lead  to  needed  improvement  in  the  international  trading  system.  On  Septem- 
ber 14,  while  meeting  in  Tokyo,  the  world's  major  trading  nations  launched  new 
multilateral  trade  negotiations  which  could  lead  to  a  significant  reduction  of 
world  trade  barriers  and  reform  of  our  rules  for  trade.  The  Congress  is  now 
considering  trade  reform  legislation  that  is  essential  to  allow  the  United  States 
to  participate  effectively  in  these  negotiations. 

Essential  role  of  development  assistance 

While  there  is  great  promise  in  both  the  trade  and  monetary  negotiations,  it  is 
important  that  strong  efforts  also  be  made  in  the  international  effort  to  sup- 
port economic  development — particularly  in  providing  reasonable  amounts  of 
new  funds  for  international  lending  institutions. 

A  stable  and  fiexible  monetary  system,  a  fairer  and  more  efl3cient  system  of 
trade  and  investment,  and  a  solid  structure  of  cooperation  in  economic  develop- 
ment are  the  essential  components  of  international  economic  relations.  We  must 
act  in  each  of  these  interdependent  areas.  If  we  fail  or  fall  behind  in  one,  we 
weaken  the  entire  effort.  We  need  an  economic  system  that  is  balanced  and 
responsive  in  all  its  parts,  along  with  international  institutions  that  reinforce 
the  principles  and  rules  we  negotiate. 

We  cannot  expect  other  nations — developed  or  developing — to  respond  fully 
to  our  call  for  stronger  and  more  efficient  trading  and  monetary  .systems,  if  at 
the  same  time  we  are  not  willing  to  assume  our  share  of  the  effort  to  ensure  that 
the  interests  of  the  poorer  nations  are  taken  into  account.  Our  position  as  a 
leader  in  promoting  a  more  reasonable  world  order  and  our  credibility  as  a 
negotiator  would  be  seriously  weakened  if  we  do  not  take  decisive  and  respon- 
sible action  to  assist  those  nations  to  achieve  their  aspirations  toward  economic 
development. 
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There  are  some  two  dozen  non-Communist  countries  which  provide  assistance 
to  developing  countries.  About  20  percent  of  the  total  aid  flow  from  these 
countries  is  now  channeled  through  multilateral  lending  institutions  such  as  the 
World  Bank  grouj) — which  includes  IDA — and  the  regional  development  hanks. 

These  multilateral  lending  institutions  play  an  important  role  in  American 
foreign  policy.  By  encouraging  developing  countries  to  ijarticiiwte  in  a  joint 
effort  to  raise  their  living  standards,  they  help  to  make  those  countries  more  self- 
reliant.  They  provide  a  pool  of  unmatdied  technical  exi)ertise.  And  they  i>rovide 
a  useful  vehicle  for  encouraging  other  industrialized  countries  to  take  a  larger 
responsibility  for  the  future  of  the  developing  world,  which  in  turn  enables  us 
to  reduce  our  direct  assistance. 

The  American  economy  also  benefits  from  our  supi>ort  of  international  devel- 
opment. Developing  countries  today  provide  one-third  of  our  raw  material  im- 
ix)rts,  and  we  will  increasingly  rely  uix)u  them  in  the  future  for  essential 
materials.  These  developing  countries  are  also  good  customers,  buying  more 
from  us  than  we  do  from  them. 

New  proposals  for  multilateral  assistance 

Because  multilateral  lending  institutions  make  .such  a  sulistantial  conrriliution 
to  world  i^eace.  it  mu.st  be  a  matter  of  concern  for  the  United  States  that  the 
International  Development  Association  will  be  out  of  funds  by  June  30,  1974, 
if  its  resources  are  not  replenished. 

The  developing  world  now  looks  to  the  replenishment  of  IDA'S  resources  as  a 
key  test  of  the  willingness  of  industrializetl.  developed  nations  to  cooperate  in 
assuring  the  fuller  participation  of  devel(>i>ing  countries  in  the  international 
economy.  At  the  Nairobi  meeting  of  the  World  Bank  last  month,  it  was  agreed  by 
25  donor  countries  to  submit  for  approval  of  tlieir  legislatures  a  proposal  to 
authorize  $4.5  billion  of  new  resources  to  IDA.  Under  this  proi>osal,  the  share 
of  the  United  States  in  the  replenishment  would  drop  fmm  40  jn^rcent  to  33 
percent.  This  represents  a  significant  accomi>lishment  in  distriltuting  respon.si- 
bility  for  development  more  e<iuitably.  Other  countries  would  jait  up  !?.'i  billion, 
twice  the  proposed  U.S.  contribution  of  $1..")  liillion.  Furthermore,  to  nnluce  an- 
nual appropriations  refiuirements.  our  payments  i-an  be  made  in  installments  at 
the  rate  of  $375  million  a  year  for  4  years,  beginning  in  fiscal  year  ir»7t>. 

We  have  also  been  negotiating  with  other  particii>ating  nations  to  increase 
funds  for  the  long-term,  low-interest  oiK>ration  of  the  A.^ian  Development  Bank. 
As  a  result  of  these  negotiations.  I  am  requesting  the  Congre.ss  to  authorize 
$50  million  of  additional  contributions  to  the  ADB  by  the  United  States — beyond 
a  $100  million  contribution  already  approved.  Tliese  new  funds  would  be  asso- 
ciated with  additional  contributions  of  about  $350  million  from  other  nations. 

Meeting  our  responsibilities 

In  addition  to  the.se  proiwsals  for  pledging  future  fund.s.  I  would  i)oint  out 
that  the  Congress  also  has  before  it  appropriations  reque.sts  for  fi.scal  year  ir»74 — 
a  year  that  is  already  one-third  completed — for  bilateral  and  multilateral  assist- 
ance to  support  our  role  in  international  cooperation.  It  is  my  prr)found  con- 
viction that  it  is  in  our  own  best  interest  that  the  Congre.ss  move  quickly  to 
enact  these  i)ending  appropriations  requests.  We  are  now  l)ehind  s<hedule  in 
providing  our  contributions  to  the  International  Development  A.ssociation.  the 
Inter-American  Development  Bank,  and  the  A.sian  Development  Bank,  so  that 
we  are  not  keeping  our  part  of  the  bargain.  We  must  sliow  other  nations  that 
the  United  States  will  continue  to  meet  its  international  resix)n.sibilities. 

All  nations  which  enjoy  advanced  stages  of  industrial  development  have  a 
grave  responsibility  to  a.ssi.st  tho.se  countrie.*?  whose  major  development  lies  ahead. 
By  providing  support  for  international  economic  a.s.sistance  on  an  equitable  basis, 
we  are  helping  others  to  help  themselves  and  at  the  ssime  time  building  effei-tive 
institutions  for  international  cooi>eration  in  the  critical  years  ahead.  I  urge  the 
Congress  to  act  promptly  on  these  proposals. 


Exhibit  88.— Statement  by  Secretary  Shultz,  November  19.  197.3.  before  the 
Senate  Foreign  Relations  Committee,  on  replenishment  of  the  International 
Development  Association  and  the  Asian  Development  Bank 

I  am  happy  to  be  here  this  morning  to  supix>rt  the  President's  requests  for 
new  funding  authority  for  the  International  Development  Association    (IDA) 
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and  the  Asian  Development  Bank  (ADB).  My  statement  will  deal  principally 
with  the  broad  framework  of  international  economic  cooperation  within  which 
the  President  put  these  requests  forw^ard  in  his  message  on  October  31.  For 
further  background,  you  have  before  you  the  special  reports  of  the  National 
Advisory  Council  on  the  IDA  and  the  ADB  proposals,  respectively. 

This  hearing  is  the  culmination  of  a  major  effort  we  are  carrying  out  not  only 
with  this  committee  but  with  other  relevant  committees  to  keep  the  Congress 
fully  informed  and  involved  in  the  formulation  of  U.S.  policy  and  participation 
in  all  of  the  international  development  lending  institutions — the  World  Bank 
group,  the  Inter-American  Development  Bank,  and  the  Asian  Development  Bank. 
I  pledge  to  you  that  this  effort  will  continue  beyond  this  hearing,  so  that  we 
may  mutually  benefit  from  a  greater  flow  of  information  and  an  ongoing,  frank 
dialogue.  In  a  real  sense  the  proposals  to  be  discussed  today  have  benefited  from 
this  consultative  process. 

The  advantages  of  a  multilateral  approach  to  development  are  well  understood 
by  this  committee.  In  the  proposals  before  you  today,  financial  contributions  will 
be  provided  to  these  two  banks  first  of  all  on  the  basis  of  a  fair  share  from  each 
of  the  developed  country  members — ^shares  that  have  been  renegotiated  to  reflect 
equitably  the  present  relative  economic  strengths  of  industrial  nations. 

Second,  all  assistance  will  be  provided  in  the  form  of  loans  which  will  finance 
sound  development  projects  in  developing  nations — particularly  in  the  poorest 
of  those  nations.  The  money  will  be  spent  not  only  for  highways,  dams,  farming 
and  industrial  developments  but  for  programs  such  as  health,  education,  and 
population  programs  that  directly  work  with  and  for  the  people  of  poverty- 
stricken  nations. 

Third,  because  of  their  long  experience,  unmatched  pool  of  technical  expertise 
drawn  from  all  countries,  and  freedom  from  political  considerations,  the  Interna- 
tional Development  Association  and  the  Asian  Development  Bank  are  in  a  strong 
position  to  influence  developing  countries  to  become  both  more  productive  and 
more  self-reliant,  by  improving  their  overall  economic  programs  and  policies. 

Finally,  these  institutions  form  a  part  of  an  international  system  of  coopera- 
tion and  agreed-upon  rules  of  economic  behavior,  which  we  are  attempting  to 
improve  and  strengthen. 

Most  of  you  will  recall  this  as  a  principal  theme  sounded  by  President  Nixon 
here  in  Washington  at  the  1972  meeting  of  the  World  Bank  and  Monetary  F\ind. 
He  pointed  out  clearly  that  a  new  international  economic  order — ^based  on  up- 
dated rules,  international  cooperation,  and  a  stronger  institutional  framework — 
is  a  basic  part  of  creating  a  secure  structure  of  peace. 

International  monetary  reform,  international  trade  and  investment,  and  im- 
proving the  quantity  and  quality  of  international  development  assistance  are  all 
aspects  of  the  same  problem  of  constructing  an  endurable  system  of  economic 
intercourse.  Because  they  are  inextricably  linked,  because  we  must  negotiate  in 
all  these  fields  with  the  same  countries  and  frequently  with  the  same  individuals, 
what  the  United  States  does  or  does  not  do  in  regard  to  sharing  the  international 
responsibility  for  assisting  the  developing  nations  will  inevitably  have  a  pro- 
found impact  on  what  we  are  able  to  accomplish  in  the  remaining  fields.  The 
stakes  in  monetary  reform,  trade  and  investment  are  simply  too  high  for  us  to 
do  less  than  is  required  in  the  area  of  development. 

I  fully  recognize  that  new  questions — good  questions — have  arisen  about  the 
role  the  United  States  can  and  should  play  in  foreign  assistance.  There  is  a 
feeling  that  the  United  States  has  been  called  on  to  do  too  much  over  too  long 
a  time,  and  a  feeling  that  too  many  domestic  needs  are  still  unmet  to  permit 
providing  our  resources  overseas.  Pressures  on  our  balance  of  payments  and  on 
the  dollar  have  tended  to  reinforce  these  feelings. 

In  the  end,  these  are  questions  of  appropriate  priorities.  They  have  led  to  a 
searching  review  ■within  the  Congress  and  the  administration.  I  firmly  believe 
that  the  legislation  before  you  have  been  carefully  analyzed  in  terms  of  consis- 
tency with  our  priorities — domestic  and  foreign — ^and  represents  the  right  policy 
for  the  United  States  in  the  period  ahead.  Let  me  explain  the  reasons  for  this 
conclusion. 

The  world  economy  and  the  U.S.  role  within  it  have  undergone  rapid  change. 
We  are  no  longer  so  large  relative  to  the  rest  of  the  world.  Others  should  pick 
up  more  of  the  burden  in  such  fields  as  development  assistance.  Under  the  pro- 
posals before  you  they  are  doing  so.  Indeed,  healthy  international  development 
lending  institutions — and  they  cannot  be  healthy  without  our  participation — ^are 
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one  of  the  best  assurances  we  can  have  that  others  will  bear  an  equitable  portion 
of  the  common  responsibility. 

Internationally,  after  a  long  period  of  decline  and  erosion,  our  competitive 
position  is  now  benefiting  from  major  changes  in  exchange  rates.  Recent  balance 
of  payments  figures  are  encouraging,  and  prospects  are  good  for  our  external 
sector  to  become  a  strong  plus  factor  generating  more  jobs  and  higher  incomes  in 
the  domestic  economy.  Looking  ahead — and  the  money  being  requested  today  will 
not  be  spent  for  some  years — I  believe  we  can  handle  the  pi'ograms  I  am  describ- 
ing today  without  damage  to  the  dollar,  and  indeed  with  the  expectation  that 
they  will  help  to  generate  international  business  for  us. 

Our  domestic  economy  has  now  been  relieved  of  the  burden  of  a  long  and  costly 
war.  Our  fiscal  situation  is  moving  to  better  balance.  We  can  carry  out  these 
programs  with  fiscal  responsibility  Our  support  for  the  multilateral  lending 
institutions,  of  course,  involves  a  significant  amount  of  money.  But  as  a  small 
fraction  of  our  resources  and  our  budget — actually  a  smaller  fraction  than  that 
of  most  other  developed  countries — these  programs  have  been  fitted  into  our 
overall  financial  and  budget  planning  in  a  manner  that  reflects,  I  believe,  an 
appropriate  balance  among  competing  demands. 

All  of  these  circumstances  help  provide  a  solid  foundation  for  the  commitments 
we  request,  which  in  turn  are  an  essential  element  in  our  overall  foreign  economic 
policy. 

Our  relations  with  developing  countries  are  important  to  the  United  States 
economically  and  politically.  The  developing  countries  provided  a  $14.6  billion 
market  in  1972  for  U.S.  goods  and  services.  In  fact,  as  a  group,  they  purchase 
more  from  us  than  we  do  from  them.  Perhaps  more  imiM>rtant,  they  provide 
us  with  one-third  of  our  raw  materials  imports,  and  that  proportion  will  only 
grow  in  the  future.  All  nations  are  facing  today  the  problems  of  inflation.  More 
raw  materials  and  products  from  the  developing  countries  will  help  abate  that 
problem.  It  makes  good  sense  for  us  to  utilize  proven  vehicles,  such  as  the  inter- 
national development  lending  imstitutions,  for  aiding  the  growth  of  nations 
that  are  at  the  same  time  such  important  sources  and  markets  for  us.  Our 
benefits  need  not  be  at  the  expense  of  others'  losses,  for  with  growth  all  parties 
can  be  better  off. 

Beyond  these  economic  benefits  to  the  United  States,  the  multilateral  lending 
institutions — as  President  Nixon  noted  in  his  message — also  play  an  important 
role  in  American  foreign  policy.  There  is  a  wide  chasm  between  the  wealtli  of 
the  United  States  and  other  industrialized  countries  on  the  one  hand,  and  the 
extremes  of  poverty  in  developing  countries  on  tlie  olher.  Tlie  developing  coun- 
tries must  be  given  hope  in  their  efforts  to  reduce  the  disparity  and  must  be 
encouuaged  to  seek  to  do  so  as  part  of  outward-looking,  more  market-oriented 
economies  where  a  premium  is  placed  on  efficient  use  of  funds. 

The.se  international  development  banks  are  well  equipped  to  offer  this  hope 
and  this  encouragement.  Conversely,  a  renewed  U.S.  commitment  to  multilateral 
development  can  give  needed  assurance  to  the  world  that  the  United  States  is  not 
turning  inward,  and  that  it  is  prepared  to  help  tangibly — that  we  will  maintain 
a  leading  position  in  global  affairs.  Secretary  Kissinger  agrees  fully  with  the 
importance  of  these  institutions  in  the  spectrum  of  our  foreign  relations,  and  a 
representative  from  the  Department  of  State  will  appear  before  your  committee 
at  a  later  date  to  elaborate  on  this  concern. 

This,  then,  is  the  general  background  for  today's  specific  proposals.  In  pre- 
senting them  to  you,  I  want  to  say  we  have  taken  special  care  to  emphasize  to 
other  donors  that  we  could  not  make — and  would  not  desire  to  make — interna- 
tional commitments  to  these  institutions  without  congressional  participation  and 
asseiit.  You  will  find  explicit  language  in  the  respective  reports  of  the  Directors 
of  IDA  and  the  ADB  that  affirms  the  princii)le  that  no  commitments  arise  until 
legislative  approval  is  obtained. 

At  the  same  time,  I  also  must  underscore  the  fact  that  these  proposals  have 
been  arrived  at  only  after  intensive  discussions  with  other  countries,  in  which 
we  have  elaborated  and  emphasized  the  concerns  of  Congress  against  the  back- 
ground of  our  earlier  consultations. 

In  the  end,  the  interests  of  the  various  donor  countries  have  been  carefully 
balanced.  What  they  do  is  inevitably  dependent  on  what  we  do.  A  unilateral  effort 
to  reduce  the  amounts  or  institute  other  major  changes  would  inevitably  pose 
difficult  problems  in  negotiating  a  satisfactory  arrangement,  and  greatly  impede 
the  continuity  of  the  institutions'  operations.  If  the  United  States  should  reject 
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the  proposal,  the  practical  effect  would,  in  my  judgment,  be  the  rapid  unraveling 
of  the  effort  we  have  made  over  the  years  to  build  these  institutions,  which 
have  become  so  central  to  the  international  development  assistance  effort. 

For  all  these  reasons,  the  proposals  have  the  strongest  support  of  the  President, 
evidenced  by  his  personal  message  to  the  Congress.  As  I  promised  you  at  Nairobi, 
the  administration  will  press  as  hard  as  possible  for  their  approval. 

Let  me  turn  now  to  the  proposals  themselves. 

International  Development  Association 

The  International  Development  Association  (IDA)  was  established  in  1960 
as  the  concessional  lending  arm  of  the  World  Bank.  It  makes  long-term  loans  to 
countries  with  a  per  capita  annual  income  of  $375  or  less.  Twenty-five  nations 
contribute  funds  for  its  operations,  which  are  carried  on  in  70  countries  located 
in  all  the  major  regions  of  the  developing  world.  Contributions  are  mobilized 
for  3-year  replenishment  periods,  the  latest  of  which,  the  third  replenishment, 
runs  through  June  30,  1974. 

Specifically,  the  IDA  proposal  before  you  calls  for  total  contributions  from 
all  donors  of  $4.5  billion  over  3  years,  which  would  permit  IDA  to  make  credit 
commitments  during  the  period  fiscal  years  1975-77.  The  most  salient  feature 
of  this  fourth  replenishment  of  IDA  is  the  reduction  in  the  U.S.  share  from  40 
percent  to  33%  percent.  This  would  result  in  a  U.S.  contribution  to  the  total  re- 
plenishment that  is  lower  by  '$300  million  than  it  would  have  been  had  our  tradi- 
tional share  been  maintained.  Based  on  national  income  and  other  measures  of 
financial  capacity,  a  one-third  share  for  the  United  States  is  entirely  reasonable. 

It  is  contemplated  that  countries  will  generally  make  payments  under  this 
replenishment  in  three  equal  payments  beginning  in  fiscal  1975.  However, 
options  would  be  provided,  with  the  practical  effect  of  permitting  us  to  com- 
mence our  payments  in  fiscal  1976  (after  our  final  payment  in  fiscal  1975 
under  the  current  third  replenishment)  and  to  divide  our  payments  over  4 
years  instead  of  3.  Our  present  intention  is  to  make  use  of  these  options.  How- 
ever, we  would  welcome  the  guidance  of  the  Congress  about  this  question,  and 
we  have  drafted  the  proposed  legislation  so  as  to  provide  maximum  flexibility. 

On  an  annual  basis,  our  contribution  under  the  4-year  payment  option  would 
be  $375  million  per  year,  compared  to  our  present  annual  contribution  level  of 
$386  million.  (Our  original  commitment  to  contribute  annually  $320  million  has 
been  increased  by  $66  million  as  a  result  of  maintenance  of  value  obligations  re- 
sulting from  devaluation.)  Payments  would  be  made  in  non-interest-bearing  let- 
ters of  credit,  to  be  drawn  down  over  an  extended  period  of  years.  Accordingly, 
we  anticipate  virtually  no  budgetary  impact  in  the  early  years  of  our  contribu- 
tion, and  the  ultimate  impact  will  be  spread  out  over  a  number  of  years. 

IDA'S  present  resources  will  be  fully  committed  by  June  30,  1974.  Its  lending 
operations^ — which  heavily  emphasize  social  and  economic  improvement  for 
urban  poor,  for  small  businessmen  and  small  farmers — would  terminate  at  that 
time.  Consequently,  time  is  an  important  factor.  I  therefore  urge  early  commit- 
tee action  on  this  item,  which  is  the  centerpiece  of  international  development 
efforts  for  the  world's  poorest  countries. 

Asian  Development  Bank 

The  Asian  Development  Bank  (ADB),  established  in  1966,  is  a  regional 
development  bank  modeled  on  the  World  Bank-IDA  group.  Its  membership  in- 
cludes the  developing  nations  of  Asia,  together  with  the  developed  countries  of 
Europe,  Asia,  and  North  America.  Like  the  World  Bank,  it  makes  hard  loans 
on  conventional  terms  from  its  Ordinary  Capital  window.  Like  IDA,  it  makes 
concessional  loans  from  its  Special  Funds.  It  has  develoi)ed  in  a  few  short  years 
into  a  respected  borrower  in  international  financial  markets,  and  an  important 
provider  of  financial  and  technical  assistance  to  the  developing  countries  of  the 
Asian  region. 

There  are  two  Asian  Development  Bank  proposals  before  you  today.  The  first 
relates  to  the  Bank's  concessional  lending  operations  through  a  new  Asian 
Development  Fund  to  which  the  United  States  would  make  available  $150  mil- 
lion. However,  recent  international  negotiations  made  clear  that  other  nations 
will  agree  that  $1(K)  million  of  funds  already  authorized  by  the  U.S.  Congress 
and  now  awaiting  appropriation  can  be  used  for  this  purpose.  Consequently,  our 
request  for  new  authority  for  this  purpose  is  limited  to  $50  million. 

Although  the  United  States  was  a  founding  member  of  the  Asian  Bank,  we 
have  never  contributed  to  its  concessional  lending  resources.  Over  a  period  of  3 
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years  other  nations  have  contributed  about  $250  million.  Xow,  those  funds  are 
largely  committed.  Thus,  the  Asian  Development  Bank  will  run  out  of  funds  for 
concessional  lending  by  the  turn  of  the  year. 

The  proposed  Asian  Development  Fund  will  avoid  a  cessation  of  concessional 
lending  operations  and  sustain  lending  over  a  planned  3-year  period. 

The  funding  by  all  donors  is  proi>o.sed  to  amount  to  approximately  ^525  mil- 
lion. The  suggested  U.S.  share  of  the  new  fund  of  .$150  million  would  thus  amount 
to  29  percent.  However,  as  I  indicated  earlier,  other  donors  in  a  genuine  spirit  of 
cooperation  and  willingness  to  look  forward  in  a  constructive  way,  have  indi- 
cated that  the  I'nitefl  States  may  credit  toward  its  contribution  to  the  new  fund 
$100  million  that  had  been  authorized  for  Asian  Bank  concessional  lending  in 
1972  and  that  is  now  pending  appropriation.  The  new  replenishment  of  $525 
million,  therefore,  would  re^iuire  only  $.50  million  additional  funds  from  the 
United  States — less  than  10  i>ercent  of  the  total.  It  is  that  $50  million  for  which 
authorization  is  now  being  requested. 

This  proposal  seems  to  me  to  meet  and  even  exceed  any  reasonable  test  of 
burden-sharing.  Other  countries  have  already  contrilmted  over  $2.50  million  for 
concessional  lending  by  the  Asian  Bank.  With  $100  million  already  authorized 
and  the  additional  $50  million  now  requested,  on  a  cumulative  basis,  our  over- 
all share  of  Asian  Bank  Si)ecial  Funds  would  be  only  about  20  percent. 

Moreover,  our  $100  million  portion  is,  by  agreement  with  the  other  donors, 
tied  to  procurement  of  U.S.  goods  and  services,  ensuring  direct  benefits  to  U.S. 
suppliers  and  facilitating  U.S.  entry  into  key  markets  in  Asia. 

The  second  proposal  relates  to  U.S.  participation  in  a  replenishment  of  the 
Bank's  Ordinary  Capital,  for  which  I  transmitted  draft  legislation  to  Congress 
on  July  10  of  this  year.  This  would  require  a  new  authorization  of  .$.302  million 
over  H  years,  largely  in  the  form  of  guarantee  capital  without  liudget  impact. 

The  proposal  is  important  from  two  standpoints.  First,  it  will  enable  the  United 
States  to  retain  a  voting  position  and  influence  in  the  Bank  commensurate  with 
our  financial  and  policy  interest  in  the  Bank  and  in  the  region.  Second,  the 
resources  it  will  provide  the  Bank  in  support  of  its  lending  operations — in  this 
case,  nonconce.ssional  or  "hard"  loans — can  and  will  be  effectively  used  in  areas 
of  priority  need. 

I  would  emphasize  that  other  member  countries  have  already  provided 
their  share  of  a  planned  proportionate  capital  increase  for  the  Bank.  We  have 
delayed  our  request,  because  we  believed  other  contributions — including  the 
$101)  million  in  concessional  funds  for  the  Asian  Bank — deserved  immediate 
priority.  As  a  consequence,  the  voting  strength  of  our  shares  was  reduced  from 
17  percent  to  8  percent.  This  is  inadequate  if  we  wish  to  have  an  ongoing,  effec- 
tive voice  in  the  Bank. 

Our  relative  position  can  be  restored  at  a  small  budgetary  cost.  Of  three 
annual  installments  of  approximately  $121  million  each,  only  .$9.7  million 
a  year  would  be  cash.  A  further  $14.5  million  would  be  in  letters  of  credit  to  lie 
drawn  down  over  time.  The  bulk,  some  $97  million  a  year,  would  be  callable  or 
guarantee  capital.  Contributions  of  callable  capital  are  not  expected  to  have 
any  cash  or  budgetary  impact,  but  they  do  provide  a  backstop  guarantee  for 
the  Bank's  borrowing  in  private  capital  markets. 

Although  much  smaller  than  IDA,  the  ADB  is  an  increasingly  important  insti- 
tution on  the  Asian  political-economic  scene.  While  it  is  a  vehicle  for  expressing 
continued  U.S.  interest  and  support  for  the  region,  the  main  responsibilities 
are  properly  carried  by  the  Asians  themselves.  .Tapan  has  been  liy  far  the  largest 
contributor,  particularly  to  the  soft  funds.  But  neither  the  .Japanese  themselves, 
nor  other  Asians,  want  Japan  to  dominate  the  institution.  Despite  Japan's  heavy 
contributions,  I  believe  that  is  not  the  case  today.  But  we  and  other  members 
do  want  to  maintain  an  appropriate  balance.  Today's  legislative  proposals  are 
essential  to  maintaining  an  appropriate  U.S.  presence. 

Relation  to  appropriations 

The  authorization  requests  for  these  programs  are  a  critical  step  in  a  com- 
plex process.  Equally  important  will  be  the  followthrough  in  terms  of  timely 
and  adeqimte  appropriations.  The  President  has  urged  quick  action  on  pend- 
ing appropriations  requests,  noting  that  we  are  liebind  schedule  in  jiroviding  our 
contributions  to  all  of  the  institutions.  I  would  hope  that,  within  the  structure  of 
the  Congress,  appropriate  and  innovative  techniques  might  be  worked  out  that 
would  facilitate  the  handling  of  the  multiyear  funding  programs  that  are  essen- 
tial to  the  orderly  conduct  of  the  business  of  the  international   development 
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lending  institutions.  A  solution  to  this  problem  must  be,  after  the  authorizations 
themselves,  the  highest  item  on  our  legislative  agenda  relating  to  the  international 
banks. 

Working  vrith  the  Congress,  I  believe  we  have  in  the  past  year  increased  the 
flow  of  information  to,  and  interchange  of  ideas  with,  the  Congress  at  both  Mem- 
ber and  staff  levels.  We  benefited  greatly  by  contacts  with  you  and  with  other 
Members  of  the  Congress  in  preparing  for  negotiations  with  other  countries. 
We  have  made  plain  to  others  that  we  view  U.S.  participation  in  these  institu- 
tions as  a  partnership  of  the  Congress  and  the  administration,  and  we  could 
not  commit  the  United  States  before  the  Congress  has  had  an  opportunity  to 
consider  and  act  on  the  proposals.  The  policies  will  continue.  My  hope  is  that 
the  Congress  itself  will  not  only  support  this  legislation,  but  will  provide 
assurances,  at  the  earliest  feasible  date,  that  necessary  appropriations  will  be 
forthcoming. 

The  most  appropriate  note  for  me  to  close  on  is  President  Nixon's  summation 
in  his  October  31  message : 

All  nations  which  enjoy  advanced  stages  of  industrial  development  have 
a  grave  responsibility  to  assist  those  countries  whose  major  development 
lies  ahead.  By  providing  support  for  international  economic  assistance  on  an 
equitable  basis,  we  are  helping  others  to  help  themselves  and  at  the  same 
time  building  effective  institutions  for  international  cooperation  in  the 
critical  years  ahead.  I  urge  the  Congress  to  act  promptly  on  these  proposals. 

Appropriations  requirements  for  IDA  and  ADB  replenishment 

[In  millions  of  dollars] 

Fiscal  year 

1976  1976  1977  1978  1979 

IDA  IV 375  375  375  375 

ADB: 

Special  Funds ^50 

Ordinary  Capital  2 121  121   

>  May  be  deferred  to  fiscal  1976  depending  on  result  of  pending  $100  million  fiscal  1974  appropriation  request. 
2  $121  million  for  first  installment  is  included  in  pending  fiscal  1974  request. 


Exhibit  89.— Statement  by  Secretary  Shultz,  March  21,  1974,  before  the  Senate 
Foreign  Relations  Committee,  on  authorizing  legislation  for  U.S.  participation 
in  the  fourth  replenishment  of  the  International  Development  Association 
(S.  2665) 

Since  I  appeared  last  November  in  support  of  legislation  to  authorize  U.S. 
participation  in  the  fourth  replenishment  of  the  International  Development 
Association  (IDA) ,  vast  changes  have  been  at  work  in  the  world  economy. 

iNone  of  us  is  wise  enough  to  foresee  all  the  implications  of  these  developments, 
for  ourselves  and  for  others.  Certainly,  important  ne\v^  problems  are  obvious. 
But  as  I  look  at  these  problems,  one  conclusion  seems  to  me  evident.  The  im- 
portance and  wisdom  of  moving  ahead  with  the  IDA  fourth  replenishment  has 
grown  since  I  last  testified. 

It  is  for  this  reason  that  I  welcome  these  additional  hearings.  I  hope  we  can, 
in  these  2  days,  lay  the  basis  for  a  clearer  recognition  of  the  importance  of 
today's  legislation  to  the  United  States,  and  thereby  make  it  possible  to  put  IDA 
replenishment  firmly  back  on  the  legislative  track. 

While  the  emphasis  of  today's  hearings  is  on  the  IDA  replenishment,  there 
is  also  important  legislation  before  the  committee  on  replenishment  of  the 
resources  of  the  Asian  Development  Bank.  Our  request  for  Asian  Bank  Ordinary 
Capital  funds  is  designefl  to  restore  an  a'dequate  voting  position  in  the  Bank 
for  the  United  States.  The  great  biilk  of  these  funds  will  have  no  budgetary 
impact.  The  amount  we  have  requested  for  concessional  funds  for  the  Asian 
Bank  would  complete  a  program  under  which  other  donors  would  provide  four- 
fifths  of  total  contributions.  I  hope  these  Asian  Bank  bills  will  also  receive 
early  and  favorable  action. 

As  presented  to  you  in  November  1978,  the  IDA  replenishment  proposal  made 
excellent  sense :  It  was  negotiated  on  a  financial  basis  highly  favorable  to  the 
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United  States  compared  with  past  replenishment ;  it  was  timely  in  tlie  face  of 
the  exhaustion  of  IDA's  present  funds  by  mid-1974 ;  and  it  .sigrnified  to  an  anxious 
world  that  the  United  States  was  not  drawing  back  from  a  position  of  respon- 
sibility in  the  world  community. 

As  S.  2665  stands  before  you  today,  in  a  world  concerned  not  only  witli  the 
problem  of  oil  but  with  literally  dozens  of  questions  of  internatumal  economic 
interaction  as  well,  replenishment  of  IDA  makes  still  more  sense.  If  there  is  to 
be  effective,  outward-looking  economic  leadership  in  the  world  today,  the 
United  States  must  play  a  central  role.  It  is  in  our  interest  to  do  so,  for  we  Itenefit 
enormously  from  a  cooperative  world — in  trade,  energy,  monetary  relations,  food, 
and  on  the  problem  of  access  to  commodities  in  short  supply.  Leadership  and 
cooperation  is  a  two-way  street,  involving  responsibilities  as  well  as  benefits.  An 
important  part  of  the.se  responsibilities  lies  in  the  field  of  promoting  development. 
We  do  not  have  the  option  of,  in  a  sense,  withdrawing  from  cooperation  in  one 
area  of  crucial  significance  for  most  countries,  and  exi>ect  responsive  policies  in 
other  areas  of  direct  interest  to  us.  Finally,  IDA  is  not  designed  to.  and  cannot 
be  used  to,  pay  the  increased  oil  bill  of  the  poorest  countries,  but  we  can  and  must 
avoid  further  undermining  of  their  precarious  position  by  cutting  off  this 
important  source  of  assistance. 

Incidentally,  I  was  encouraged  to  see  that  the  widespread  spontaneous  edi- 
torial comment  in  the  Nation's  new.spapers  on  the  House  of  Representatives 
adverse  vote  on  IDA  in  Januarj-  emphasized  essentially  these  same  points.  1 
know  you  in  the  Congress  and  we  in  the  administration  are  .sometimes  inclined 
to  see  foreign  aid  in  general,  and  th<^  multilateral  institutions  in  particular, 
as  a  worthy  cause  without  a  constituency.  But  in  this  case,  the  essence  of  the 
matter  seems  to  be  widely  imderstood. 

I  will  not  review  today  all  of  the  details  of  the  proposed  replenishment 
arrangement,  since  these  are  already  in  the  committee's  publi.shed  hearing  record. 
I  am  sure  you  are  aware  that  in  the  course  of  negotiating  a  package  for  consid- 
eration by  the  Congress,  we  were  able  to  obtain  a  reduction  in  the  U.S.  share 
of  the  replenishment  from  40  iM*rcent  to  33%  percent.  What  was.  from  the 
standpoint  of  the  other  24  contributors,  an  arguably  fair  share  for  the  United 
States  when  it  stood  at  40  percent — about  our  percentage  of  those  countries' 
GNP— is  now  from  our  standpoint  indisputably  fair. 

I  am  less  certain  that  we  made  clear  in  our  previous  presentation  that,  while 
asking  for  a  $1,500  million  authorization,  the  actual  annual  appropriations  re- 
quired for  the  United  States  to  the  fourth  rei>lenishment  wmdd  be  less  than  the 
annual  equivalent  for  the  present  third  replenishment.  Tlie  new  Federal  l>udget 
for  fiscal  1975  accurately  shows  our  current  contribution  to  IDA  as  $386 
million,  a  figure  which  takes  into  account  the  changes  in  the  oflScial  value  of 
the  dollar.  In  the  fourth  replenishment,  the  U.S.  contriltution  of  $1.5  l)illion  may 
be  made  over  4  years  beginning  in  fiscal  1976  rather  than  3.  so  the  required 
annual  appropriation  can  be  reduced  to  $375  million.  This  provision  was  negoti- 
ated by  the  United  States  in  clear  recognition  of  the  congressional  sentiment  that 
our  nominal  annual  contributions  should  not  increa.se  at  the  present  time.  This 
provision  is  possible  because,  while  IDA  commitment  authority  has  traditionally 
been  provided  in  3-year  tranches,  actual  cash  needs  lag  behind  commitments, 
permitting  some  spreading  of  the  expenditure  outlays. 

Unlike  previous  IDA  replenishments,  the  fourth  replenishment  contribution 
will  not  be  affected  by  changes  in  the  value  of  the  dollar,  since  maintenance  of 
value  provisions  were  eliminated  for  all  in  this  round  of  contributions,  again 
in  recognition  of  the  strong  sentiment  in  the  Congress  to  avoid  additional  pay- 
ments if  the  value  of  the  dollar  diminished  in  the  future. 

That  is  all  I  wish  to  .say  now  about  the  technical  features  of  our  participa- 
tion in  the  IDA  fourth  replenishment.  It  is.  of  cour.se,  important  that  we  have 
negotiated  an  arrangement  that  adequately  reflects  our  ne^Mls  and  circumstances 
in  its  technical  aspects,  and  that  IDA's  operations  directly  benefit  short-  and 
long-term  economic  interests  of  the  United  States.  But  my  emphasis  today  is 
on  the  overriding  need  to  permit  the  IDA  replenishment  to  proceed,  in  the  light 
of  the  totality  of  our  international  relations,  political  and  economic. 

I  wou'd  like  to  turn  now  to  those  .specific  concerns  that  arose  importantly 
in  the  House  debate  on  January  23.  when  a  bill  similar  to  S.  2665  was  voted 
down.  I  frankly  believe  those  concerns  are  not  warranted,  and  I  want  to  explain 
why  before  this  committee  takes  action. 

The  first  issue  is  all  those  concerns  and  questions  associated  with  the  energy 
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crisis :  Doesn't  the  increased  energy  bill  for  less  developed  countries  make  IDA 
irrelevant?  Won't  these  funds  just  end  up  in  OPEC  countries'  coffers?  Why 
shouldn't  these  oil  producers  now  take  over  the  aid  burden? 

The  House  voted  in  the  heat  of  concern  over  the  energy  crisis.  Recognizing  the 
extreme  problems  facing  many  developing  countries,  Members  naturally  raised 
questions  concerning  the  responsibilities  of  the  newly  wealthy  oil-exporting  coun- 
tries toward  helping  the  countries  in  difficulty.  Legislators  returning  from  dis- 
tricts deeply  frustrated  with  the  oil  situation  in  the  United  States  questioned 
what  help  IDA  could  be  in  dealing  with  the  consequences  of  an  oil  shortage,  or 
felt  that  IDA  money  might  simply  pass  through  the  borrowers'  hands  into  oil 
producers'  pockets. 

These  concerns  are  real — but  the  answer  does  not  lie  in  abandoning  IDA. 
Developing  countries  face  two  separate  problems  requiring  two  solutions :  They 
need  a  continuation  of  their  long-range  development  through  sound  and  produc- 
tive projects  financed  by  multilateral  and  bilateral  assistance — so  they  can  help 
themselves.  They  also  need  new  concessional  fimding  (or  lower  oil  prices)  to 
cope  with  the  short-range  balance  of  payments  impact  of  the  oil  price  increases. 
Here  I  should  note  the  long-term  development  problem  facing  most  developing 
nations  not  only  has  been  compounded  by  high  energy  prices  but  by  an  enormous 
increase  in  fertilizer  and  food  costs,  so  that  for  many,  the  issue  is  survival,  not 
surfeit. 

IDA  can  and  does  serve  only  the  first  of  these  needs.  IDA  lends  for  specific 
projects ;  its  funds  go,  as  they  always  have,  to  pay  the  suppliers  of  the  pumps, 
tractors,  cement,  industrial  machinery,  laboratory  equipment,  and  engineering 
services  needed  to  build  and  carry  out  sound  and  urgent  development  projects. 
A  very  significant  portion  of  our  contribution  to  IDA  will  return  to  the  U.S. 
economy  in  demand  for  exports.  Indeed,  increasing  poor  countries'  power-generat- 
ing capacity,  particularly  hydroelectric,  has  been  a  large  part  of  past  activity — 
alleviating  the  world  scramble  for  fossil  fuel.  I  should  also  add  that  in  the  nar- 
rowest sense  IDA  serves  U.S.  economic  interests  by  providing  for  greater  access 
to  raw  materials,  for  world  markets  by  building  power  facilities,  roads,  ports, 
and  by  helping  directly  on  some  mineral  projects. 

To  meet  the  second  need,  it  is  indeed  essential  to  call  on  the  oil  exporters  them- 
selves. Some  of  these  countries  can  use  all  their  new  revenue  in  their  own  develop- 
ment ;  others  are  in  a  position  to  provide  resources.  We  are  urging  them  to  do  so, 
but  in  doing  so,  we  also  need  a  sense  of  perspective.  Only  two  or  three  relatively 
tiny  oil  states  will  have  per  capita  wealth  or  income  approaching  or  exceeding 
our  own.  If  the  United  States  out  of  its  wealth  cannot  continue  its  historic  level 
of  support  for  IDA  and  similar  financial  institutions,  on  what  basis  can  we  ask 
the  rest  of  the  world  and  the  oil  producers  to  pick  up  their  fair  share  of  the  new 
development  finance  burden? 

We  are  already  seeing  the  beginnings  of  recognition  by  the  oil-producing  coun- 
tries that  their  new  affluence  carries  with  it  important  responsibilities.  The 
Government  of  Iran  has  offered  certain  sums  for  lending  on  favorable  terms  to 
developing  countries,  over  and  above  a  new  program  of  the  purchase  of  World 
Bank  bonds.  Venezuela,  too,  in  addition  to  bond  purchases,  has  given  indication 
of  making  resources  available  through  the  Inter-American  Bank.  An  Arab  Fund 
for  African  Development  is  under  discussion  in  African  regional  organizations, 
and  additional  resources  are  apparently  to  be  made  available  to  Islamic  nations 
for  long-term  development. 

Many  problems  remain  in  organizing  this  effort,  but  the  indications  are  hope- 
ful. But  to  seek  oil  money  for  development  as  a  substitute  for  the  efforts  of  the 
industrialized  countries  would  not  be  productive.  Implementation  of  the  IDA 
fourth  replenishment  as  negotiated  at  Nairobi  last  year  will,  therefore,  be  an 
important  factor  in  achieving  success  in  getting  the  oil  countries  to  assume  their 
part  of  the  job. 

The  second  major  issue  I  would  like  to  highlight  is  the  suggestion  in  the  House 
that  IDA'S  funds  only  help  the  rich  in  the  developing  countries  and  do  not  really 
help  the  poor.  This  contention  has  been  made  in  the  past,  but  the  record  simply 
does  not  bear  this  contention  out.  What  each  country  needs  in  the  way  of  develop- 
ment depends  on  its  own  circumstances — it  includes  infrastructure  loans  that 
touch  the  individual  only  indirectly,  as  well  as  water  supply  and  education  loans 
that  touch  his  daily  life  directly.  If  the  projects  are  sound,  they  all  benefit  the 
poor.  It  does  little  good  to  concentrate  wholly  on,  say,  rural  water  systems  if 
roads  from  village  to  market  make  it  impossible  to  earn  a  decent  living.  In  coming 
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years,  IDA  lending  programs  will  be  even  more  heavily  concentrated  on  the  poorest 
areas,  with  emphasis  on  rural  areas  where  much  of  the  population  lives. 

A  third  area  of  major  concern  in  the  House  involved  l)udgetary  and  balance 
of  payments  concerns — ixarticularly  those  questioning  the  wisdom  and  ability  of 
the  United  States  to  incur  additional  foreign  commitments  at  a  time  of  consider- 
able economic  uncertainty  and  increased  demands  at  home. 

In  answer,  let  me  first  reiterate  that  we  are  not  talking  about  a  major  new 
economic  program — the  levels  we  are  proposing  will  mean  no  more  money  in  the 
budget  for  the  next  4  years  than  there  has  been  for  the  last  3.  At  the  same  time 
our  ability  to  pay  for  these  programs  has  grown.  Our  total  product  last  year 
alone  increased  $102  billion,  and  as  a  percent  of  our  budget  and  national  income 
the  amounts  will  represent  a  smaller  fraction  than  before.  Our  trade  balance  has 
improved  significantly,  as  has  our  overall  balance  of  payments  position.  For  us, 
the  energy  crisis  will  at  worst  mean  that  our  growth  curve  will  be  flat,  but  for 
developing  countries  hard  hit  by  the  energy  crisis,  IDA  cjan,  as  I  have  said,  make 
the  difference  between  survival  and  starvation.  The  annual  cost  to  us  is  $1.80  a 
head — less  than  an  hour's  proposed  minimum  wage.  The  majority  of  the  recipient 
countries  of  these  funds  have,  per  capita,  less  than  $100  annual  income  per  year. 
Questions  were  raised  in  the  House  about  the  low  interest  rates  and  long  re- 
payment period  on  IDA  loans — far  more  generous  than  any  loans  available  in  the 
United  States.  This  is  true  and  the  United  States  strongly  shares  the  convic- 
tion that  developing  nations  should  be  shifted  to  market  rate  loans  as  quickly 
as  possible. 

But  it  makes  little  sense  to  make  loans  to  countries  on  terms  we  know  they 
cannot  repay.  Great  care  is  taken  to  assure  that  the  projects  that  are  financed  are 
viable  financially  and  economically,  and  that  they  do  have  a  high  rate  of  return 
to  the  nation.  But  that — particularly  on  infrastructure — is  not  the  suime  as  saying 
the  coimtry  has  the  capacity  to  generate  foreign  exchange  in  order  to  repay  ex- 
ternal debt  without  a  long  payback  period  and  favorable  interest  terms.  We  are 
dealing  with  countries  living  at  or  very  close  to  the  sulisistence  level  that  simply 
cannot  quickly  convert  improvements  in  domestic  productivity  into  lower  im- 
ports or  higher  exports. 

On  some  projects,  the  government  relends  the  money — for  example,  to  local 
farmers  at  higher  local  interest  rates.  The  difference  between  IDA  lending  rates 
and  the  local  charges  is  used  to  help  build  government  credit  institutions. 

Finally,  the  House  raised  the  issue :  Why  help  these  countries,  since  many  of 
them  do' not  support  us  at  the  United  Nations  or  other  political  forums?  I  be- 
lieve we  all  understand,  after  some  years  of  misconception,  that  you  can't  buy 
friendship  or  influence.  The  relevant  question,  it  seems  to  me,  is  what  would  hap- 
pen in  the  absence  of  these  loans  and  these  programs.  The  answer  is  simple  and 
basic:  a  very  different  tyi)e  of  world  than  I  believe  we  want  our  children  to 
grow  up  in.  "wniile  we  do  not  buy  friends,  we  are  building  stronger  economies 
in  primarily  the  Western  model — where  cooperation  is  promoted,  although  not 
always  achieved.  Poverty  breeds  frustration  and  anger.  In  an  increasingly  in- 
terdependent world,  it  would  be  costly  economically  and  politically  to  ignore 
these  issues. 

Mr.  Chairman,  the  rest  of  the  world's  industrialized  countries  are  prepared 
to  move  ahead  in  support  of  the  fourth  replenishment  of  IDA.  I  do  not  believe 
I  can  overemphasize  the  seriousness  of  our  failure  to  do  likewise. 

Fourteen  years  ago  when  IDA  was  instituted  as  a  major  U.S.  initiative,  it  had 
two  major  aims : 

First,  to  provide  a  more  adequate  level  of  concessional  loans  to  the  poorest 
nations  to  aid  them  in  helping  themselves. 

Second,  to  shift  a  greater  share  of  the  burden  for  financing  development 
to  other  industrial  nations  whose  growing  economic  strength  made  such  a 
shift  feasible  and  desirable. 
In  both  of  these  objectives.  IDA  can  claim  success.  Countries  like  Korea  and 
Colombia  no  longer  require  these  concessional  funds  and  can  pay  market  rate 
loans.  The  U.S.  share  of  33  percent  means  that  for  every  $1  we  put  up  the  develop- 
ing nations   receive  $3— as   others   put  up   twice  our  total.    Our  annual    IDA 
contributions  represent  only  three  one-hundredths  of  1  percent  of  our  total  prod- 
uct, and  only  one-tenth  of  1  percent  of  our  budget,  and  an  investment  in  the 
future  of  a  world  increasingly  dependent  on  the  raw  materials  of  the  nonin- 
dustrialized  nations. 

Important  U.S.  economic  interests— including  those  of  providing  markets  over- 
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seas  and  secure  sources  of  supply  for  raw  materials  we  need — are  Inextricably 
bound  up  with  development  of  the  poor  countries.  Through  IDA,  other  indus- 
trialized countries  are  making  an  increased  commitment  to  financing  that  process 
of  development.  And  for  the  developing  countries  themselves,  IDA  is  an  in- 
dispensable element  in  determining  whether  or  not  the  future  holds  promise  or 
threatens  disaster.  In  sum,  helping  IDA  makes  sense  for  us,  and  for  the  world. 


Exhibit  90. — Statement  by  Secretary  Shultz  as  Governor  for  the  United  States, 
April  2,  1974,  at  the  15th  annual  meeting  of  the  Board  of  Governors  of  the 
Inter-American  Development  Bank,  Santiago,  Chile 

My  thanks,  Mr.  Chairman,  to  the  Chilean  Government  for  the  warm  welcome 
which  has  been  extended  to  me  and  the  entire  U.S.  delegation.  For  many  years — 
going  back  to  my  days  as  a  professor  at  the  University  of  Chicago,  where  we 
were  privileged  to  see  a  number  of  able  Chilean  students — I  have  heard  much 
of  this  country,  its  people,  its  rich  culture,  and  its  high  aspirations.  As  we  meet 
here  today,  we  are  all  conscious  of  the  large  challenges  before  you,  and  wish 
you  Godspeed  in  your  vigorous  efforts  to  meet  them. 

These  are  times  when  economic  and  political  relationships  are  changing 
rapidly  and  on  a  global  scale.  Our  hemisphere  is  not  isolated  from  the  tides  of 
change.  Old  assumptions  have  been  called  into  question,  and  old  ways  of  doing 
things  no  longer  seem  adequate.  None  of  us  is  wise  enough  to  know  all  the  im- 
plications of  the  changes  we  see.  But  we  all  recognize  the  need  to  move  ahead — 
to  fashion  new  principles  where  necessary — to  work  together  cooperatively  on 
the  problems  at  hand.  We,  Finance  Ministers  of  the  Americas,  have  in  this 
common  effort  a  special  responsibility  to  participate,  for  many  of  our  problems 
are  economic  in  nature.  Fortunately,  we  have  a  foundation  upon  which  to  build. 

Here  in  Santiago,  and  in  other  forums,  we  can  sit  down  and  carry  forward 
frank  dialogue  in  a  spirit  of  friendship  and  good  will  to  assess  the  needs  and  our 
capabilities.  Through  this  dialogue,  it  will  be  possible  to  reach  mutually  ad- 
vantageous decisions. 

In  the  Inter-American  Development  Bank,  we  have  an  institution  in  being 
that  has  been  a  source  of  increasing  strength  and  a  focus  for  cooperation  for 
14  years.  It  has  at  its  head  a  man  of  large  vision — Antonio  Ortiz-Mena. 

A  new  record  was  achieved  in  1973  in  the  volume  of  Bank  lending  commit- 
ments, and  I  am  even  more  impressed  by  the  evidence  that  its  procedures  for 
the  selection  and  development  of  sound  pro.iects  have  been  further  strengthened. 
The  problems  of  the  poorest  nations,  and  of  the  poorest  sectors  in  each  country, 
are  properly  receiving  more  concentrated  attention.  The  work  of  the  group 
of  controllers  and  the  increased  attention  given  internal  evaluation  add  to 
our  confidence  for  the  future. 

Indeed,  after  14  years,  I  believe  it  is  fair  to  say  that  the  Bank  is  more  than 
ever  ready  to  assume  a  broader  role  in  promoting  hemispheric  cooperation. 

Today,  when  development  is  threatened  by  shortages  of  energy,  food,  and 
fertilizer,  when  monetary  relationships  are  in  a  state  of  flux,  when  new  trade 
and  investment  issues  are  thrust  upon  us,  I  want  to  range  widely  in  my  remarks. 
I  shall  address  areas  not  traditionally  identified  with  the  work  of  the  Bank 
but  which  are  inevitably  of  great  importance  to  this  work.  I  do  so  in  full 
consciousness  of  the  studies  and  progress  the  Bank  has  made  in  assessing  and 
in  helping  to  meet  the  need  of  the  Americas. 

First,  I  am  aware  that  for  many  years,  numerous  Latin  American  friends 
have  thought  and  stated  openly  that  the  United  States — preoccupied  with  prob- 
lems elsewhere — paid  inadequate  attention  to  the  problems  of  the  Americas.  We 
do  believe  that  many  of  our  efforts  in  other  parts  of  the  world  spared  the 
Americas  serious  problems.  Nevertheless,  last  year,  at  Jamaica,  I  attempted 
to  make  a  simple  point — we  do  care. 

I  believe  that  fundamental  point  was  the  message  that  Secretary  Kissinger 
brought  to  the  meeting  of  Foreign  Ministers  of  our  nations  convened  in  Mexico 
City  just  over  a  month  ago.  Out  of  their  discussions,  ranging  widely  over  polit- 
ical and  economic  matters,  a  new  understanding,  a  new  spirit  have  begun  to 
emerge. 

We  can  sense  the  challenge.  Approached  with  realism,  with  candor,  and  with 
a  new  solidarity  we  can  meet  that  challenge.  That  is  the  aim  of  the  United 
States. 
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As  Finance  Ministers,  dealing  pvery  day  with  hard  facts  and  pressing  prob- 
lems crying  out  for  decision  and  resolution,  we  know  that  hortatory  statements 
and  vague  principles  are  not  enough. 

We  must  be  able  to  do  tangible  things.  We  must  realistically  appraise  our  ca- 
pacity to  act — -to  deliver  what  we  promise. 

Not  least,  we  in  the  executive  branch  of  the  United  States  can  never  forget 
that  we  cannot  act  alone,  without  the  broad  support  of  the  public  expressed 
through  its  representatives  in  the  Congress.  For  that  reason,  I  am  particularly 
pleased  that  we  have  with  us  a  distinguished  delegation  from  the  Congress 
whose  interest  in  the  hemisphere  is  equal  to  mine.  Their  voices  raised  in  support 
of  the  IDB,  as  they  become  convinced  of  its  real  significance,  will  have  a  definite 
and  favorable  eflfect  in  our  Congress. 

Permit  me  to  review  briefly  some  of  the  areas  in  which  I  believe  we  can 
work  more  effectively  toward  our  common  objectives. 

First,  we  have  supported  a  strong  voice  for  Latin  America  in  the  ongoing 
process  of  monetary  reform  and  in  the  management  of  the  monetary  system. 
In  the  proposed  new  Council  of  the  IMF,  I  believe  we  have  found  a  promising 
approach  toward  strengthening  monetary  cooperation  and  the  role  of  the 
Fund.  The  success  of  the  Council  will,  in  the  end,  rest  on  the  ability  of  responsi- 
.ble  national  ofiicials  to  work  together  in  confidence  and  good  will.  Let  us  resolve 
that  our  dialogue  in  the  Americas — a  dialogue  respKjusive  to  the  needs  of  nations 
in  all  stages  of  development— will  contribute  effectively  to  that  larger  under- 
standing. 

Second,  in  trade  we  are  also  approaching  new  negotiations  on  a  world  scale. 
Every  country  represented  here  can  benefit  from  reduced  barriers  to  trade,  and 
there  are  large  strands  of  common  interest  among  us  to  be  pursued  in  these 
negotiations.  In  our  preparatory  work,  we  want  to  be  alert  to  your  problems,  and 
we  also  want  you  to  be  aware  of  ours. 

More  specifically,  I  am  hopeful  that  our  proposed  domestic  legislation,  which 
contains  a  provision  for  preferential  entry  into  the  U.S.  market  of  i)roducts  from 
developing  countries,  will  be  passed  in  this  session  of  Congress.  Before  imple- 
menting that  provision,  we  would  welcome  further  analysis  of  your  interest  and 
needs. 

For  these  reasons,  we  need  to  reinforce  our  consultative  processes,  and  I  am 
glad  to  be  able  to  say  that  our  chief  trade  negotiator.  Ambassador  Eberle. 
plans  on  vi.siting  Latin  America  for  that  purpose  later  this  month. 

Third,  as  we  Work  toward  more  open  markets,  we  must  be  conscious  of  a  new- 
threat  to  free  trade  from  action  to  restrict  supplies.  We  favor  free  trade,  but 
it  must  be  on  a  fair  basis.  Frankly,  we  are  disturbed  by  some  tendencies  we 
see  at  work  to  restrict  the  supplies  made  available  to  the  world  markets — 
either  through  exporter  collusion  aimed  directly  at  influencing  world  i)rices 
or  through  export  taxes  and  other  restrictions  aimed  at  insulating  domestic 
markets  from  the  general  upward  trend  of  primary-product  prices.  Indeed,  the 
political  processes  in  the  United  States,  at  a  time  of  sharply  rising  prices  for 
food,  are  not  free  of  pressures  favoring  such  insulation. 

But  I  believe  we  are  ju.stified  in  pointing  with  pride  to  the  fact  that  the.se 
pressures  have  been  resisted — and  we  mean  to  keep  our  export  markets  open. 
But  for  the  long  run  this  commitment  can  be  economically  and  politically 
defensible  only  in  the  context  of  reciprocal  responsibilities.  Cool  and  dispas- 
sionate international  examination  of  this  problem  seems  to  me  urgent.  I'lti- 
mately,  the  problem  and  its  solution  are  global  in  nature.  But  we  have  much 
to  learn  from  each  other  in  our  own  hemisphere  as  we  approach  even  larger 
forums  in  the  effort  to  develop  acceptable  codes  of  behavior. 

The  list  of  the  issues  that  face  us  is  long  and  complex.  Tlie  problems  of 
energy  and  inflation  cut  across  all  areas  of  economic  activity  and  particularly 
affect  development.  For  years,  the  problem  of  inflation  was  one  endemic  to 
developing  nations  and  we  often  preached  the  virtues  of  restraint.  Yet  today  the 
problem  has  become  worldwide,  crying  out  for  a  common  effort  in  the  interests 
of  both  our  national  and  international  prosperity.  Since  many  of  your  economies 
are  affected  directly  by  the  price  level  in  the  United  States,  let  me  state 
simply  that  inflation  is  a  matter  of  major  concern  to  us  and  we  will  not  be  timid 
in  attacking  it.  The  worldwide  supply  shortages  in  basic  commodities  have,  of 
course,  made  its  solution  and  management  more  difficult — a  fact  which  only 
underlines  the  urgency  for  all  nations  to  follow  resixmsible  dome.stic  and  in- 
ternational economic  policies.  For  our  own  part,  the  efforts  we  have  made  to 
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expand  food  production  seem  to  be  paying  off,  with  results  now  apparent  in 
markets  for  raw  agricultural  products. 

Energy  poses  the  most  serious  current  challenge  to  the  world  and  the  region. 
The  abruptness  and  the  magnitude  of  recent  price  increases  have  created 
problems  that  are  virtually  unmanageable  for  many  of  the  poorest  nations. 
Direct  and  urgent  measures  are  needed  to  alleviate  their  situation.  In  this  eon- 
text,  it  is  essential  that  traditional  levels  of  development  project  assistance 
be  continued  by  industrialized  nations.  It  is  equally  essential  that  oil  pro- 
ducers with  excess  revenues  join  in  providing  aid — particulai'ly  concessional 
aid — as  well  as  conventional  resoui'ces  to  the  poorest.  We  welcome  the  initial 
positive  response  of  the  oil  producers  of  this  hemisphere — and  in  particular 
Venezuela — who  have  announced  their  intentions  to  provide  major  help  to  sister 
nations. 

President  Ortiz-Mena  is  to  be  congratulated  on  his  recent  initiative  in  calling 
together  all  the  i-egional  development  banks  in  order  to  cooperate  and  coordinate 
the  efforts  to  obtain  new  resources  from  oil  producers  outside  the  hemisphere. 

In  our  view,  the  operations  of  the  IDB  must  be  examined  and  reoriented  to 
take  into  account  the  changed  situation  emerging  from  energy  prices. 

First,  it  will  be  more  important  than  ever  to  husband  the  scarce  concessionary 
funds  of  the  Bank  for  the  poorest. 

Second,  the  increased  economic  value  of  energy  products  carries  as  a  direct 
and  logical  implication  that  there  should  be  a  greater  emphasis  on  energy.  And 
this  implication  applies  not  only  to  project  financing  by  the  Bank  but  also  to 
the  allocation  of  local  investment  resources  by  the  member  countries.  But  it 
does  not  exempt  the  initiatives  elicited  by  these  new  challenges  to  development 
from  meeting  the  rigorous  and  professional  standards  which  this  Bank  is  trying 
to  implement  in  its  own  work  and  to  foster  at  the  national  level.  Much  hard 
professional  work  therefore  lies  ahead  in  identifying  the  types  of  investment 
whose  attractiveness  has  been  most  enhanced  by  our  new  assessment  of  economic 
realities  in  the  energy  sphere,  and  in  finding  and  going  through  the  arduous 
work  of  project  preparation  on  the  specific  projects  of  each  type  to  be 
implemented. 

Third,  the  increased  cost  of  energy  has  prompted  the  United  States,  which 
now  produces  85  percent  of  its  energy  needs  ,and  70  percent  of  its  petroleum 
needs,  to  undertake  massive  and  sophisticated  research  on  the  development  of 
all  forms  of  energy.  In  view  of  the  vast  reserves  of  coal,  oil  shale,  and  other 
resources  available  and,  most  importantly,  of  the  creative  talent  now  attracted 
to  this  effort  from  the  relevant  fields  of  science,  engineering,  and  management, 
breakthroughs  towai'd  more  abundant  energy  at  lower  cost  are  probable.  If  so, 
these  methods  and  their  potential  for  lower  costs  will  be  made  available, 
perhaps  through  the  IDB.  to  the  poorer  countries  especially. 

Wliat  has  become  abundantly  clear  in  the  past  2  years  is  that  all  of  our  major 
economic  problems — money,  trade,  investment,  development,  and  internal  growth 
and  stability — are  inextricably  linked. 

While  we  have  no  shortage  of  forums  to  address  one  or  another  of  these 
problems,  they  seldom  are  approached  in  full  context.  In  years  past,  for  instance, 
these  meetings  have  properly  concentrated  on  the  specific  needs  of  the  IDB.  In 
large  part,  they  should  continue  to  do  so.  But  we  can  also  use  these  meetings  to 
look  at  the  development  problem  in  its  broadest  perspective. 

I  know  from  personal  experience  that  the  informal  "shirt  sleeve"  session  we 
had  at  last  year's  annual  meeting  made  a  large  contribution  to  my  own  thinking. 
The  session  yesterday  was  equally  worthwhile  from  my  point  of  view,  and  I 
hope  .such  meetings  will  continue  to  be  held. 

If  my  perception  of  the  value  of  these  informal  consultations  is  shared  by 
others,  the  proposal  to  make  the  mandate  of  the  Committee  of  Governors  ongoing, 
suggested  yesterday  by  President  Ortiz-Mena,  makes  ,a  great  deal  of  sense.  And 
the  United  States  would  also  welcome  a  commitment  of  all  Governors  to  sit 
down  at  least  twice  a  year  in  a  frank  and  informal  dialogue,  once  at  the  time  of 
this  meeting  and  once  when  we  attend  the  annual  IMF-IBRD  meetings.  Between 
these  two  meetings,  the  present  Committee  of  Governors  migiit  act  as  a  con- 
sultative and  preparatory  forum  to  enhance  further  the  value  of  the  discussion. 

The  agenda  should,  in  my  judgment,  be  flexible  and  organized  around  our 
common  concerns.  It  would  take  as  one  point  of  departure  issues  affecting  the 
Bank  itself,  but  should  range  further  afield  into  other  economic  issues  of  com- 
mon concern. 
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Perhaps  the  clearest  challenge  of  the  moment  is  to  assure  a  continuing  flow  of 
financial  resources  to  the  poorer  nations  of  the  region.  This  is  an  area  in  which  we 
have  some  direct  quantitative  measure  of  results.  Aggregate  financial  flows  to 
Latin  America  have  grown  appreciably  in  recent  years,  reaching  a  total  in  1972 
of  almost  $5  billion.  40  percent  larger  than  3  years  ago. 

But  such  an  aggregate  figure  hides  as  much  as  it  clarifies  about  the  nature  of 
the  problem  and  its  complexities.  There  is  evidence  that  the  mix  between  public 
and  private  flows  has  changed  substantially.  For  example,  recourse  by  Latin 
American  countries  to  international  financial  markets  has,  according  to  World 
Bank  figures,  expanded  from  $500  million  of  gross  borrowings  in  1971  to  $3.1 
billion  in  1973. 

This  seems  to  me  healthy  and  encouraging,  for  in  part  it  reflects  the  strong 
credit  positions  and  rapid  growth  of  many  nations  which  are  now  able  to  go 
directly  to  world  capital  markets.  Of  course,  the  new  pressures  resulting  from  the 
oil  situation  raise  questions  as  to  the  sustainability  of  these  borro^^ing  levels. 

At  the  same  time,  we  need  to  recognize  that  for  many  years  to  come,  oflScial 
assistance  will  be  required.  Those  funds  are  scarce.  We  must  utilize  them  with 
maximum  effectiveness  at  the  point  of  greatest  need.  Here  lies  the  central  role 
of  the  Bank  itself.  And,  in  performing  this  role,  I  believe  the  Bank  would  beneflt 
from  study  of  the  ability  of  each  of  its  members  to  acquire  capital,  from  whatever 
source,  as  a  basis  for  the  Bank  itself  to  see  where  its  help  is  most  needed. 

You  know  of  the  difliculty  we  have  had  in  funding  the  Bank  and  particularly 
the  Fund  for  Special  Operations  in  accord  with  the  schedule  agreed  some  years 
ago.  These  problems  grow  out  of  the  serious  questions  asked  by  our  public  and  our 
legislature  concerning  the  value  and  levels  of  foreign  assistance — questions  that 
led  the  House  of  Representatives  in  January  of  this  year  to  vote  against  our  pro- 
posal to  replenish  the  International  Development  Association.  We  believe  those 
questions  can  be  answered.  We  are  exerting  every  effort  to  carry  our  message 
to  the  Congress  and  to  the  people  of  our  country.  The  IDA  bill  is  now  under 
review  in  the  Senate  and  we  are  hopeful  for  early  passage  in  that  body.  We  also 
believe  this  year's  and  future  appropriations  will  be  forthcoming  for  the  FSO 
in  amounts  adequate  to  maintain  the  momentum  of  that  program. 

But  we  must  not  ignore  the  basic  fact  that  support  for  these  programs  depends 
upon  a  continuing  record  of  performance  in  the  IDB  and  other  assistance  in- 
stitutions-— and  our  ability  to  demonstrate  that  performance  in  down-to-eartli, 
understandable  terms.  The  congressional  delegation  here  today  is  a  sign  of  our 
interest.  Their  participation  in  this  meeting  and  the  opportunity  to  visit  projects 
is  an  integral  part  of  governmental  effort — by  the  executive  and  the  Congress 
alike — to  assure  that  our  participation  in  the  Bank  is  effective  and  that  the 
benefits  are  imderstood. 

Now  the  time  is  coming  when  we  need  to  look  ahead  to  the  provision  of  new 
funds  for  calendar  1976  and  beyond.  I  fully  agree  that  the  planning  and  pres- 
entation of  specific  recommendations  for  Governors  by  the  annual  meeting  next 
year  should  be  our  goal.  We  are  preparing  for  discussions  of  this  matter  during 
the  summer,  assessing  realistically  both  the  needs  and  the  capabilities. 

Unfortunately,  the  target  we  set  for  the  effort  to  bring  in  new  members  has 
not  yet  been  met.  In  our  future  financial  planning,  I  believe  we  should  not  count 
on — ^but  should  keep  open — the  possibility  of  bringing  countries  from  other  areas 
more  directly  into  the  work  of  the  Bank.  The  target  contributions  are  fair  and 
reasonable  to  the  Bank  and  in  proportion  to  the  past  contributions  of  members. 
I  believe  the  target  should  not  be  reduced,  and  my  conviction  is  reinforced  by  the 
changes  in  purchasing  power  that  have  taken  place  since  the  target  was 
formulated. 

iSo  far  as  private  sources  of  fimds  are  concerned,  I  am  particularly  pleased 
that  the  tendency  for  many  developed  countries  to  restrain  flows  of  capital 
has,  at  least  in  part,  been  reversed  in  recent  raonth.s.  Today,  I  know  of  no  oflS- 
cial impediments  to  the  flow  of  capital  from  tlie  United  States,  or  indeed  on  the 
possibility  of  countries  in  good  credit  standing  to  tap  international  money 
markets.  And  there  never  have  been  significant  restrictions  on  the  movement 
of  foreign  funds  into  the  United  States  in  the  form  of  either  debt  or  equity 
capital.  Just  as  we  are  striving  to  reform  the  monetary  and  trading  order,  we 
should  also  be  working  to  ensure  that  capital  in  its  many  forms  can  flow  freely 
among  countries  to  the  benefit  of  all.  If  there  are  remaining  problems  in  this 
area,  let  us  appraise  them  together  and  assess  what  needs  to  be  done. 

Now,  obviously,  the  fiow  of  private  capital  is  directly  related  to  the  treatment 
that  investment  receives  in  the  region  as  a  whole,  and  in  particular  countries,  as 
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well  as  to  the  availability  of  supply.  Last  year  at  this  meeting  we  spoke  frankly 
and  openly  of  the  diflSculties  raised  by  the  important  investment  disputes  then 
outstanding  and  the  need  to  resolve  them,  not  in  a  doctrinal  way,  but  pragmati- 
cally. I  must  say  the  results  of  this  approach  have  exceeded  my  expectations. 
Today,  there  are  no  major  investment  disputes  which  have  not  been  settled  or  are 
not  on  a  satisfactory  road  to  settlement.  The  benefits  seem  to  me  demonstrable. 

At  the  .same  time,  we  should  take  what  steps  we  can  to  anticipate  future  diffi- 
culties, and  avoid  the  threat  that  recurring  disputes  could  affect  not  only  the  flow 
of  capital  and  impede  the  transfer  of  technology  carried  by  such  investment, 
but  also  poison  our  overall  relations.  Sensitive  to  this  need.  Secretary  Kissinger 
in  Mexico  suggested  that  we  might  consider  the  establishment  of  a  regional  fact- 
finding body  to  help  the  conciliation  process.  Perhaps  there  are  alternative 
ways  to  deal  with  these  issues  in  a  way  consistent  with  the  sovereignty  and  pol- 
icies of  each.  If  so,  let  us  place  them  on  the  table  for  practical  discussion  in  an 
appropriate  body. 

There  are  many  other  difficult  economic  problems  which  we  will  be  facing  now 
and  in  the  future.  But  in  closing  let  me  say  I  believe  our  greatest  challenge 
lies  in  promoting  the  integral  development  of  this  hemisphere — to  achieve 
the  full  potential  of  the  new  world.  Of  late  there  has  been  a  disturbing  trend 
for  an  increasing  number  of  countries  to  believe  that  their  own  national  inter- 
est can  best  be  served  by  going  their  own  separate  ways.  History  teaches  us  a 
different  lesson,  and  I  am  convinced  that  it  makes  sense  for  us  and  sense  foi 
other  nations  to  cooperate  on  a  regional  basis  and  on  a  global  basis.  Let  us  set 
about  this  task. 

This  is  my  last  annual  meeting  as  U.S.  Governor  of  the  IDB.  I  will  shortly  be 
returning  to  private  life,  but  I  wi.sh  to  assure  you  of  the  sustained  effort  of 
my  Government  and  my  successor  to  the  goals  I  have  spoken  of  today. 

In  saying  goodby,  I  would  like  to  pay  special  homage  to  President  Ortiz- 
Mena  for  his  outstanding  leadership  in  a  time  of  great  challenge  for  this  Bank ; 
to  my  fellow  Governors  for  their  spirit  of  friendship  and  professionalism ;  and 
to  the  men  and  women  who  make  up  this  great  institution,  and  who  have  worked 
the  hardest  at  moving  forward  in  practical  ways  the  goals  of  all  our  people^ — 
a  prosperous  and  harmonious  hemisphere. 


Exhibit  91. — Press   release,   April   19,   1974,   announcing   U.S.   contribution    of 
$50  million  to  the  Special  Funds  of  the  Asian  Development  Bank 

Treasury  Secretary  George  P.  Shultz  today  signed  an  agreement  providing 
for  a  $50  million  contribution  by  the  United  States  to  the  Special  Funds  of  the 
Asian  Development  Bank.  The  Secretary  is  the  U.S.  Governor  of  the  ADB.  The 
event  took  place  at  the  Bank's  headquarters  in  Manila,  where  the  Secretary 
stopped  over  en  route  to  the  ADB  annual  meeting  in  Kuala  Lumpur,  Malaysia. 

The  Special  Funds  were  established  in  1967  to  provide  concessional  loans  for 
high-priority  development  projects  in  the  least  developed  member  countries. 

The  $50  million  provided  today  was  the  first  U.S.  contribution  to  the  ADB 
Special  Funds  and  was  appropriated  in  December  1973,  under  a  1972  authoriza- 
tion for  a  $100  million  contribution.  The  administration  is  .seeking  the  remaining 
$50  million  appropriation  in  fiscal  year  1975,  as  well  as  a  further  $50  million 
authorization  for  appropriation  in  fiscal  year  1976. 

In  1973,  the  Bank  initiated  the  creation  of  the  Asian  Development  Fund  ( ADF) , 
a  unified,  multilateral  fund  which  will  be  the  primary  source  of  future  finance 
for  the  Bank's  concessional  lending  operations.  It  is  anticipated  that  the  Asian 
Development  Fund  will  come  into  formal  operation  in  1974.  Contributions  over  the 
first  3  years  of  the  fund  are  scheduled  to  reach  $525  million.  When  the  ADF 
comes  into  operation,  the  $50  million  U.S.  contribution  will  then  be  transferred 
to  it  (the  ADF). 


Exhibit  92. — Statement  by  Secretary  Shultz  as  Governor  for  the  United  States, 
April  25,  1974,  at  the  seventh  annual  meeting  of  the  Board  of  Governors  of 
the  Asian  Development  Bank,  Kuala  Lumpur,  Malaysia 

I  welcome  this  opportunity  to  participate  in  the  seventh  annual  meeting 
of  the  Asian  Development  Bank,  and  would  like  to  express  my  appreciation  to 
the   Government   of   Malaysia   for  serving  as   host   to   this   meeting.   We  are 
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thankful  for  your  hospitality  and  have  been  greatly  impressed  by  the  vitality 
of  this  beautiful  city.  Indeed,  during  our  visit  here  and  on  our  stops  en  route 
in  the  Philippines,  Singapore,  and  Indonesia,  our  delegation  has  had  a  chance 
to  see  firsthand  the  dynamism  of  the  members  of  the  Asian  Bank  and  how  they 
are  meeting  the  challenge  of  development  directly  and  successfully.  It  is  an 
encouraging  sight,  I  can  assure  you. 

These  are  times  when  economic  and  political  rehitionships  are  changing 
rapidly  and  on  a  global  scale.  No  region  of  the  world  is  isolated  from  the 
changes.  Old  assumptions  have  been  called  into  question  and  old  ways  of  doing 
things  no  longer  seem  adequate.  Xone  of  us  is  wise  enough  to  know  all  the 
implications  of  the  changes  we  see.  But  we  all  recognize  the  need  to  move 
ahead — to  fashion  new  principles  where  necessarj- — to  work  together 
cooperatively  on  the  problems  at  hand.  We  Finance  Ministers  have  in  this 
common  effort  a  special  responsibility  to  participate,  for  many  of  the  problems 
are  economic  in  nature. 

Fortunately,  we  have  a  solid  foundation  of  cooperation  upon  which  to  build. 
Here  in  Kuala  Lumpur  and  in  other  forums,  we  can  sit  down  and  carry  forward 
frank  dialogiie  in  a  spirit  of  friendship  and  good  will  to  assess  the  needs  and 
our  capabilities  to  meet  them.  Through  dialogue  and  by  working  together  we 
can  achieve  tangible  results  that  are  mutually  advantageous. 

In  Asia,  the  United  States  has  a  long  lii.story  of  active  participation  in  fur- 
thering the  region's  goals.  Let  me  state  forcefully  that  today  we  remain  as 
deeply  committed  as  ever  to  the  i)eaceful  development  of  the  entire  Pacific  area. 
And  in  the  Asian  Development  Bank,  we  have  an  institution  that  has  been  a 
source  of  increasing  strength  and  a  focus  of  cooperation.  It  will  l)e  calle<l  upon 
to  play  a  greater  and  greater  role  in  the  region's  future  and  we  intend  to 
support  it  fully. 

This  year,  Mr.  Chairman,  I  have  the  happy  privilege  of  reporting  to  you  and 
my  fellow  Governors  concrete  evidence  of  our  commitment.  After  several  years 
of  intensive  effort,  the  United  States  has  now  joined  in  providing  concessionary 
resources  to  the  Bank  through  a  $50  million  contribution  to  the  multipurpose 
Special  Fund,  which  I  had  the  honor  to  authorize  on  liehalf  of  my  Government 
just  a  week  ago  in  a  ceremony  at  the  Bank's  headquarters  in  Manila.  Flirther- 
more,  we  are  optimistic  that  congressional  approval  will  be  given  to  make  a 
second  contribution  of  soft  funds  of  $50  million  later  this  year.  I  should  also 
mention  that  we  are  prepared  to  transfer  this  initial  $50  million  and  .subsequent 
contributions  to  the  proposed  new  Asian  Development  Fund,  just  as  soon  as  it 
is  set  up.  We  support  the  new  fund's  early  establishment  and  believe  it  will 
put  the  future  flows  of  concessionary  resources  to  tlie  Bank  on  a  more  formal 
and  firmer  basis. 

Our  ultimate  success  in  obtaining  concessionary  funds  for  the  Bank  in  this 
case  resulted  from  an  effective  partnership  of  both  the  executive  and  legislative 
branches  of  our  Government — in  visiting  the  Bank,  in  insjiecting  many  of  its 
projects,  and  examining  carefully  its  individual  loans  and  internal  operations. 
We  in  the  executive  branch  can  never  forget  that  we  cannot  act  without  the 
broad  support  of  the  U.S.  public,  expressed  through  its  representatives  in  the 
Congress. 

For  that  reason,  I  am  particularly  pleased  that  we  have  as  part  of  our 
delegation  a  distinguished  group  from  both  Houses  of  our  Congress.  Their  voices 
raised  in  support  of  the  ADB,  as  they  become  convinced  of  its  real  significance, 
will  have  a  definite  and  favorable  impact  on  the  level  of  our  future  participation. 

Although  we  have  been  able  to  obtain  concessionarj-  funds  for  the  Bank,  I 
must  .state  that  the  general  attitude  in  the  United  States  toward  development 
assistance  is  a  closely  questioning  one.  W^e  expect  to  be  successful  but  have  not 
yet  been  so  in  obtaining  approval  for  a  second  U.S.  contribution  to  the  Bank's 
Ordinary  Capital.  In  .lanuary  of  this  year,  the  House  of  Representatives  rejected 
the  administration's  proposal  for  a  fourth  replenishment  of  the  International 
Development  Association.  We  intend  to  continue  to  work  very  hard  in  the 
months  ahead  on  the  ADB  legislation  and  on  the  passage  of  IDA  IV.  which  also 
benefits  many  members  of  this  institution.  But  we  cannot  ignore  the  basic  fact 
that  support  for  these  programs  depends  upon  a  continuing  record  of  per- 
formance by  the  ADB  and  by  all  the  assistance  institution.s — and  our  ability 
to  demonstrate  that  ijerformance  in  down-to-earth,  understandable  terms. 

In  reviewing  the  record  of  the  Asian  Development  Bank.  I  believe  we  can  all 
take  great  pride.  Eight  years  ago  the  Bank  was  only  an  idea ;  today  it  is  a 
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leading  force  in  helping  the  nations  of  Asia  meet  the  economic  and  social  needs 
of  more  than  half  a  billion  i>eople  in  borrowing  member  countries.  Much  of  the 
credit  must  go  to  President  Inoue,  who  has  provided  remarkable  leadership  in 
his  first  full  year  in  oflSce. 

In  1973,  the  Bank  achieved  its  first  billion  dollars  in  lending,  and  total  project 
loans  will  soon  reach  .$1.5  billion.  In  accomplishing  this,  an  appropriate  balance 
in  the  lending  pattern  has  been  struck,  in  my  judgment,  between  loans  that  im- 
prove the  economy  as  a  whole  and  those,  such  as  water  supply  and  rural  elec- 
trification, which  touch  the  poorest  people  directly  and  are  typically  provided 
on  concessionary  terms. 

Similarly,  the  Bank  has  wisely  recognized  the  importance  of  private  enter- 
prise as  a  driving  force  in  economic  development  and  channeled  a  substantial 
portion  of  its  loan  on  "rations"  to  the  private  industrial  and  agricultural  sector. 
For  the  future,  encouragement  of  healthy  capital  markets  is  an  area  of  great 
potential  promise  for  bank  support  of  private  sector  activity. 

Before  leaving  the  affairs  of  the  Bank  to  address  .some  of  the  other  issues 
we  all  face,  I  would  like  to  say  a  brief  word  about  three  matters  of  special 
interest  to  the  United  States  regarding  the  Bank's  operations.  As  a  Goveraor, 
I  want  to  emphasize  that  I  am  tremendously  pleased  with  the  positive  response 
by  the  Bank  to  the  constructive  suggestions  made  by  Governors  in  the  past  and 
with  the  very  efficient  manner  in  which  the  Bank  is  presently  administered. 

First,  we  all  recognize  that  unusual  economic  challenges  confront  the  in- 
stitution, particularly  as  a  result  of  the  energy  situation.  I  will  return  to  this 
enormous  problem  in  a  moment,  but  let  me  just  urge  at  this  point  that  the 
Bank  remain  as  responsive  as  ever  to  the  need  to  examine  and  adapt  its 
operations  to  the  changed  conditions. 

Second,  I  would  like  to  commend  the  Bank's  constructive  role  in  providing 
assistance  to  the  war-torn  member  nations  in  Indochina  last  year  and  to 
encourage  a  continued  active  role  by  the  Bank  there.  We  are  also  most  hopeful 
that  the  efforts  of  this  institution,  in  cooperation  with  the  World  Bank,  to 
organize  a  multilateral  framework  for  assistance  in  Indochina  will  bear  fruit 
this  year. 

Third,  and  perhaps  the  most  important  outstanding  issue  in  the  Bank's 
internal  operation  from  the  point  of  view  of  both  the  executive  and  congressional 
branches  of  my  Government,  is  the  issue  of  postevaluation.  I  want  to  commend 
the  officers  of  the  Bank  for  having  taken  the  very  important  first  step  of  es- 
tablishing a  separate  internal  group  to  evaluate  projects  after  their  completion. 
The  quality  of  the  first  two  evaluation  studies  has  been  excellent.  Now,  Mr. 
Chairman,  we  believe  the  time  is  ripe  to  take  the  second  and  equally  essential 
step  of  providing  for  fully  independent  evaluations  of  various  aspects  of  the 
Bank's  operations  by  making  the  evaluation  group  directly  responsible  to  the 
Board  of  Directors.  In  this  respect,  I  am  happy  to  see  that  the  evaluation 
proposal  currently  being  discussed  by  the  Bank's  Board  of  Directors  incor- 
porates those  features   so  important  to  assuring  this  type  of  indeiiendence. 

Our  concern  with  this  matter  is  not  due  to  any  lack  of  confidence  in  the 
Bank  or  its  President.  Quite  the  contrary,  this  type  of  independent  mechanism 
can  provide  independent  evidence  of  the  high  quality  of  Bank  operations  and 
their  beneficial  impact  on  recipient  countries,  and  thereby  help  maintain  over 
time  the  confidence  of  donor  and  recipient  countries  alike. 

On  monetary  reform,  every  nation  represented  here  has  a  real  interest  in 
seeing  that  satisfactoi-y  agreement  is  reached  at  the  final  meeting  of  the  Com- 
mittee of  Twenty  in  June,  both  on  general  principles  for  the  further  evolution 
of  the  system  and  on  implementation  of  a  series  of  specific  measures  for  the 
intermediate  future. 

In  the  proposed  new  Governors'  Council  of  the  International  Monetary  Fund, 
I  believe  we  have  a  promising  approach  toward  strengthening  monetary  coop- 
eration and  the  role  of  the  Fund.  At  the  .Tune  meeting  we  can  also  hope  for 
agreement  on  guidelines  for  the  adjustment  system  and  on  a  temporary  valua- 
tion scheme  for  the  SDR.  as  well  as  a  standstill  on  trade  restrictions.  Together 
with  the  principles  for  the  longer  term,  these  steps  will  provide  a  solid  basis  for 
orderly  evolution  of  the  system  over  time.  I  believe  it  is  up  to  ministers  to  make 
a  maximum  effort  to  reach  such  an  agreement,  not  because  agreement  is  in  the 
special  interest,  narrowly  conceived,  of  my  Nation  or  any  single  group  of  na- 
tions, but  because  it  is  in  the  general  interest.  With  such  agreement,  needed  sta- 
bility and  flexibility  will  be  provided  during  the  difficult  period  of  transition. 
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Second,  in  trade  we  are  also  approaching  new  negotiations  on  a  world  scale. 
Every  country  represented  here  can  benefit  from  reduced  barriers  to  trade, 
and  there  are  large  strands  of  common  interest  among  us  to  be  pursued  in  these 
negotiations. 

More  specifically,  I  am  hopeful  that  our  proposed  domestic  legislation — which 
contains  a  provision  for  preferential  entry  into  the  I'.S.  market  of  products 
from  developing  countries — will   be  passed  in  this  session  of  Congress. 

As  we  work  toward  more  open  markets,  however,  we  must  be  conscious  of  a 
new  threat  to  free  trade  from  action  to  restrict  supplies.  We  favor  free  trade, 
but  it  must  be  on  a  fair  basis.  Frankly,  we  are  disturbed  by  some  tendencies 
we  .see  at  work  to  restrict  the  supplies  made  available  to  the  world  market — 
either  through  exporter  collusion  aimed  directly  at  influencing  world  prices  or 
through  export  taxes  and  other  restrictions  aimed  at  insulating  domestic  markets 
from  the  general  upward  trend  of  primary -product  prices.  Indeed,  the  political 
processes  in  the  United  States,  at  a  time  of  high  prices  for  food,  are  not  free 
of  pressures  favoring  such  insulation. 

But  I  believe  we  are  justified  in  pointing  with  pride  to  the  fact  that  these 
pressures  have  been  resisted — and  we  mean  to  keep  access  to  our  markets  open. 
But  for  the  long  run,  this  commitment  can  l)e  economically  and  politically  de- 
fensible only  in  the  context  of  reciprocal  responsibilities.  Cool  and  dispas-sionate 
international  examination  of  this  problem  .seems  to  be  urgent.  Ultimately,  the 
problem  and  its  solution  are  global  in  nature. 

For  years,  the  problem  of  inflation  was  one  endemic  to  only  a  few  nations. 
Yet  today  the  problem  has  become  worldwide,  demanding  a  common  effort  in  the 
interests  of  both  our  national  and  international  prosperity.  Many  of  your  econo- 
mies are  affected  directly  by  the  price  level  in  the  United  States,  so  let  me  state 
simply  that  inflation  is  a  matter  of  ma.ior  concern  to  us.  We  have  not  and  will 
not  be  timid  in  attacking  it.  Budget  and  monetary  di.scipline  must  be  maintaine<l. 
But  the  worldwide  supply  shortages  in  basic  commodities  have,  of  course,  made 
its  solution  and  management  more  difficult — a  fact  which  only  underlines  the 
urgency  for  all  nations  to  follow  responsible  domestic  and  international  economic 
policies. 

Nevertheless,  there  are  grounds  for  at  least  cautious  optimism  on  the  outlook 
for  prices  in  the  United  States.  For  example,  agricultural  prices  have  receded 
since  the  great  surge  that  began  last  summer.  Prices  of  such  basic  products  as 
.soybeans,  wheat,  corn,  hogs,  poultry,  and  beef  are  now  l)elow  their  high  points 
by  25  to  50  percent  and  well  below  their  level  of  a  year  ago.  The  lesson  here  is 
that  once  acreage  restrictions  were  removed,  lotting  the  price  incentive  work 
freely,  market  forces  brought  forth  large  increases  in  supply.  As  we  export  two- 
thirds  of  our  wheat  and  close  to  $20  billion  of  agricultural  products  each  year, 
the  drop  in  grain  prices  resulting  from  our  increased  output  will  help  to  reduce 
the  upward  pressure  on  prices  in  other  nations  and  provide  more  supplies  for 
needy  nations.  Since  the  rise  in  food  prices  in  the  United  States  accounted  for 
roughly  (50  percent  of  the  total  increase  in  our  cost  of  living  over  the  past  16 
months,  the  impact  of  this  decline  will  be  most  beneficial  as  it  works  its  way 
through  the  economy. 

The  other  major  component  of  our  domestic  inflation  has,  of  course,  been  the 
cost  of  energy,  which  contributed  25  percent  to  the  rise  in  our  domestic  prices  over 
the  past  12  months.  And,  indeed,  the  energy  problem  poses  the  most  serious 
current  economic  challenge  to  the  world  in  general  and  developing  countries 
in  particular. 

While  no  one  can  reasonably  predict  the  oil  prices  will  return  to  the  level 
of  a  year  ago.  there  is  room  for  optimism  on  the  outlook  for  the  price  of  crude 
oil.  In  the  short  run.  I  believe,  there  will  be  further  downward  movement  similar 
to  that  which  has  occurred  in  the  last  few  months,  as  high  prices  and  conservation 
efforts  dampen  demand  and  production  returns  to  previous  levels.  In  the  not-so- 
long-run,  however,  high  prices  will  stimulate  a  creative  reaction — the  world's 
best  people  and  organizations  will  join  in  a  concerted  effort,  which  will  inevitably 
result  in  new  supplies  and  undreametl  of  substitutes,  which  may  affect  prices 
even  more  dramatically  than  we  dare  contemplate.  A  boom-bust  price  pattern 
is  in  no  one's  interest — not  producers  nor  consinners — and  one  thing  is  certain, 
the  longer  prices  stay  high  in  the  short  run.  the  more  likely  it  is  that  they 
will  fall  sharply  in  the  long  run.  That  has  been  the  history  of  every  other 
commodity  in  thepa.st. 

The  abruptness  and  the  magnitude  of  recent  price  increases  have  created 
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problems  that  are  virtually  unmanageable  for  many  borrowers  of  the  Bank, 
as  well  as  many  other  developing  countries  in  other  areas  of  the  world.  Direct 
and  urgent  measures  are  needed  to  alleviate  their  situation.  In  this  context, 
it  is  essential  that  traditional  levels  of  development  project  assistance  be  con- 
tinued by  industrialized  nations.  It  is  equally  essential  that  oil  producers  who 
have  suddenly  become  enormously  rich  join  in  providing  aid  to  the  poorest — 
particularly  on  ,a  concessionary  basis.  We  welcome  the  initial  positive  response 
of  some  oil  producers  who  have  announced  their  intentions  to  provide  help  to 
less  fortunate  nations,  but  much  more  must  be  done  by  them  if  we  are  to  avert 
widespread  disaster  for  the  poorest  nations. 

As  I  mentioned  earlier,  energy  poses  a  unique  challenge  to  the  Bank.  In  my 
view,  operations  must  be  examined  and  reoriented  to  take  into  account  the 
changed  situation  emerging  from  energy  prices,  and  the  following  suggestions 
are  offered  for  your  consideration  in  a  constructive  vein. 

First,  it  will  be  more  important  than  ever  to  use  the  scarce  concessionary 
funds  of  the  Bank  for  the  poorest  countries. 

Second,  the  increased  economic  value  of  energy  products  carries  as  a  direct 
and  logical  implication  that  there  should  be  a  greater  emphasis  on  energy. 
And  this  implication  applies  not  only  to  project  financing  by  the  Bank  but 
also  to  the  allocation  of  local  investment  resources  by  the  member  countries. 
But  it  does  not  exempt  the  initiatives  elicited  by  these  new  challenges  to 
development  from  meeting  the  rigorous  and  professional  standards  which  this 
Bank  is  trying  to  implement  in  its  own  work  and  to  foster  at  the  national  level. 
Much  hard  professional  work  therefore  lies  ahead  in  identifying  the  types  of 
investment,  the  attractiveness  of  which  has  been  most  enhanced  by  our  new 
assessment  of  economic  realities  in  the  energy  sphere,  and  in  going  through 
the  arduous  work  of  project  preparation  on  the  specific  projects  of  each  type 
to  be  implemented. 

The  increased  cost  of  energy  has  prompted  the  United  States,  which  now 
produces  85  percent  of  its  energy  needs  and  70  percent  of  its  petroleum,  to  under- 
take massive  and  sophisticated  research  on  the  development  of  all  forms  of 
energy.  In  view  of  the  vast  reserves  of  coal,  oil  shale,  and  other  resources  avail- 
able and,  most  importantly,  of  the  creative  talent  now  attracted  to  this  effort 
from  the  relevant  fields  of  science,  engineering,  and  management,  breakthroughs 
toward  more  abundant  energy  at  lower  cost  are  probable.  If  so,  these  methods 
and  their  potential  lower  costs  will  be  made  available  to  the  poorer  countries 
especially,  perhaps  through  the  procedures  of  the  Bank. 

While  focusing  on  the  problem  of  meeting  the  increased  needs  for  capital 
of  the  developing  countries  in  the  years  ahead.  I  wi.sh  to  stress  what  to  me  is 
an  essential  point,  and  one  which  is  often  overlooked.  Private  capital — and  the 
modern  technology  that  accompanies  it — will  inevitably  be  of  far  greater  im- 
portance to  the  pace  of  development  than  the  combined  total  of  ofiicial  capital 
in  all  its  forms.  While  official  development  assistance  has  not  grown  in  several 
years,  private  capital — in  both  direct  and  portfolio  form — has  increased  enor- 
mously. To  take  only  one  illustration,  gross  borrowings  by  developing  countries 
in  the  international  bond  market  and  the  Euromarket  have  increased  dra- 
matically— from  under  $700  million  in  1971  to  .$5.6  billion  in  1973 — and  signifi- 
cantlv  affected  the  mix  between  public  and  private  loans  so  that  the  latter  is 
nearly  equal  to  the  former. 

Private  capital  will  flow  and  will  have  its  beneficial  effects,  but  only  where 
it  gets  a  reasonable  return  and  where  it  enjoys  reasonable  security.  By  the  same 
token,  frequent  changes  in  rules  and  conditions  for  investment  deter  its  flow. 
Encouragement  of  stable  conditions  for  investment  should  be  on  the  agenda  of 
the  Bank,  as  well  as  of  our  respective  governments,  not  as  a  doctrinal  matter 
but  as  a  pragmatic  exercise  of  good  developmental  sense. 

The  other  side  of  this  coin,  of  course,  is  the  action  of  capital-exporting  nations. 
I  am  particularly  pleased  that  the  tendency  for  many  developed  countries  to  re- 
strain flows  of  capita]  has,  at  least  in  part,  been  reversed  in  recent  months. 
Today,  I  know  of  no  ofiicial  impediments  to  the  flow  of  capital  from  the  United 
States,  or  indeed  of  the  possibility  of  countries  in  good  credit  standing  to  tap 
international  money  markets.  And  there  never  have  been  significant  restrictions 
on  the  movement  of  foreign  funds  into  the  Ignited  States  in  the  form  of  either 
debt  or  equity  capital.  Just  as  we  are  striving  to  reform  the  monetary  and  trad- 
ing order,  we  should  also  be  working  to  ensure  that  capital  in  its  many  forms 
can  flow  freely  among  countries  to  the  benefit  of  all.  If  there  are  remaining 
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problems  in  this  area,  let  us  appraise  them  together  and  assess  what  needs  to  be 
done. 

In  looking  at  the  economic  crises  and  uncertainties  that  we  have  faced  in  the 
past,  it  becomes  abundantly  clear  that  all  of  our  major  economic  problems- 
money,  trade,  investment,  development,  internal  price  stability  and  growth- 
are  inextricably  linked ;  that  progress  in  one  area  can  affect  progress  in  all ;  and 
that  the  less  developed  nations  are  those  least  equipped  to  weather  periods  of 
economic  turbulence. 

If  we  are  to  solve  the  diflBcult  economic  problems  that  confront  us,  it  is  equally 
clear  that  all  nations  must  pull  together  and  build  on  the  work  of  the  men  and 
institutions  that  have  gone  before.  Of  late  there  has  been  a  disturbing  trend  for 
an  increasing  number  of  countries  to  believe  their  national  interest  can  best  be 
served  by  going  their  separate  ways.  History  teaches  us  a  different  lesson,  and  I 
am  convinced  that  it  makes  sense  for  us  and  for  other  nations  to  cooperate  on  a 
regional  and  global  basis.  Let  us  set  about  this  task  here  in  the  Asian  Develop- 
ment Bank  and  elsewhere. 

In  conclusion,  Mr.  Chairman,  I  want  to  reemphasize  my  appreciation  of  the 
leadership  of  the  Asian  Development  Bank  for  its  highly  commendable  efforts 
and  record  of  achievement  over  the  past  year  and  years.  I  want  to  emphasize 
as  well,  the  very  strong  and  continuing  support  which  the  United  States  will  give 
to  the  operations  and  activities  of  the  Bank.  We  consider  this  institution  to  be 
a  landmark  of  success  and  we  look  forward  with  great  anticipation  to  even  more 
successful  achievements  in  the  future.  The  United  States,  as  well  as  all  other 
developed  and  developing  member  countries  of  the  Bank,  has  a  great  interest  and 
a  tremendous  .stake  in  its  success. 

This  is  my  last  annual  meeting  as  U.S.  Governor  of  the  ADB.  I  will  shortly  be 
returning  to  private  life,  but  may  I  assure  you  of  the  sustained  effort  of  my 
Government  and  my  successor  to  the  goals  I  have  spoken  of  today. 

In  saying  goodby,  I  would  like  to  pay  my  respects  to  President  Inoue  for  his 
outstanding  leadership  in  a  time  of  great  challenge  for  this  Bank;  to  my  fellow 
Governors  for  their  spirit  of  friendship  and  professionalism  ;  and  to  the  men 
and  women  who  make  up  this  great  institution,  and  who  have  worked  the  hard- 
est at  moving  forward  in  practical  ways  our  goals  of  promoting  the  welfare  of 
Asia  and  Asians. 

Exhibit  93.— Statement  by  Assistant  Secretary  Hennessy,  May  28,  1974,  before 
the  Foreign  Relations  Subcommittee  of  the  Senate  Appropriations  Committee, 
on  participation  in  the  international  development  lending  institutions 

I  am  pleased  to  be  here  today  to  present  the  administration's  fi.scal  year  1975 
appropriations  request  totaling  $1,006  million  for  the  international  development 
lending  institutions.  I  strongly  urge  that  this  committee  and  the  Congress  act 
favorably  and  appropriate  the  amounts  requested. 

Before  turning  to  the  specifics  of  our  appropriation  requests  for  fiscal  year 
1975,  I  would  like  to  respond  to  the  view  that  recent  rapid  changes  in  the  world 
economy — and  the  energy  crisis  in  particular — argue  against  our  continued 
support  of  the  international  lending  institutions.  I  believe  the  opposite  is  true, 
and  that  the  arguments  for  continued  U.S.  leadership  in  this  area  are  strength- 
ened by  recent  events. 

Doubts  have  been  raised  about  the  level  of  U.S.  participation  in  the  interna- 
tional development  lending  institutions  in  view  of:  (1)  the  overwhelming  prob- 
lem the  developing  coiintries  face  in  paying  for  oil ;  (2)  the  possibility  that  money 
would  go  through  borrowers'  hands  into  oil  producers'  pockets  ;  and  (3)  the  possi- 
bility that  the  oil  exporters  will  not  a.ssume  responsibility  for  a  fair  share  in  the 
aid  burden.  These  concerns  are  serious,  but  I  hope  to  demonstrate  that  they  are 
not  well  founded. 

First,  it  is  true  that  the  problems  confronting  many  developing  countries  are 
of  serious  magnitude — the  World  Bank  estimates  that  the  external  capital 
requirements  of  the  LDC's  will  increase  by  $10-12  billion  i>er  year  from  now 
until  1980.  as  a  result  of  recent  price  increases  of  oil.  food,  and  fertiliz-er.  This 
added  need  for  capital  in  the  developing  countries  increases  the  urgency  of 
assistance  flows  from  industrialized  countries.  A  reduction  of  our  aid  flows 
would  only  aggravate  the  precarious  position  now  facing  many  poor  nations. 
It  would  also  undermine  our  case  that  newly  rich  nations  now  have  to  join  in 
the  international  effort  by  contributing  their  fair  share  of  international  assistance. 
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Second,  the  international  development  lending  institutions  cannot  be  used  for 
paying  the  increased  oil  bill  of  the  hard-hit  developing  countries.  The  institutions 
finance  specific  development  projects,  and  do  not  support  imports  of  basic 
commodities  such  as  oil. 

Third,  there  is  already  concrete  evidence  that  the  oil-producing  countries  will 
recognize  that  their  new  affluence  carries  with  it  important  responsibilities  to  poor 
countries.  Iran  has  already  made  resources  available  for  lending  to  developing 
countries.  Venezuela  is  in  the  early  stages  of  negotiating  a  trust  fund  under 
the  Inter-American  Development  Bank  of  reportedly  up  to  $500  million  for  fi- 
nancing development  in  poor  Latin  American  countries,  and  has  also  pledged  $30 
million  of  new  resources  to  the  Caribbean  Development  Bank.  Abu  Dhabi,  Oman, 
Kuwait,  Libya,  Saudi  Arabia,  and  Bahrain  are  participating  in  the  World  Bank 
bond  purchase  programs.  Several  of  the  OPEC  countries  have  pletlged  $3.3 
billion  toward  the  special  new  IMF  facility  aimed  at  providing  assistance  to 
countries  with  oil-induced  balance  of  payments  problems.  An  Arab  Fund  for 
African  Development  is  under  discussion,  and  additional  resources  are  to  be 
made  available  to  Islamic  countries. 

There  are  positive  overall  economic  and  foreign  policy  reasons  as  well  for 
us  to  move  promptly  on  those  appropriations  which  are  related  to  the  recently 
changed  world  economic  situation.  First  and  foremost,  the  United  States  cannot 
legitimately  call  for  an  international  solution  to  such  problems  as  energy, 
food  supply,  population,  trade  and  monetary  reform,  if  we  shun  our  own 
responsibilities  in  the  areas  of  international  economic  development.  These  prob- 
lems are  all  intimately  linked.  To  eliminate,  or  reduce,  our  contriltutions  to  the 
international  development  lending  institutions  would  represent  an  inward  turn- 
ing on  our  part  which  could  be  used  as  a  justification  of  similar  measures  by  other 
countries,  undermining  the  very  cooperative  system  we  are  trying  to  strengthen. 
Of  course,  the  work  and  effectiveness  of  these  institutions  in  helping  poor  nations 
help  themselves  is  important  in  its  own  right. 

With  this  backdrop  in  mind,  I  would  now  like  to  discuss  briefly  the  proposed 
appropriations.  The  total  request  of  $1,006  million  eon.sists  of  a  $500  million  con- 
tribution to  the  Fund  for  Special  Operations  (FSO)  of  the  Inter-American 
Development  Bank  (IDB)  ;  $320  million  for  the  International  Development  Asso- 
ciation (IDA)  ;  $50  million  for  the  Consolidated  Special  Funds  of  the  Asian 
Development  Bank  (ADB)  :  and  also  two  requests  for  which  authorizing  legis- 
lation is  pending.  The  first  of  these  is  $120,635,000  for  an  increase  in  our  Ordinary 
Capital  contribution  to  the  ADB ;  and  the  second  is  $15  million  for  the  African 
Development  Fund  (AFDF) . 

While  the  amounts  are  large,  the  economic  cost  to  the  Unitetl  States  of  support- 
ing these  institutions  is  much  smaller  than  the  aggregate  figures  indicate. 
Eighty  percent,  or  $97  million  of  the  $121  million  requested  for  ADB  Ordinary 
Capital,  is  in  the  form  of  a  guarantee :  thus  only  $24  million  would  require  a 
budget  outlay.  In  addition,  the  budgetary  impact  that  would  result  from  all  of 
these  appropriations  would  be  .spread  over  several  years,  and  much  of  our 
contribution  to  these  institutions  returns  to  us  in  the  form  of  payment  for 
the  sale  of  goods  and  services. 

According  to  a  recent  study  prepared  by  the  Congressional  Research  Service 
of  the  Library  of  -Congress  for  the  House  Committee  on  Foreign  Affairs,  the 
aggregate  balance  of  payments  effect  of  U.S.  participation  in  these  institutions 
has  been  overwhelmingly  favorable  to  the  Ignited  States.  I  would  like  to  submit 
for  the  record  in  annex  I  two  very  instructive  tables  developed  for  this  report 
by  the  Congressional  Research  Service  and  highlight  their  conclusion :  the  cumu- 
lative balance  of  payments  result  of  It.S.  involvement  in  the  World  Bank  group 
(including  IDA),  the  Asian  Development  Bank,  and  the  Inter-American  Develop- 
ment Bank  (including  FSO)  to  date  has  been  a  net  surplus  of  $2.1  billion  for 
the  Ignited  States.  Of  course,  as  disbursements  on  loans  are  drawn  down  over 
time  there  could  be  some  decline  in  this  fiemre — but  the  point  is  that  in  balance 
of  payments  terms  we  can  well  afford  the  program. 

In  terms  of  our  gross  national  product  and  our  budget,  these  contributions 
represent  less  than  one-tenth  of  1  percent  and  only  one-third  of  1  iiercent. 
respectively.  The  cost  of  maintaining  an  appropriate  level  of  international 
responsibility  in  this  area  is  a  most  reasonable  one,  and  the  burden  of  develop- 
ment assistance  falling  on  the  I'nited  States  has  been  shifting  to  other  countries 
in  keeping  with  this  committee's  concern.  This  shift  is  already  apparent  in  the 
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present  ADB  and  AFDB  appropriations  requests  and  will  be  incorporated  in 
future  IDA  and  IDB  replenislimeut  requests. 

Inteb-Amebican  Dejvelopment  Bank 

For  the  Inter-American  Bank  the  administration  is  re<iuesting  $500  million  for 
the  I\ind  for  Special  Operations  (FSO).  This  amount  would  represent  the  final 
installment  of  the  U.S.  contribution,  totaling  $1  billion,  authorised  by  the  Con- 
gress in  March  1972,  originally  negotiated  by  the  executive  branch  in  April  1970. 

The  Fund  for  Special  Ulcerations,  as  you  know,  constitutes  an  important  part 
of  the  Inter-American  Bank's  structure.  Its  resources,  which  come  entirely  from 
member  country  contributions,  are  used  to  support  projects  in  the  poorest  Latin 
American  countries. 

Only  about  $100  million  in  convertible  currencies  will  remain  uncommitted  in 
FSO  at  the  end  of  the  present  calendar  year.  The  proposed  $500  million  U.S.  con- 
tribution now  requested  would  allow  only  for  maintaining  FSO  lending  in  dollars 
for  1975  at  this  year's  projected  level  of  $400  million,  with  some  provision  for 
1976.  This  would  be  a  bare  minimum  given  the  loan  demand  from  the  relatively 
poor  Latin  American  countries  which  borrow  the  bulk  of  FSO  funds. 

Let  me  also  address  the  question  of  the  quality  of  the  operations  of  the  IDB, 
a  matter  that  has  been  of  major  concern  to  this  committee.  Specific  .steps  have 
been  taken  since  last  year  to  improve  its  work  and  to  strengthen  its  organization. 
Committee  members  already  know  about  the  Group  of  Controllers  and  the  good 
work  being  done  on  external  evaluation  and  r^'view  of  project.^.  The  U.S.  member 
of  the  group  is  now  Mr.  Ed\\-ard  Tennant.  who  was  formerly  Auditor  General 
for  Foreign  Assistance  of  the  Agency  for  International  Development.  Thus  far, 
the  group  has  completed  11  reports — the  most  recent  ones  on  Planning  and 
Programming,  Global  Loans  to  Financial  Institutions,  and  on  a  regional  integra- 
tion organization.  Recommendations  contained  in  these  reports  are  in  the  proc- 
ess of  being  implemented. 

In  connection  with  the  concern  of  the  committee  and  Congress  about  the 
followup  on  IDB  loan  projects,  we  can  report  the  initiation  by  the  executive 
branch  of  an  active  program  of  inspection  trips  to  the  field  covering  all  the  in- 
stitutions. These  have  yielded  concrete  evidence  that  IDB  loans  are  contributing 
successfully  to  economic  and  social  development  in  Latin  America.  For  example, 
follo>\ing  the  last  IDB  annual  meeting  in  Santiago,  Chile,  Members  of  Congress 
and  other  members  of  the  U.S.  delegation  had  the  opportunity  to  see  how  IDB- 
financed  projects  contribute  to  economic  and  social  development  in  Latin 
America. 

In  concluding  my  statement  on  the  IDB,  I  want  to  emphasize  that  our  request 
for  appropriation  of  .$500  million  takes  on  special  meaning  in  the  light  of  the 
closer  ties  we  are  attempting  to  forge  with  the  countries  of  Latin  America,  based 
on  a  concept  of  a  community  of  interest.  One  of  the  .subjects  of  greatest  concern 
to  the  Latin  American  Foreign  Ministers  at  two  recent  conferences — one  in  Feb- 
ruary in  Mexico  City,  the  other  la.st  month  in  Washington — was  the  general  de- 
cline in  U.S.  contributions  to  inter-American  institutions  and  to  the  IDB  in 
particular.  Secretary  Kissinger  pledged  on  those  occasions  that  the  executive 
branch  would  do  its  utmost  to  maintain  our  aid  flows  to  Latin  America.  In  turn, 
the  newly  oil-rich  nations  of  the  region  were  asked  to  join  in  helping  to  finance 
development. 

Inteknational  Devexopmb:nt  Association 

The  $320  million  we  are  seeking  today  for  the  International  Development  Asso- 
ciation (IDA)  represents  the  third  and  final  installment  of  our  $960  million  con- 
tribution to  the  IDA  third  replenishment. 

As  the  members  of  the  committee  are  aware.  IDA  is  an  integral  part  of  the 
World  Bank,  employing  the  same  expert  staff,  and  following  the  same  rigorous 
standards  of  project  appraisal  and  supervision.  IDA  funds  go  to  the  poorest  of 
the  developing  countries,  those  with  per  capita  incomes  of  less  than  .$375  per 
year.  These  are  countries  which,  because  of  their  poverty,  have  extremely  limited 
capacities  for  financing  investment  from  their  own  savings.  Similarly,  their 
opportunities  for  obtaining  external  capital  from  sources  other  than  IDA  are 
limited,  if  not  nonexistent.  IDA  is  thus  crucial  to  the  hopes  of  their  citizens  for 
better  and  more  fruitful  lives. 
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Major  sectors  in  IDA  lending  have  been  agriculture  (28  percent),  transpor- 
tation (25  percent),  and  electric  power  (8  percent).  Recently,  new  fields  such 
as  education  and  family  planning  have  received  increased  emphasis,^  with  the 
growing  realization  that  improvement  in  human  skills  and  the  curbing  of  ex- 
cessive population  growth  can  be  as  important  to  economic  development,  if  not 
more  important,  than  the  accumulation  of  physical  capital. 

I  would  also  like  to  call  your  attention  to  the  fact  that  in  its  report  of 
May  11,  1972,  on  supplemental  appropriations,  the  conference  committee  agreed 
that  there  was  no  intention  of  denying  each  of  the  three  annual  installments 
of  $320  million  in  the  3  fiscal  years  beginning  July  1, 1972. 

I  again  urge  the  committee  to  act,  as  you  did  last  year,  in  the  spirit  of  that 
joint  explanatory  statement,  particularly  in  view  of  the  fact  that  our  payments 
are  1  year  behind  those  of  other  IDA  donors. 

Asian  Development  Bank 

For  the  Special  Funds  of  the  Asian  Development  Bank  (ADB)  the  adminis- 
tration is  now  requesting  $50  million.  This  $50  million  is  part  of  a  $100  million 
authorized  contribution  to  the  Special  Funds  of  the  ADB,  of  which  the  first 
$50  million  was  appropriated  last  year. 

Since  authorization  of  the  U.S.  contribution  of  $100  million  in  1972,  a  multi- 
lateral effort  has  been  made  to  establish  an  Asian  Development  Fund  (ADF). 
The  $100  million  already  authorized  would  be  counted  towards  the  U.S.  con- 
tribution to  the  fund  and  would,  by  agreement  with  other  donors,  be  tied  to 
procurement  of  U.S.  goods  and  services,  ensuring  direct  benefits  to  U.S.  suppliers 
and  facilitating  U.S.  entry  into  key  markets  in  Asia. 

Last  year  when  the  Congress  decided  to  reduce  the  administration's  request 
for  the  first  $100  million  to  $50  million,  it  recognized  the  beneficial  burden- 
sharing  aspects  of  the  new  ADF  proposal ;  and  the  joint  House-Senate  conferees 
report  stated  that  the  conference  managers  had  no  intention  of  denying  a  fiscal 
year  1975  request  for  the  balance  of  $50  million  when  presented  by  the  admin- 
istration. The  conference  managers  supported  the  favorable  burden-sharing 
arrangements  embodied  in  the  proposal  of  which  the  $100  million  was  a  part. 

Our  contribution  of  $50  million  appropriated  last  year,  combined  with  the  re- 
quest now  before  you,  will  mobilize  $250  million  from  other  donors  in  their 
first  stage  contributions  to  the  ADF.  While  there  will  be  no  commitment  to 
the  ADB  concerning  future  U.S.  contributions,  we  plan  next  year  to  request 
a  third  $50  million  contribution.  This  would  make  a  total  U.S.  contribution  of 
$150  million,  and  taken  with  the  $375  million  contribution  by  other  donors, 
would  complete  the  ADF's  initial  resource  mobilization  plan,  providing  a  total 
of  $525  million  in  concessional  resources  to  the  ADF.  This  is  in  addition  to 
the  $330  million  in  ADB  Special  Funds  already  contributed  by  other  donor.s — 
excluding  the  Unitetl  States.  To  the  extent  that  such  contributions  were  made 
since  January  1,  1973,  contributors  are  entitled  to  credit  them  against  their 
ADF  pledges. 

The  fiscal  year  1975  budget  also  includes  an  appropriation  request  for  an 
increase  in  the  U.S.  share  of  capital  stock  in  the  ADB.  This  was  also  included 
in  our  request  last  year  to  this  committee,  but  the  Congress  did  not  take  action 
on  the  authorizing  legislation.  It  is  now  anticipated  that  action  on  the  ADB 
Ordinary  Capital  authorization  will  take  place  shortly  in  the  Senate  and  sub- 
sequently in  the  House.  The  total  new  U.S.  Ordinary  Capital  participation 
would  be  $362  million,  of  which  80  percent  (about  $290  million)  wouUl  be  callable 
guarantee  capital  and  20  percent,  or  about  $72  million,  would  be  paid  in.  Budgetary 
expenditures  result  only  from  the  paid-in  capital  portion  as  the  guarantee 
capital  serves  to  back  ADB  borrowings  in  private  capital  markets,  and  would 
only  be  called  in  the  most  unlikely  event  that  the  Bank  experienced  sizable 
loan  defaults. 

We  strongly  support  this  proposed  U.S.  participation  in  the  Ordinary  Capital 
increase,  which  became  effective  in  November  1972  and  has  been  subscribed 
to  uniformly  by  other  donor  nations.  As  a  result  of  our  not  subscribing,  our 
present  voting  power  has  dropped  from  IS  percent  to  8  percent,  putting  us  below 
that  of  Japan.  India,  and  Australia.  Participation  in  this  capital  increase  will 
enable  the  United  States  to  regain  a  level  of  voting  strength  which  will  reflect 
U.S.  interests  in  the  Bank  and  the  Asian  area. 
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Finally,  Mr.  Chairman,  I  would  like  to  comment  on  the  issue  of  procurement 
and  the  U.S.  share  in  the  Asian  Bank.  Both  you  and  we  have  been  ^Teatly 
concerned  about  increasing  the  percentage  of  contracts  resulting  from  ADB- 
tinanced  projects  awarded  to  U.S.  business  firms.  In  this  resi^-ct.  Mr.  Chairman, 
our  expectations  were  largely  realized  in  1973.  U.S.  procurement  from  the  Bank's 
Ordinary  Capital  lending  operations  more  than  double<i  last  year  from  8  ix^rcent 
to  17  percent — a  marked  improvement,  which  is  largely  attributable  to  the 
exchange  rate  realignments  effected  since  1971.  Nevertheless,  in  order  to  im- 
prove the  U.S.  position  further,  we  will  intensify  our  contracts  with  U.S.  firms, 
and  improve  the  flow  and  distribution  of  information  to  private  U.S.  firms  on 
upcoming  ADB  procurement  oi)portunities. 

Afeican  Development  Bank 

This  year's  appropriation  proposal  contains  our  first  request  for  a  U.S.  con- 
tribution to  the  soft-loan  facility — known  as  the  African  Development  Fund 
(AFDF) — of  the  African  Development  Bank  (AFDB).  Since  this  is  the  first 
time  that  the  committee  has  been  formally  asketl  to  consider  U.S.  participation 
in  this  fund,  I  have  attached  a  brief  outline  of  the  histor>-  of  the  AFDB  and 
the  AFDF.  (See  annex  II.) 

The  African  countries  worked  hard  to  create  their  own  regional  bank  and 
have  contributed  their  own  resources  in  an  admirable  demonstration  of  self-help. 

The  AFDF  will  contribute  significantly  to  African  development  by  special- 
izing in  small,  high-priority  projects  directed  at  the  very  poor  of  the  region,  and 
by  promoting  the  regional  integration  so  essential  to  Africa's  development,  ^^^lile 
the  amount  requested  is  small  and  is  not  contemplated  to  increase  significantly 
in  the  next  few  years — for  example,  we  are  not  planning  any  requests  in  addi- 
tion to  this  $15  million  for  next  year — it  is  important  that  the  I'nited  States  show 
its  concern  for,  and  interest  in,  the  development  of  the  countries  of  Africa 
through  the  concrete  step  of  participation  in  the  AFDF.  All  other  major  indus- 
trial nations  except  France  have  joined  the  fund,  and  both  Canada  and  Japan 
have  already  pledged  contributions  of  $16.5  million  each — more  than  our  request 
before  you. 

The  cost  to  the  United  States  of  participating  in  the  fund  is  small  and  entirely 
reasonable.  We  would  he  only  1  of  16  nations  to  contribute.  The  total  contribution 
from  these  16  donors  and  from  the  AFDB  itself  would  be  about  $115  million, 
over  $85  million  of  which  is  already  subseril)ed.  Our  projxjsed  contribution  of 
$15  million  is  only  13  percent  of  this  total.  Contributions  by  the  donor  countries 
are  being  made  over  a  3-year  period.  The  expected  U.S.  budget  outlay  would  be 
only  $1  million  in  fiscal  year  1975. 

At  the  same  time,  I  wish  to  confirm  to  this  committee  that  the  United  States  has 
undertaken  no  commitment  to  participate  in  the  fund,  although  the  United  States 
participated  actively  in  drafting  the  Articles  of  Agreement  of  the  AFDF  in  order 
to  be  assured  that  it  would  be  put  on  an  effective  and  soundly  managed  basis. 

Legislation  to  authorize  U.S.  participation  in  the  AFDF  with  a  contribution  of 
$15  million  has  been  introduced  by  Senator  Humphrey  in  the  Senate.  It  is  our 
hope  that  once  Congress  has  completed  its  consideration  of  the  i>ending  author- 
izing legislation  for  the  International  Development  Association  it  will  then  turn 
its  attention  to  the  request  for  the  AFDF. 

In  sum,  Mr.  Chairman,  we  feel  that  these  appropriation  requests  deserve  your 
approval  and  support.  They  are  of  great  imi)ortance  to  our  overall  international 
economic  objectives.  The  institutions  involved  are  run  on  a  sound  basis  and  pro- 
vide development  assistance  competently.  This  assistance  is  of  direct  and  lasting 
benefit  to  the  developing  countries,  and  because  of  our  worldwide  interests,  to 
the  United  States  itself.  The  current  international  economic  situation  lends 
added  importance  to  this  request.  To  withdraw  our  support  from  these  institu- 
tions now  would  be  shortsighted  and  particularly  damaging  to  our  broader 
interests. 

It  is  the  responsibility  of  the  Congress  to  weigh  this  request  against  compet- 
ing priorities.  The  thrust  and  weight  of  my  testimony  has  l)een  directed  towards 
convincing  you  that  this  request  deserves  a  very  higli  priority.  Its  benefits  are 
manifest,  important,  and  affordable.  I  firmly  believe  it  should  receive  your 
support. 


553-554   O  -  74  -  45 
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Annex  I 

Table  1. — Balance  of  Payments  Between   United  States  and  Banks,   Cumulative 

{inception  to  197C)^ 

Millions 

U.S.  payments  to  banks: 

World  Bank  group  subscriptions $1,460.2 

Inter-American  Bank  subscriptions.. .-. 964.8 

Asian  Bank  subscriptions _-_ 65. 3 

World  Bank  bond  sales  in  United  States 2,492.0 

Inter-American  Bank  bond  sales  in  United  States 423.  2 

Asian  Bank  bond  sales  in  United  States 52.0 

WBG  earnings  on  investments  In  United  States _. 1,284.  0 

IDB  earnings  on  investments  in  United  States 221.3 

ADB  earnings  on  investments  in  United  States 39. 1 

Total  U.S.  payments  to  banks _. 6,991.9 

Bank  payments  to  the  United  States: 

World  Bank  group  U.S.  procurement 4,391.0 

Inter- American  Bank  U.S.  procurement 733. 0 

Asian  B ank  U.S.  procurement 12.5 

WBG  interest  to  U.S.  bondholders 1,308.0 

IDB  interest  to  U.S.  bondholders 149.  7 

ADB  interest  to  U.S.  bondholders 7.0 

WBG  administrative  expenses  in  United  States 617.9 

IDB  administrative  expenses  in  United  States 184.3 

ADB  administrative  expenses  in  United  States 16.  5 

WBG  net  long-term  investments  in  United  States 2,094.0 

IDB  net  long-term  investments  in  United  States 68.5 

ADB  net  long-term  investments  in  United  States 82.0 

Bank  payments  to  the  United  States 9,664.4 

Net  U.S.  payments  surplus 2,673.5 

>  Data  for  World  Bank  group  by  fiscal  years  (July  1-June  30);  IDB  and  ADB  data  by  calendar  years; 
tables  exclude  data  on  IFC  and  SPTF,  to  which  the  United  States  has  contributed  $35  million  and  $525 
million,  respectively,  but  for  which  other  data  are  unavailable. 

Table  2. — Annual  Balance  of  Payments  Effects  of  the  Banks,  Aggregate  1965-72  ^ 

[Dollars  in  millions] 

1965-. $225  1969 $342 

1966 593  1970 453 

1967 361  1971 -228 

1968 87  1972  2 471 

'  Excludes  FSO  data,  for  which  data  are  unavailable  on  an  annual  basis.  Except  as  discussed  later  in  the 
text,  FSO  contributors  are  usually  tied  to  procurement  in  the  donor  country.  Years  are  by  fiscal  year  for 
World  Bank  group  and  calendar  year  for  ADB  and  IDB. 

2  Excludes  ADB  data,  which  are  unavailable  for  1972.  The  1971  ADB  figure  was  -$34. 

Source:  Foreign  Affairs  Division,  Congressional  Research  Service,  Library  of  Congress;  The  United 
States  and  the  Multilateral  Development  Banks;  prepared  for  the  Committee  on  Foreign  Affairs;  March  1974, 
pp.  148-9. 

Anneix  II 

PROSPECTIVE  U.S.  PARTICIPATION  IN  THE  AFRICAN  DEVELOPMENT 

FUND 

The  African  Development  Bank  was  established  in  1964,  when  many  of  its 
member  countries  had  just  gained  independence,  and  now  has  a  membership  of 
39  African  countries.  The  capital  structure  of  the  Bank  is  composed  of  both  paid- 
in  and  callable  capital  just  as  in  the  other  international  financial  institutions. 
As  of  the  end  of  1973,  this  capital  amounted  to  $385  million,  of  which  $130  million 
is  paid  in  and  the  remainder  callable.  As  of  the  .same  date,  the  Bank  had  author- 
ized $130  million  in  loans  for  60  individual  projects  in  31  member  countries.  All 
projects  have  been  financed  at  near-market  terms,  i.e.,  6-8^^  percent  interest  and 
maturities  of  10  to  20  years. 

It  has  been  recognized  for  some  time  that  many  African  nations  are  in  acute 
need  of  concessional  lending  resources  from  the  industrialized  nations.  It  was  to 
meet  this  need  and  to  encourage  the  commitment  of  resources  from  outside  the  Af- 
rican region  that  the  African  Development  Fund  was  established.  In  1966  the 
Bank  started  discussions  with  the  United  States  and  other  developed  countries 
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on  the  possibility  of  establishing  a  concessional  loan  fund  in  association  with  the 
Bank.  The  donor  nations,  including  the  United  States,  agreed  upon  principles 
for  the  establishment  of  the  fund  at  a  Development  Assistance  Committee  meet- 
ing of  the  OECD  in  March  1971.  After  approval  by  the  Board  of  Governors  of  the 
Bank,  the  African  Development  Fund  was  established  on  June  30,   1973. 

The  United  States  participated  actively  in  the  drafting  of  the  Articles  of  the 
fund.  We  wanted  to  be  assured  that  the  fund  would  be  put  on  a  sound  basis  and 
would  be  effectively  managed.  We  believe  we  succeeded  fully  in  this  objective  and 
that  major  efforts  were  made  to  meet  well-known  congre.ssional  concerns.  For 
example,  the  Articles  of  the  fund,  alone  among  the  development  institutions, 
contain  a  provision  requiring  a  comprehensive  and  continuing  review  of  com- 
pleted projects  by  an  audit  committee  reporting  to  the  Board  of  Directors. 

The  fund  is  legally  separate  from  the  Bank  and  managed  by  its  own  Board  of 
Directors,  consisting  of  six  representatives  of  the  donor  countries  and  six  Bank> 
Directors,  with  each  group  holding  50  percent  of  the  total  voting  power,  and  a 
75  percent  weighted  vote  for  all  operational  decisions.  As  in  the  case  of  the 
concessional  funds  of  the  other  international  development  lending  institutions, 
the  fund  uses  the  Bank's  staff  and  draws  upon  its  experience  and  expertise. 

By  the  end  of  the  last  year.  13  other  industrial  nations  had  ratified  the  fund 
statutes  and  pledged  a  total  of  more  than  $90  million.  In  addition,  the  Bank  has 
committed  to  the  fund  approximately  $6  million  from  its  own  earnings.  Although 
only  in  existence  a  little  over  8  months,  the  fund  has  already  made  three  loans 
totaling  about  $5  million  for  irrigation  and  assistance  programs  in  the  countries 
of  the  Sahel,  as  a  resiilt  of  an  initial  decision  to  give  priority  in  its  lending  to 
this  drought-stricken  disaster  area. 

A  soft-loan  window  for  Africa  has  been  urgently  needed.  Africa  is  the  least 
developed  continent.  Its  peoples  are  the  poorest  in  the  world.  In  per  capita  GNP 
terms,  43  of  its  countries  have  incomes  of  less  than  $360  and  10  of  these  have 
incomes  of  less  than  $100.  Yet.  the  loans  from  the  Bank's  Ordinary  Capital 
resources  have  had  to  be  on  near-commercial  terms.  This  is  a  serious  limitation 
since  many  of  the  pressing  development  projects  in  Africa  cannot  be  financed 
on  conventional  terms.  Many  of  these  projects  are  not  directly  profitable  in 
the  short  run  but  they  are  indispensable  for  economic  and  social  progress.  Their 
financing  must  be  on  more  lenient  terms  and  conditions  than  tho.se  offered  by  the 
Bank's  Ordinary  Capital  resources.  The  fund  can  provide  the  resources  on  the 
terms  required.  It  can  also  promote  the  sort  of  regional  economic  integration 
and  joint  development  projects  which  the  United  States  has  always  supported 
as  necessary  in  countries  with  small  markets. 

The  fund  can  also  serve  as  a  magnet  to  attract  capital  from  the  oil-rich 
countries  of  the  region.  We  already  have  indications  of  the  \Aillingness  of  oil- 
exporting  nations  of  Africa  to  increase  their  contributions  for  the  economic 
development  of  the  continent.  Libya,  Nigeria,  and  Algeria  will  increase  their 
participation  in  the  African  Development  Bank's  Ordinary  Capital.  Libya  has 
also  indicated  its  willingness  to  give  the  Bank  access  to  a  special  pool  of  $100 
million  in  development  funds  it  has  created. 

The  United  States  stands  to  benefit  substantially  from  a  modest  role  in  the 
fund.  Our  relations  with  Africa  have  assumed  greater  significance  as  the  devel- 
oped world's  need  for  industrial  minerals  and  fuels  has  drawn  T\S.  investors  and 
traders  to  Africa.  A  growing  consciousness  of  the  limits  on  world  resources  has 
highlighted  the  economic  potential  of  the  area.  To  illustrate,  the  continent 
possesses  42  percent  of  the  cobalt,  34  percent  of  the  bauxite,  17  percent  of  the 
copper,  and  aboiit  23  percent  of  the  world's  known  reserves  of  uranium  ore. 
Africa  will  necessarily  be  an  increasingly  important  source  of  vital  T^.S.  imports. 
Thus,  our  enlightened  self-interest  dictates  that  v.c  build  sound  economic  rela- 
tions with  the  nations  of  Africa.  Participation  in  and  .support  of  the  fund  is  one 
means  of  furthering  this  goal.  Participation  in  the  fund  would  also  be  per- 
ceived by  the  African  nations  as  an  indication  of  our  interest  in  their  growth 
and  prosperity. 

Furthermore,  under  the  Articles  of  the  fund,  procurement  of  goods  and  services 
for  projects  financed  by  the  fund  may  only  be  from  member  nations.  Thus,  until 
the  United  States  joins  the  fund  we  will  be  precluded  from  this  potentially 
substantial  source  of  export  earnings,  particularly  if  the  fund  should  be  ex- 
panded by  the  contributions  of  the  other  countries. 
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Exhibit  94.— Statement  by  Secretary  Simon,  June  11,  1974,  before  the  Subcom- 
mittee on  International  Finance  of  the  House  Banking  and  Currency 
Committee 

I  am  glad  to  have  this  opportunity  to  answer  directly  the  questions  and  con- 
cerns about  the  proposed  fourth  replenishment  of  the  International  Development 
Association  that  were  raised  on  the  House  floor  last  January.  These  issues  have 
now  been  examined  in  detail  in  the  Senate  and,  as  you  know,  the  Senate  passed 
its  version  of  the  IDA  bill  2  weeks  ago  by  a  two-to-one  majority. 

Before  turning  to  the  specific  questions,  let  me  say  at  the  outset  why  I  think 
that  the  United  States  cannot  afford  to  reject  making  this  contribution  to  IDA. 
In  our  own  interest  and  in  the  interest  of  a  stable  world  economy,  we  are  trying 
to  bring  about,  through  negotiation,  extensive  reform  of  the  international 
monetary  and  trade  systems,  and  to  promote  a  cooperative  approach  to  energy 
problems.  If  we  are  not  willing  to  cooperate  in  providing  a  fair  share  of 
development  finance,  our  industrialized  country  negotiating  partners  will  react 
accordingly  in  these  other  areas.  Since  all  of  these  fields  are  interrelated,  we 
would  pay  a  high  price  in  our  other  negotiations  if  we  shirk  our  fair  share  in  IDA. 

All  other  industrialized  nations  are  in  agreement  with  this  new  contribution, 
and  U.S.  failure  to  participate  would  be  interpreted  correctly  as  unwillingness, 
on  our  part,  to  bear  a  fair  part  of  a  critical  international  effort. 

Since  I  have  been  deeply  involved  in  the  energy  crisis  and  our  Nation's 
response,  I  was,  and  continue  to  be,  keenly  aware  of  the  serious  threat  to  our 
economic  well-being  posed  by  higher  oil  prices  and  our  dependency  on  foreign 
sources  of  supply.  Nevertheless,  when  the  administration's  proposal  on  IDA 
replenishment  was  presented  to  the  House  of  Representatives  early  this  year,  I 
believe — as  I  do  now — that  the  United  States,  in  its  own  interest,  could  not 
afford  to  withdraw  from  its  role  in  international  cooperation  through  IDA. 
Secretary  of  State  Kissinger  and  Secretary  of  the  Treasury  Shultz  also  had  this 
in  mind  when  they  issued  a  joint  statement  after  the  IDA  replenishment  proposal 
was  voted  down  by  the  House  last  January.  At  that  time  they  said  that 
".  .  .  In  this  most  critical  of  times  for  international  amity  and  harmony  this 
action  represents  a  major  setback  to  our  efforts  of  cooperation  and  to  the  ability  of 
the  United  States  to  provide  leadership  in  a  world  where  there  is  an  increasingly 
serious  tendency  for  nations  to  believe  their  best  interest  lies  in  going  it  alone." 

I  would  like  to  turn  now  to  several  specific  concerns  that  arose  in  the  House 
debate  last  January. 

First  and  foremost,  the  timing  and  appropriateness  of  a  large  new  contribution 
for  assistance  was  questioned  when  our  Nation  was  faced  with  one  of  the 
most  serious  economic  crises  in  its  history.  We  were  faced  with  an  oil  embargo 
by  Arab  countries  which  plunged  us  into  an  energy  crisis.  The  shortage  ot 
petroleum  was  compounded  by  its  soaring  costs.  The  tragic  war  in  the  Middle 
East  had  grave  implications  for  oil  supply  and  gave  rise  to  great  uncertainty 
in  both  the  developing  countries  and  developed  countries  alike. 

Today,  issues  which  gave  the  House  of  Representatives  such  grave  doul>ts 
have  been  largely  clarified  and  resolved.  The  Arab  oil  embargo  no  longer  exists. 
By  the  efforts  of  the  U.S.  Government — of  which  we  can  be  proud — ^we  have 
the  makings  of  peace  in  the  Middle  East.  Domestic  shortages  of  petroleum  prod- 
ucts are  coming  close  to  being  eliminated.  Higher  oil  prices  do  continue  to  pose 
serious  problems  for  us  and  even  more  for  our  other  industrial  trading  partners, 
such  as  Japan,  Germany,  and  England.  But  this  should  not  be  the  rationale  for 
not  moving  ahead  now  on  the  IDA.  "We  are  attacking  the  price  problem  direotl.v — 
at  home  by  reducing  demand  and  increasing  supply  through  several  actions 
such  as  encouraging  the  leasing  of  offshore  oil  areas.  Abroad,  we  are  working 
with  other  consumer  nations  on  joint  approaches  and  with  OPEC  nations  to 
demonstrate  to  them  that  their  own  economic  self-interest  is  founded  on  a  strong 
world  economy  and  on  being  responsible  petroleum  suppliers  at  reasonable  prices. 
Just  last  week,  we  began  our  own  discussions  with  Saudi  Arabia  on  improving 
cooperation  on  oil  both  bilaterally  and  miUtilaternlly. 

But  for  most  of  the  poorest  countries,  in  which  the  maiority  of  the  world's 
population  reside,  the  problem  threatens  destitution  and  starvation,  as  thev 
not  onlv  face  the  rising  costs  of  energy  but  of  fertilizer  and  food  as  well.  With 
few  exceptions  these  poorest  nations  are  strngcling  to  maintain  alreadv  low 
per  capita  incomes.  It  is,  therefore,  more  important  than  ever  that  the  IDA — 
which  will  be  out  of  money  this  month — be  able  to  continue  its  lending  opera- 
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tions.  We  will  not,  through  this  vehicle,  be  meetiug  the  oil  bills  of  these  poor 
countries,  but  rather  maintaining  the  momentum  of  a  key  existing  aid  program. 

A  second  major  area  of  concern  in  the  House  last  January  was  that  a  con- 
tribution to  the  IDA  would  be  useless  or,  worse,  would  only  be  passed  through 
the  less  developed  countries  to  the  oil-rich  countries  to  buy  petroleum  at  higher 
prices.  Let  the  oil-rich  pay  our  share,  some  contended.  It  is  understandable  that 
the  doubts  raised  by  the  implications  of  higher  <iil  prices  led  the  House  of 
Representatives  to  react  negatively  to  the  IDA  bill  last  January. 

In  answering  this  (juestion  1  would  like  to  lay  to  rest  one  wrong  impression 
about  the  use  of  IDA  funds.  Neither  the  IDA  funds  nor  the  funds  from  any 
of  the  international  development  banks  go  to  finance  oil  imports.  These  funds 
are  lent  for  specific  development  projects.  The  money  goes  for  such  projects  as 
hydroelectric  dams,  thus  broadening  the  base  of  the  world's  energy  resources ; 
for  fertilizer  plants,  to  maximize  the  economic  use  of  natural  gas  deposits ; 
for  roads,  railroads,  and  ports,  to  facilitate  the  transport  of  raw  materials ; 
and  for  semimanufacturetl  products  upon  which  w(  in  the  United  States,  as  well 
as  other  industrialized  nations,  are  increasingly  dependent  for  our  continued 
prosperity. 

IDA  credits  are  also  made  for  agriculture  to  increase  the  world's  food  pro- 
duction; and  for  educati<ni  and  public  health,  to  increase  the  abilities  of  people 
to  produce  and  earn  a  .sustainable  living  in  basic  human  dignity.  That  is  how 
these  funds  are  used.  And  if  IDA  did  not  furnisli  the  funds,  the  majority  of 
projects  would  simply  not  go  forward  becau.se  the  nations  do  not  have  the 
domestic  savings  or  a  strong  enough  international  credit  standing  to  finance 
them  alone. 

I  .should,  however,  point  out  that  IDA  does  not  finance  the  whole  project. 
The  borrowing  nations  themselves  are  requested  to  make  a  self-help  effort 
by  putting  up  more  than  GO  percent  of  the  total  costs  from  their  own  iiudget 
fimds  or  by  locally  borrowed  funds.  The  IDA — like  the  cither  development  iiank.'< — 
is  an  economic  catalyst,  and  a  supplier  of  seed  capital  upon  which  a  less  develope<l 
country  grows. 

A  third  question  raised  in  the  House  last  January  also  showed  concern  al)Out 
responsibility  of  the  oil-producing  countries  with  their  enormous  new  revenues. 
Don't  they  have  a  spet-ial  responsibility  toward  the  less  developed  countries  to 
assume  an  increa.sed  share  of  the  tH)st  of  economic  development  assistance,  or 
at  least  attempt  to  moderate  the  disastrous  impact  higher  oil  prices  have  on  less 
developed  countries?  The  answer,  of  course,  is  that  they  do. 

While  the  concrete  commitments  have  been  few  thus  far.  there  has  been 
progress  and  solid  evidence  that  the  oil-rich  countries  will  recognize  that  their 
new  affluence  carries  with  it  important  responsibilities  toward  the  hardest 
hit,  le.ss  developed  countries. 

Oil-producing  countries  have  pledged  $3  billion  to  a  special  facility  in  the 
International  Monetary  Fund  to  help  countries  cope  with  international  price 
increases :  they  have  also  purchased  over  $600  million  of  World  Bank  bonds 
to  permit  further  development  lending,  and  exjiect  to  make  a  larger  amount 
of  such  purchases  next  year.  Venezuela  is  actively  negotiating  a  half-billion- 
dollar  trust  fund  in  the  Inter-American  Bank.  Iran  is  extending  substantial 
bilateral  assistance  within  the  Middle  East  and  Asian  regions.  Kuwait  is 
expanding  its  Economic  Development  Fund  from  $600  million  to  $3  billion 
for  worldwide  concessional  lending,  although  expansion  may  be  temporarily 
slowed  somewhat  because  of  the  Fund's  shortage  of  qualified  technical  per- 
sonnel. The  framework  of  a  $1  billion-plus  Islamic  Development  Bank  is  now 
being  finalized.  While  virtually  all  of  these  resources  are  being  made  available 
on  relatively  favorable  terms,  it  is  clear  that  continuing  emphasis  must  be 
placed  on  the  need  for  resources  on  truly  conces.'iional  terms. 

But  increased  economic  assistance  from  oil-producing  coimtries  in  helping 
to  meet  the  problems  faced  by  the  poorest  countries  cannot  substitute  for  our 
own  efforts  or  those  of  other  industrialized  nations.  No  other  industrialized  nation 
is  cutting  back  on  its  IDA  contribution,  no  matter  how  hard  the  energy  cri.sis 
has  hit  it.  A  reduction  of  our  support  for  the  IDA  and  the  other  multilateral 
economic  assistance  efforts  would  not  only  aggravate  the  extremely  diflScult 
situation  in  which  many  poor  nations  now  find  them.selves ;  it  would  undermine 
our  position  that  the  newly  rich  oil-producing  countries  should  join  in  con- 
tributing their  fair  share  of  international  economic  assistance. 

A  fourth  point  posed  in  the  House  concerned  the  question  of  whether  the 
United  States  could  afford  this  new  contribution  to  IDA.  particularly  in  a  period 
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of  dangerous  inflation.  Are  we  not  doing  too  much  already?  Shouldn't  other 
industrialized  nations  do  more? 

As  to  our  affording  it,  let  me  put  the  matter  in  its  proiser  perspective.  Our 
annual  IDA  contributions  represent  only  three  one-hundredths  of  1  percent 
of  our  total  product,  and  only  about  one-tenth  of  1  percent  of  our  budget.  The 
cost  of  this  assistance  to  each  American  is  about  $1.80  a  year,  while  IDA  can 
make  the  difference  between  life  and  death  to  large  numbers  of  people  in 
developing  countries. 

And  while  inflation  is  the  single  greatest  economic  problem  facing  the  United 
States  and  indeed  the  world,  this  must  be  solved  by  attacking  the  problem 
directly.  I  have  pledged  to  combat  inflation  with  a  responsible  Government 
spending  program,  and  I  mean  to  carry  out  that  pledge.  This  does  not  mean 
that  we  should  cut  programs  vital  to  our  own  interests.  IDA  is  just  such  a 
program  and,  since  the  funds  would  be  spent  over  a  period  of  years  beginning 
in  fiscal  year  1976,  the  impact  would  not  affect  our  current  battle  with  inflation. 

Now  what  are  others  doing?  Other  nations  have  agreed  to  a  reduction  in  our 
share  in  the  IDA  replenishment  to  one-third  in  this  replenishment.  This  was, 
of  course,  before  the  energy  crisis,  which,  as  I  said,  hit  most  other  IDA 
contributors  harder  than  it  did  the  United  States.  Therefore,  a  share  of  one- 
third  is  fair  to  the  United  States.  Moreover,  the  balance  of  payments  effects 
of  our  participation  in  the  multilateral  institutions  as  a  group  has  been 
positive. 

While  our  one-third  share  of  IDA  is  $1.5  billion  out  of  a  total  of  $4.5  billion, 
the  fourth  IDA  replenishment,  unlike  earlier  IDA  replenishments,  allows  the 
United  States  a  4-year  appropriation  period  instead  of  3,  and  accordingly,  the 
Senate  amended  the  original  bill  to  indicate  precisely  that  our  contribution  would 
be  $375  million  per  year  for  4  years  beginning  in  fiscal  year  1976.  In  our  previous 
presentation  to  the  Congress,  this  was  not  clear.  By  comparison,  our  current 
annual  contribution  to  the  IDA  is  $386  million  per  year.  This  is  composed  of 
$320  million  per  year  from  the  third  IDA  replenishment,  plus  $66  million  per 
year  to  take  into  account  the  changes  in  the  oflicial  value  of  the  dollar.  The 
$375  million  per  year  requested  here  will  not  be  subject  to  additional  payments, 
even  if  there  were  further  devaluations  of  the  dollar  at  a  future  date.  In  other 
words,  the  maintenance  of  vahie  provision  in  past  IDA  replenishments  was 
eliminated  in  our  international  negotiations,  in  recognition  of  the  strong  senti- 
ment in  the  Congress  to  avoid  additional  payments  should  the  value  of  the 
dollar  change. 

These,  then,  are  the  answers  to  the  criticisms  and  concern  raised  on  the  House 
floor  when  it  considered  the  original  authorizing  legislation  for  the  fourth  replen- 
ishment of  IDA.  And,  as  I  said  at  the  oiitset.  there  are  good,  solid,  positive 
reasons  to  go  forward  with  this  legislation.  This  committee  recognized  these 
reasons  when  it  reported  out  the  IDA  replenishment  legislation  last  December. 
Let  me  simply  reiterate  here  that  IDA  lends  to  the  poorest  of  developing  countries, 
that  it  has  proven  its  effectiveness,  and  that  it  is  important,  not  only  in  its 
own  right,  but  also  as  a  vital  part  of  the  world  economic  order  we  are  striving 
to  create  in  the  interest  of  ensuring  stability  and  prosperity  for  the  United 
States. 


Exhibit  95. — Statement  by  U"der  Secretary  Bennett.  June  27,  1974.  before  the 
Senate  Foreign  Relations  Committee,  on  proposed  U.S.  contribution  to  the 
African  Development  Fund 

Mr.  Chairman,  I  appreciate  the  opportunity  to  be  here  today  to  testify  in 
support  of  S.  2354.  which  would  authorize  a  U.S.  participation  of  $15  million 
in  the  African  Development  Fund — the  AFDF — a  soft-loan  facility  associated 
with  the  African  Development  Rank.  The  authorization  legislation  was  intro- 
duced in  the  Senate  bv  Senator  Humphrey  last  summer,  and  the  administration 
has  included  a  $15  million  request  in  the  fiscal  year  1975  budget. 

The  fund  was  established  in  .Tune  1973  after  several  years  of  discussion  and 
negotiation  with  pledgps  of  about  .$80  million  from  other  industrialized  nntions. 
The  purpose  of  the  AFDF  is  to  complement  the  activities  of  the  African  Devel- 
opment Bank  (AFDB).  by  providing  concessional  financinsr  for  hifirh-priority 
development  projects,  both  in  individual  member  countries  of  the  Bank  and  for 
re^onal  projects. 
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Africa  is  the  least  developed  continent.  Its  peoples  are  the  poorest  in  the 
world.  About  75  percent  of  the  African  people  are  engaged  in  subsistence  agricul- 
ture with  a  per  capita  yearly  income  of  less  than  $100  in  half  the  countries.  By 
comparison,  U.S.  GXP  per  capita  stands  at  $5,160.  When  people  live  at  the  margin 
of  existence  this  way,  they  are  especially  hard  hit  by  economic  crises  and 
natural  disasters. 

For  example,  the  sustained  drought  in  the  Sahel  countries  on  the  southern 
edge  of  the  Sahara  has  caused  staggering  losses  of  livestock  and  crops,  leaving 
the  pojmlations  destitute  and  facing  the  possibility  of  widespread  starvation. 
Since  the  countries  of  Africa  are  presently  extremely  poor,  they  have  little 
ability  to  absorb  such  shocks.  Although  the  fund  is  not  large  in  terms  of  Africa's 
needs,  it  can  make  a  unique  contribution  to  solving  problems  in  the  areas  of 
integration  and  smaller  projects,  which  the  larger  lending  institutions  cannot 
efficiently  handle. 

As  this  is  the  first  time  this  committee  is  formally  considering  U.S.  participa- 
tion in  this  fund,  I  would  like  to  summarize  briefly  for  you  the  history  of  the 
African  Development  Bank  and  the  African  Development  Fund. 

The  African  Development  Bank  was  established  in  1964  as  a  result  of  African 
initiative  to  assist  in  the  economic  and  social  development  of  the  newly  inde- 
pendent African  nations  and  to  promote  economic  cooperation  among  them.  As 
with  the  other  regional  development  lending  institutions,  the  Inter-American 
Development  Bank  and  the  Asian  Development  Bank,  where  regional  efforts 
are  effectively  directed  at  regional  problems,  the  AFDB  serves  as  a  focus  for 
Africans  to  find  solutions  to  their  own  development  problems.  Its  membership 
now  stands  at  39  African  countries.  Unlike  the  other  international  financial  insti- 
tutions, the  AFDB  has  no  industrialized  countries  among  ifs  membership.  It. 
therefore,  represents  a  significant  self-help  effort  by  African  nations  to  build 
a  strong,  viable  African  institution. 

As  of  December  31,  1973,  the  Bank's  paid-in  capital  amounted  to  $127  million — 
all  from  African  countries  and  all  in  convertible  currencies.  Additional  capital 
subscriptions  are  scheduled  to  be  paid  in  over  the  next  3  years.  The  Bank 
also  had  about  $5  million  of  borrowed  resources. 

Initially  relying  on  a  base  of  capital-poor  countries  and  few  trained  personnel, 
the  AFDB  has  successfully  built  a  viable  lending  (operation  and  a  very  capable 
professional  staff.  As  of  the  first  of  this  year,  the  Bank  had  authorized  $127 
million  in  loans  for  53  individual  projects  in  29  countries,  and  4  regional 
projects.  The  Bank's  lending  activities  liave  emphasize<l  roads  and  public  utilities, 
the  basic  infrastructure  which  is  severely  lacking  in  Africa.  All  the  Baak's  loans 
have  been  at  near-market  terms,  i.e.,  6-814  percent  and  maturities  of  10  to  20 
years.  Clearly  African  in  ownership  and  outlook,  the  Bank  is  playing  a  growing 
role  as  an  articulator  of  economic  issues  in  Africa. 

In  1966,  the  Bank  undertook  discussions  with  the  United  States  and  other 
developed  countries  about  the  possible  establishment  of  a  conces.sional  loan 
facility  which  would  be  associated  with  the  Bank.  The  resources  for  this  fund 
were  to  come  from  non-African  donor  nations.  In  March  1971.  donor  nations, 
including  the  United  States,  agreed  to  a  set  of  principles  which  would  govern  the 
establishment  of  the  fund.  After  approval  by  the  Board  of  Governors  of  the 
Bank,  the  African  Development  Fund  was  established  on  June  30.  1973. 

The  fund  is  legally  separate  from  the  Bank  and  managed  by  its  own  Board  of 
Directors,  consisting  of  six  representatives  of  the  donor  countries  and  six 
Bank  Directors.  Each  group  holds  50  percent  of  the  total  voting  power.  A 
75  percent  weighted  vote  is  required  for  all  operational  decisions.  If  the  United 
States  participates  before  December  31.  1974,  we  will  be  entitled  to  a  seat  on 
the  Board  of  Directors. 

As  in  the  case  of  the  concessional  funds  of  the  other  international  develop- 
ment lending  institutions,  the  fund  uses  the  Bank's  staff  and  draws  upon  its 
experience  and  expertise. 

The  T'nited  States  participated  actively  in  the  drafting  of  the  Articles  of  the 
fund,  in  order  to  be  assured  that  the  fiind  would  bo  established  as  an  effective 
and  soundly  managed  institution.  We  believe  we  have  succeeded  in  this  objective. 
The  end  product  meets  well-known  congre.ssional  concerns  resulting  from  our 
experience  with  the  other  IFI's.  For  example,  the  Articles  of  Asrreement  of  the 
fund  contain  a  requirement  for  review  of  completed  projects  by  an  audit  com- 
mittee reporting  to  the  Board  of  Directors. 

I  would  like  to  make  clear  that,   while   U.S.   r^   'resentatives   took   part   in 
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preparatory  work  for  the  fund,  no  commitment  to  join  the  fund  has  been 
undertaken  on  behalf  of  the  United  States.  The  U.S.  representatives  clearly 
indicated  throughout  these  preparatory  discussions  that  U.S.  participation  in 
the  fund  was  subject  to  congressional  review  and  approval.  The  discretion  of 
the  Congress  to  decide  on  U.S.  participation  has  been  fully  preserved. 

Since  the  fund's  creation  in  1973,  15  donor  nations  have  pledged  contributions 
of  about  $100  million,  approximately  $80  million  of  which  has  been  subscribed.  Our 
proposed  contribution  of  $15  million  would  bring  the  level  of  total  contributions 
to  about  $115  million.  We  would  be  the  third  highest  contributor,  after  Canada 
and  Japan,  who  have  pledged  $16.5  million  each. 

I  believe  the  United  States  stands  to  benefit  from  a  modest  role  in  the  fund. 
Our  relations  with  Africa  have  assumed  greater  significance  as  U.S.  investors 
and  traders  have  been  drawn  increasingly  to  Africa.  Our  national  interesl 
dictates  that  we  build  cooperative  economic  relations  with  the  nations  of  thf 
continent.  Participation  in  and  support  of  the  fund  is  one  means  of  furthering 
this  goal.  Participation  in  the  fund  would  be  perceived  by  the  African  nations 
as  an  indication  of  our  interest  in  their  growth  and  prosperity ;  conversely,  the 
absence  of  the  United  States  from  the  fund  would  be  a  highly  conspicuous  one 
that  could  only  be  costly  in  terms  of  the  political  relations  we  are  trying  to 
build  with  the  African  continent. 

The  developed  world's  need  for  industrial  minerals  and  fuels  and  the  grow- 
ing consciousness  of  the  limits  on  world  resources  has  highlighted  the  economic 
potential  of  Africa.  To  illustrate,  the  continent  possesses  42  percent  of  the 
world's  cobalt  resources,  34  percent  of  the  bauxite,  17  percent  of  the  copper,  and 
about  23  percent  of  the  world's  known  reserves  of  uranium  ore.  Africa  will, 
thus,  necessarily  be  an  increasingly  important  source  of  vital  U.S.  imports. 

Financing  on  the  lenient  terms  proposed  for  the  AFDF  will  be  particularly 
appreciated  and  welcomed  by  African  countries  because  it  will  permit  a  greater 
proportion  of  the  benefits  of  these  loans  to  be  retained  by  the  borrowing  coun- 
try for  the  financing  of  further  development  projects. 

The  fund  can  also  serve  to  encourage  development  assistance  by  the  oil-rich 
countries  of  the  region.  We  already  have  indications  of  the  willingness  of  oil- 
exporting  nations  of  Africa  to  increase  their  contributions  for  the  economic 
development  of  the  continent.  Libya,  Nigeria,  and  Algeria  have  already  agreed 
to  increase  their  participation  in  the  African  Development  Bank's  Ordinary 
Capital.  The  Arab  oil  producers  are  also  involved  in  active  discussions  on  the 
provision  of  short-term  assistance  to  African  nations  for  oil  purchases  as  well 
as  long-term  concessional  development  assistance.  A  figure  of  $200  million  has 
been  mentioned  in  this  connection,  but  the  relationship  of  these  proposed 
funds  to  the  AFDB  has  not  yet  been  defined. 

Although  in  operation  for  less  than  1  year,  by  May  31.  lf>73,  the  fund's  Board 
of  Directors  had  approved  nine  projects  and  studies  involving  total  commitment 
of  about  $23  million.  Of  these  projects,  five  were  for  irrigation  and  water  de- 
velopment in  the  severely  drought-affected  countries  of  the  Sahel.  T  wish  to  em- 
phasize that  resources  of  the  AFDF  have  not  been  and  will  not  be  used  to  fi- 
nance oil  imports.  These  resources  can  only  be  used  for  specific  development 
projects. 

We  estimate  the  impact  on  the  U.S.  budget  of  the  proposed  $15  million  con- 
tribution to  the  fund  will  be  quite  small  and  spread  over  a  number  of  years. 
We  would  seek  appropriations  that  would  permit  us  to  complete  our  contribu- 
tion within  the  same  period  applicable  to  other  donors,  i.e..  by  fiscal  year  1976. 
Initially,  we  would  contribute  in  the  form  of  non-intere«t-bearing  letters  of  credit, 
which  would  become  budeet  outlays  only  when  cashed  as  needed.  Outlays  in 
FY's  1975  and  1976  would  total  about  $i  million  each,  with  an  increase  to  $2 
million  in  the  following  2  fiscal  years,  and  .$3  million  in  the  following  year.  The 
cost  to  the  United  States  of  participation  in  the  fund  is,  therefore,  small  and 
entirelv  reasonable. 

Und^r  the  Articles  of  the  fund,  procurement  of  goods  and  services  for  projects 
financed  by  the  fund  mav  onlv  be  from  member  nations.  Thus,  until  the  TTnited 
States  joins  the  fund  we  will  be  precluded  from  this  potentially  substantial 
source  of  export  earnings,  particularly  if  the  fund  should  be  expanded  by  the 
contributions  of  the  other  countries. 

Action  bv  the  Consress  before  the  end  of  this  vear  on  the  proposed  U.S.  con- 
tribution of  .'R15  million  would  enable  the  United  States  to  participate  in  the  fund 
as  an  original  member.  It  is  our  firm  conviction  that  such  participation  is  in  the 
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interest  of  the  United  States.  The  President  has,  on  several  occasions,  expressed 
his  strong  support  for  U.S.  membership.  The  cost  of  this  participation  is  small, 
and  our  percentage  share  uniquely  low.  Yet  potential  benefits  to  the  United  States 
are  significant :  increased  economic  presence  in  an  area  of  growing  importance 
to  the  United  States,  demonstration  of  our  concern  for  the  development  and 
prosperity  of  the  regio*\  and  the  opportunity  to  benefit  from  the  export  market 
generated  by  the  fund's  activities.  For  these  reasons,  I  urge  this  committee  to 
act  favorably  on  this  authorization  request  for  the  African  Development  Fund. 


Testimony  on  International  Matters 

Exhibit    96. — Other    Treasury    testimony    in    hearings    before    congressional 

committees 

Under  Secretary  for  Monetary  AfiFairs  Volcker 

Statement  published  in  hearings  before  the  Committee  on  Appropriations, 
House  of  Representatives,  93d  Congress,  1st  session,  on  effect  of  10  i)ercent  de- 
valuation in  par  value  of  the  dollar,  September  14, 1973,  pp.  4-10. 

General  Counsel  Schmults 

Statement  before  the  Subcommittee  on  Foreign  Operations  and  Government 
Information  of  the  Committee  on  Government  Operations,  House  of  Represent- 
atives, April  30, 1974. 

Deputy  Under  Secretary  Bennett 

Statement  published  in  hearings  before  the  Subcommittee  on  International 
Finance  of  the  Committee  on  Banking,  Housing  and  Urban  Affairs,  U.S.  Senate, 
93rd  Congress,  1st  session,  on  Export-Import  BanJ<  legislation,  October  29,  1973, 
pp.  50-52. 

Assistant  Secretary  Hennessy 

Statement  before  the  Foreign  Operations  Subcommittee  of  the  Committee  on 
Appropriations,  House  of  Representatives,  March  18,  1974,  on  appropriations  for 
international  development  lending  institutions. 

Statement  before  the  Foreign  Operations  Subcommittee  of  the  Committee  on 
Appropriations,  Hou.se  of  Representatives,  March  20,  1974,  requesting  appropria- 
tion for  U.S.  contribution  to  the  African  Development  Bank. 


Organization  and  Procedure 

Exhibit  97. — Treasury  Department  orders  relating  to  organization 
and  procedure 

Xo.  165-24,  June  29,  1973. — Delegation  of  Functions  to  the  Commissioner 

OF  Customs 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  in  Reorganization  Plan  Xo.  26  of  1950.  the  functions  transferred 
to  me  by  section  2  of  Reorganization  Plan  Xo.  2  of  1973  are  hereby  delegated 
to  the  Commissioner  of  Customs. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


Xo.  190,  Revision  9,  July  2,  1973. — Supervision  of  Bureaus,  Delegation  of 
Authority,  and  Order  of  Succession  in  the  Treasltiy  Department 

1.  The  following  officials  .shall  be  under  the  direct  sujiervision  of  the  Secretary  : 
The  Deputy  Secretary 
The  Under  Secretarj-  for  Monetary  Affairs 
The  Under  Secretary 
The  Executive  Assistant  to  the  Secretary 

Deputy  Assistant  and  Director,  Executive  Secretariat 
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2.  The  following  officials  shall  be  under  the  supervision  of  the  Secretary,  shall 
report  to  him  through  the  Deputy  Secretary,  and  shall  exercise  supervision  over 
those  organizational  units  indicated  thereunder : 

General  Counsel 

Legal  Division 

Office  of  Director  of  Practice 

Office  of  Equal  Opportunity  Program 
Deputy  Under  Secretary 

Special  Assistant  to  the  Secretary  (National  Security) 
Special  Assistant  to  the  Secretary  (Public  Affairs) 
Assistant  to  the  Secretary  (Legislative  Affairs) 

3.  The  following  officials  shall  be  under  the  direct  supervision  of  the  Deputy 
Secretary  and  shall  exercise  supervision  over  those  offices,  bureaus,  and  other 
organizational  units  indicated  thereunder  : 

Assistants  to  the  Deputy  Secretary 

Energy  Advisor 

Assistant  Secretary  (Tax  Policy) 

Office  of  Tax  Analysis 

Office  of  Tax  Legislative  Counsel 

Office  of  International  Tax  Counsel 

Office  of  Industrial  Economics 
Assistant  Secretary  (Enforcement,  Tariff  &  Trade  Affairs,  &  Operations) 

Office  of  Law  Enforcement 

Office  of  Operations 

Office  of  Tariff  and  Trade  Affairs 

Office  of  Foreign  Assets  Control 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

Bureau  of  Customs 

Bureau  of  Engraving  and  Printing 

Bureau  of  the  Mint 

Consolidated  Federal  Law  Enforcement  Training  Center 

United  States  Secret  Service 
Assistant  Secretary  for  Administration 

Office  of  Administrative  Programs 

Office  of  Audit 

Office  of  Budget  and  Finance 

Office  of  Management  and  Organization 

Office  of  Personnel 

Office  of  ADP  Management  and  Operations 
Commissioner  of  Internal  Revenue 
Comptroller  of  the  Currency 
Office  of  Revenue  Sharing 

4.  The  following  officials  will  be  under  the  direct  supervision  of  the  Under 
Secretary  for  Monetary  Affairs  and  shall  exercise  supervision  over  those  offices, 
bureaus,  and  other  organizational  units  indicated  thereunder : 

Deputy  Under  Secretary 

Special  Assistant  to  the  Secretary  (Debt  Management) 

Office  of  Debt  Analysis 
Assistant  Secretary  (International  Affairs) 

Deputy  Assistant  Secretary  for  Industrial  Nations  Finance 

Deputy  Assistant  Secretary  for  Development  Finance 

Deputy  Assistant  Secretary  for  Trade  and  Investment  Policy 

Deputy  Assistant  Secretary  for  Research 
Assistant  Secretary  (Economic  Policy) 

Office  of  Domestic  Gold  and  Silver  Operations 

Office  of  Financial  Analysis 
Fiscal  Assistant  Secretary 

Bureau  of  Accounts 

Bureau  of  the  Public  Debt 

Office  of  the  Treasurer  of  the  United  States 
United  States  Savings  Bonds  Division 

5.  The  Deputy  Secretary,  the  Under  Secretary  for  Monetary  Affairs,  the 
Under  Secretary,  the  General  Coimsel.  the  Deputy  Under  Secretaries,  and  the 
Assistant  Secretaries  are  authorized  to  perform  any  functions  the  Secretary 
is  authorized  to  perform.  Each  of  these  officials  shall  perform  functions  under 
this  authority  in  his  own  capacity  and  under  his  own  title,  and  shall  be  responsible 
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for  referring  to  the  Secretary  any  matter  on  which  actions  should  appropriately 
be  taken  by  the  Secretary.  Each  of  these  officials  will  ordinarily  perform  under 
this  authority  only  functions  which  arise  out  of,  relate  to,  or  concern  the  activities 
or  functions  of  or  the  laws  administered  by  or  relating  to  the  bureaus,  offices, 
or  other  organizational  units  over  which  he  has  supervision.  Any  action  here- 
tofore taken  by  any  of  these  officials  in  his  own  capacity  and  under  his  own 
title  is  hereby  affirmed  and  ratified  as  the  action  of  the  Secretary. 

6.  The  following  officers  shall,  in  the  order  of  succession  indicated,  act  as 
Secretary  of  the  Treasury  in  case  of  the  death,  resignation,  absence,  or  sickness 
of  the  Secretary  and  other  officers  succeeding  him,  until  a  successor  is  appointed 
or  until  the  absence  or  sickness  shall  cease : 

A.  Deputy  Secretary 

B.  Under  Secretary  for  Monetary  Affairs 

C.  Under  Secretary 

D.  General  Counsel 

E.  Commissioner  of  Internal  Revenue 

F.  Deputy  Under  Secretaries,  appointed  by  the  President  with  Senate  con- 

firmation, in  the  order  in  which  they  took  the  oath  of  office  as  Deputy 
Under  Secretary 

G.  Assistant  Secretaries,  appointed  by  the  President  with  Senate  confirma- 

tion, in  the  order  in  which  they  took  the  oath  of  office  as  Assistant 

Secretary 
H.  Other  Executive  Pay  Act  Officials  in  the  Office  of  the  Secretary,  first  in 

the  order  of  Executive  Pay  Act  levels,  then  in  the  order  in  which  they 

took  the  oath  of  office  in  their  present  positions 
I.    Executive  Pay  Act  Officials  in  Treasury  Bureaus,  first  in  the  order  of 

Executive  Pay  Act  levels,  then  in  the  order  in  which  they  took  the  oath 

of  office  in  their  present  positions 

7.  Treasury  Department  Order  190   (Revision  8)   is  rescinded,  effective  this 

date. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  160,  Revised,  July  9,  1973. — Delexjation  of  Authority  Concerning  Im- 
plementation OF  Executivt:  Order  11652,  as  Amended,  and  the  National 
Security  Directive  of  May  17, 1972 

By  virtue  of  the  authority  delegated  to  me  as  Secretary  of  the  Treasury  by 
Executive  Order  11652,  37  F.R.  5209,  and  National  Security  Council  Directive  of 
May  17,  1972,  37  F.R.  10053  (hereinafter  referred  to  as  the  Executive  Order 
and  Directive),  it  is  hereby  ordered  as  follows  : 

Sec.  1.  Compliance  refiponsibility.  The  Assistant  Secretary  for  Administra- 
tion is  delegated  the  authority  to  insure  effective  compliance  with  the  implemen- 
tation of  the  Executive  Order  and  Directive  and  the  Treasury  regulations  pub- 
lished thereunder  in  Part  2  of  Title  31  of  the  Code  of  Federal  Regulations. 
The  Assistant  Secretary  for  Administration  is  specifically  delegated  the  author- 
ity to  assign  personnel  to  assist  the  Archivist  of  the  United  States  in  the  exercise 
of  his  responsibility  to  review  systematically  for  declassification  all  Treasury 
Department  material  classified  before  June  1,  1972,  and  more  than  thirty  years 
old,  and  to  perform  other  functions  specified  in  Part  II  D  of  the  Directive. 

Sec.  2.  Authority  to  classify. 

(a)  Top  Secret.  The  authority  to  classify  information  or  material  as 
Top  Secret,  Secret,  or  Confidential  within  the  Department  of  the  Treasury  is 
hereby  delegated  to  the  Deputy  Secretary,  the  Tender  Secretary  for  Monetary 
Affairs,  the  Under  Secretary,  the  General  Counsel,  the  Deputy  Under  Secretaries, 
the  Assistant  Secretaries,  the  Special  Assistant  to  the  Secretary  (National  Se- 
curity), the  Special  Assistant  to  the  Secretary  (Public  Affairs),  and  the  Assist- 
ant to  the  Secretary  for  Legislative  Affairs. 

(b)  Secret.  The  authority  to  classify  information  or  material  as  Secret 
or  Confidential  within  the  Department  of  the  Treasury  is  hereby  delegated  to 
the  heads  of  bureaus. 

(c)  Confidential.  Officials  who  possess  Top  Secret  or  Secret  classifica- 
tion authority  are  hereby  delegated  the  authority  to  designate  in  writing  by 
title  of  position  other  officials  who  may  exercise  Confidential  classification 
authority  within  the  Department  of  the  Treasury. 
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Sec.  3.  Authority  to  downgrade  and  declassify.  The  authority  to  downgrade 
and  declassify  national  security  information  or  material  within  the  Department 
of  the  Treasury  shall  be  exercised  by  the  following  officials  : 

(a)  The  official  authorizing  the  original  classification,  a  successor  in 
that  capacity,  or  a  supervisory  official  of  either. 

(b)  An  official  specifically  authorized  in  writing  by  an  official  authorized 
to  classify  information  or  material  as  Top  Secret  or  Secret. 

Sec.  4.  Departmental  Committee  on  National  Security  Information.  There  is 
hereby  established  a  Departmental  Committee  on  National  Security  Informa- 
tion which  shall  be  composed  of  the  Assistant  Secretary  for  Administration,  as 
chairman,  and  the  General  Counsel  and  the  Special  Assistant  to  the  Secretary 
(National  Security),  as  members.  The  functions  of  the  Departmental  Committee 
shall  include  the  following : 

(a)  Review  of  and  action  upon  applications  and  appeals  regarding  re- 
quests for  declassification,  as  provided  in  the  Treasury  regulations,  31  CFR 
Part  2,  implementing  the  Executive  Order  and  Directive. 

(b)  Review,  upon  request,  of  all  decisions  denying  Treasury  information 
and  material  on  the  ground  of  exemption  under  5  U.S.C.  552(b)(1)  except 
decisions  of  the  Secretary  of  the  Treasury  continuing  the  classification  of  mate- 
rial over  thirty  7ears  old  under  Part  III  D  of  ^''e  Directive  and  the  Treasury 
regulation  thereunder,  31  CFR  2.40. 

(c)  Action  upon  complaints  in  the  administration  of  the  Executive  Order 
and  Directive  and  the  Treasury  regulations  thereunder. 

(d)  Establish  the  policy  of  the  Department  with  respect  to  the  enforce- 
ment of  the  Executive  Order  and  Directive  and  the  Treasury  regulations  there- 
under. 

Sec.  5.  Data  Index  System:  The  Assistant  Secretary  for  Administration  is 
delegated  the  authority  to  establish  a  Data  Index  System  in  accordance  with 
Part  VII  of  the  Directive.  The  Office  of  Administrative  Programs,  Assistant 
Director  (Physical  Security)  shall  maintain  the  Departmental  Data  Index 
System  control  file  for  all  national  security  information  or  material  originally 
classified  within  the  Department. 

Sec.  6.  Training,  orientation  and  inspection.  The  Office  of  Administrative 
Programs,  A.ssistant  Director  (Physical  Security),  is  hereby  delegated,  subject 
to  the  direction  of  the  Assistant  Secretary  for  Administration,  the  functions 
of  establishing,  coordinating  and  maintaining  active  training,  orientation  and 
inspection  programs  for  employees  concerned  with  classified  information  or 
material  to  assure  that  the  provisions  of  the  Executive  Order  and  Directive 
are  effectively  administered  throughout  the  Department  of  the  Treasury. 

Sec.  7.  Super.9ession.  This  Treasury  Department  Order  supersedes  Treasury 
Department  Order  No.  160,  Revised,  entitled  "National  Security  Information," 
issued  under  Executive  Order  11652,  August  3,  1972,  37  F.R.  20990. 
Effective  date  :  July  1, 1973. 

George  P.  Shtjltz, 
Secretary  of  the  Treasury. 

No.  223,  Amendment  1,  August  5,  1973. — Name  Change  to  Office  of  Computer 

Science 

Pursuant  to  the  authority  delegated  to  me  by  Treasury  Department  Order 
No.  190  (Revised),  the  name  of  the  Office  of  Automatic  Data  Processing  Man- 
agement and  Operations  is  hereby  changed  to  Office  of  Computer  Science. 

Warren  F.  Brecht, 
Assistant  Secretary  for  Administration. 


No.  189,  Revision  2,  August  5.  1973. — Designation  of  Director  and  Deputt 
Director  of  Equal  Employment  Opportunity  and  Principal  and  Deputy 
Compliance  Officer 

I  hereby  designate  the  Assistant  Secretary  for  Administration  to  be  Treasury's 
Director  of  E<]ual  FJmployment  Opportunity  and  Principal  Compliance  Officer, 
with  full  authority  to  act  for  me  on  equal  employment  opportunity  matters  with 
respect  to  both  Treasury  and  contractor  personnel. 
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I  hereby  transfer  supervision  of  the  Oflace  of  Equal  Opportunity  Program  from 
the  General  Counsel  to  the  Assistant  Secretary  for  Administration. 

I  further  designate  the  Director  of  the  Office  of  Equal  Opix)rtunity  Program  to 
be  the  Deputy  Director  of  Equal  Employment  Opportunity  and  the  Deputy 
Compliance  Officer.  The  Assistant  Secretary  for  Administration  may  delegate 
to  the  Director  of  the  Office  of  Equal  Opportunity  Program  tlie  authority  to 
make  decisions  and  dispositions  on  complaints  of  discrimination,  acceptance  of 
affirmative  action  plans  by  Treasury  components  and  to  make  determinations 
of  the  compliance  posture  of  contractors.  This  authority  may  not  be  redelegated 
by  the  Director. 

This  Order  supersedes  Treasury  Department  Order  189,  (revised)  of  May  3, 
1969. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  177-25,  Revision  2,  August  8,  1973. — Delegation  of  Authority 

Pursuant  to  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
that  vested  in  him  bv  delegation  from  the  Administrator  of  General  Services, 
FMPR  Temporary  Regulation  D-iO  (July  25,  1973)  38  F.R.  20850,  and  pursuant 
to  the  authoritv  vested  in  me  by  Treasury  Department  Order  No.  190  (Revision 
9)  (July  2.  1973)  38  F.R.  17517  : 

(1)  Authority  is  hereby  delegated  to  the  Director  of  the  United  States 
Secret  Service  to  appoint  uniformed  guards  as  si)ecial  policemen,  to  make  all 
needful  rules  and  regulations,  for  the  protection  of  the  Treasury  Building 
and  Treasury  Annex.  Washington.  D.C. ; 

(2)  Authority  is  hereby  delegated  to  the  Director  of  the  Bureau  of 
Engraving  and  Printing  to  appoint  uniformed  guards  as  special  policemen 
and  to  make  all  needful  rules  and  regulations  for  the  protection  of  the 
Bureau  of  Engraving  and  Printing  and  Bureau  of  Engraving  and  Printing 
Annex,  Washington,  D.C. ; 

(3)  Authority  is  hereby  delegated  to  the  Director  of  the  Mint  to  appoint 
uniformed  guards  as  special  policemen  and  to  make  all  neeflful  rules  and  reg- 
ulations for  the  protection  of  the  United  States  Mint.  Denver.  Colorado  ;  United 
States  Bullion  Depository.  Fort  Knox,  Kentucky  ;  United  States  As.say  Office.  32 
Old  Slip.  New  York,  New  York:  new  United  States  Mint,  Fifth  and  Arch 
Streets.  Philadelphia.  Peiuisylvania  :  United  States  Assay  Office.  155  Hermann 
Street.  San  Francisco,  California ;  the  old  United  States  ^lint  Building.  88  Fifth 
Street,  San  Francisco,  California  ;  and  the  United  States  Bullion  Depository,  West 
Point,  New  Y'ork. 

The  authoritv  conferred  bv  this  order  shall  be  exercised  in  accordance  with 
the  Act  of  June  1.  1948,  as  amended  (62  Stat.  281 :  40  T'.S.C.  31.S-318c). 

This  order  revises  Treasury  Department  Order  No.  177-25  (Revision  1.  f Sep- 
tember 25, 1970) )  and  is  effective  from  July  25, 1973. 

Edward  L.  Morgan, 
Assistant  Secretary  of  the  Treasury. 


No.  150-82,  August  9,  1973.— Delegation  of  Authority  to  Perform  Price 
Stabilization  Functions 

Pursuant  to  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  the  delegation  of 
authority  to  me  as  Secretary  of  the  Trea.sury  by  Cost  of  Living  Council  Order 
No.  37.  it  is  ordered  that : 

1.  The  authority  to  perform  all  functions  delegated  to  me  by  Cost  of  Living 
Council  Order  No.  37.  is  hereby  redelegated  to  the  Commissioner  of  Intemnl 
Revenue.  This  authorit.v  is  to  be  exercised  subject  to  the  policy  guidance  and 
discretion  of  the  Director  of  the  Cost  of  Living  Council. 

2.  The  Commissioner  may  redelegate  this  authority  to  any  official  of  the 
Internal  Revenue  Service. 

This  Order  shall  become  effective  upon  issuance. 

George  P.  Shiti.tz. 
Secret ar]i  of  the  Trea.wrp. 
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No.  189,  Revision  2,  Supplement  1,  August  13,  1973.--Delegation  of  Equal 
Employment  Opportunity  Functions 

I  hereby  delegate  to  the  Director  of  the  Office  of  Equal  Opportunity  Program 
the  authority  to  make  decisions  and  dispositions  on  complaints  of  discrimination, 
acceptance  of  affirmative  action  plans  by  Treasury  components,  and  determina- 
tions of  the  compliance  posture  of  contractors.  This  authority  may  not  be  redele- 
gated  by  the  Director. 

This  Order  supplements  Treasury  Department  Order  No.  189  (Revision  2) 
of  August  5, 1973. 

Warren  F.  Brecht, 
Assistant  Secretary  for  Administration. 


No.  150-83,  August  21,  1973. — Delegation  of  Authority  To  Act  as  "Competent 
OR  Taxation  Authority"  Under  Tax  Treaties 

The  purpose  of  this  Order  is  to  formalize  the  authority  of  the  Commissioner 
of  Internal  Revenue  vpith  respect  to  acting  as  the  competent  authority  or  taxation 
authority  under  tax  treaties  with  foreign  countries. 

The  authority  conferred  upon  the  Secretary  of  the  Treasury  in  all  tax  treaties 
to  act  as  the  competent  authority  or  taxation  authority  is  hereby  delegated  to 
the  Commissioner  of  Internal  Revenue,  with  the  right  to  redelegate  such  authority 
to  any  officer  or  employee  of  the  Internal  Revenue  Service. 

To  the  extent  that  any  action  heretofore  taken  by  the  Commissioner  of  Internal 
Revenue  or  his  delegate  consistent  with  the  delegation  set  forth  in  the  preceding 
paragraph  may  require  ratification,  such  action  is  hereby  affirmed  and  ratified. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  226,   September  1,   1973. — Creation  of  Office  of  Analysis  and   Special 
Studies  of  Natural  Resources  and  Energy 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  Reorga- 
nization Plan  No.  26  of  1950.  there  is  hereby  created  in  the  Department  of  the 
Treasury  an  Office  of  Analysis  and  Special  Studies  of  Natural  Resources  and 
Energy.  This  office  will  report  directly  to  the  Deputy  Secretary  and  be  headed 
by  a  Special  Assistant  to  the  Deputy  Secretary.  The  office  will  perform  ongoing 
analyses  and  special  studies  of  the  international  economic  implications  of  the 
United  States'  position  in  selected  natural  resources,  including  coal.  oil.  natural 
gas,  copper,  and  other  minerals  of  importance  to  the  U.S.  balance  of  payments. 
The  office  will  also  advise  the  Deputy  Secretary  on  related  tax  policies  including 
depletion  allowances,  accelerated  amortization,  investment  credits,  and  pro- 
duction incentives,  as  well  as  tariffs  and  quotas,  financial  and  investment  policies, 
price  controls,  and  loans  and  guarantees  as  they  affect  U.S.  natural  resource 
and  energy  needs.  Its  work  will  complement  the  ongoing  work  in  the  natural 
resource  field  in  the  Office  of  the  Assistant  Secretary  for  International  Affairs, 
the  Assistant  Secretary  for  Tax  Policy,  and  other  areas  in  the  Office  of  the 
Secretary. 

The  work  of  the  office  will  include  contact  with  other  Government  agencies 
concerned  with  resources  and  energy,  on  the  one  hand ;  and  the  various  parts 
of  the  Treasury  concerned  with  tax  policy,  trade  policy,  economic  policy,  inter- 
national affairs,  and  monetar.v  affairs,  on  the  other  hand. 

The  office  will  concern  itself  with  the  supply  and  demand  needs  for  significant 
energy  resources  of  the  U.S.  economy  and  make  recommendations  to  the  Deputy 
Secretary  about  the  most  appropriate  policies  which  will  produce  a  favorable 
U.S.  supply-demand  balance  for  energy  and  other  selected  natural  resources. 

For  reference  purposes  this  office  will  be  known  as  the  Office  of  Natural  Re- 
sources and  Energy. 

WiLLiAir  E.  Simon, 
Acting  Secretary  of  the  Treasury. 
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No.    165,    Revised,    Amendment    7,    September    11,    1973. — Delegation    Obdeb 
Amended  As  It  Relates  to  Decisions  With  Respect  to  Claims,  Penalties 

AND   FOBFEITtrBES 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  bv  Reorga- 
nization Plan  No.  26  of  1950  (3  CFR.  1949-1953  Comp.  p.  1017)  and  pursuant 
to  authorization  provided  by  Treasury  Department  Order  No.  190,  Revision  9 
(38  F.R.  17517),  it  is  hereby  ordered  that  subparagraph  (h)  (8)  of  paragraph  1 
of  Treasury  Department  Order  No.  165,  Revised,  dated  November  2,  1954  (T.D. 
53654 ;  19  F.R.  7241),  as  amended,  is  further  amended  by  deleting  : 

(8)  Section  592,  Tariff  Act  of  1930  (19  U.S.C.  1592),  if  the  Commissioner 
tinds  that  the  decision  is  in  accordance  with  an  established  policy  of  miti- 
gation or  remission  which  has  been  approved  by  the  Secretary  in  a  factually 
similar  case ; 

and  by  inserting  in  lieu  thereof  the  following  : 

(8)   Section  592,  Tariff  Act  of  1930,  as  amended  (19  U.S.C.  1592)  ; 

Edwabd  L.  Morgan, 
Assista7it  Secretary  for  Enforcement, 
Tariff  and  Trade  Affairs,  and  Operations. 


No.  177-26,  Revision  1,  Octobeb  31,  1973. — Delegation  of  Authobity  To  Make 
Cbstificates  With  Respect  to  Expenses  fob  Unfobeseen  Emebgencies  of  a 
Confidential  Natube 

1.  PURPOSE.  This  Order  prescribes  the  policies  and  procedures  with  respect 
to  expen.ses  of  a  confidential  character;  provides  for  the  allocation  of  funds ; 
delegates  the  authority  to  make  the  required  certificate  for  expenditures  for 
such  expenses ;  and  directs  that  the  certificate  be  submitted  to  the  Secretary 
of  the  Treasury  for  approval. 

2.  SCOPE.  This  Order  applies  to  the  subject  expenses  incurred  by  the  various 
Bureaus  and  Offices  in  the  Department  of  the  Treasury. 

3.  GENERAL.  The  current  Department  of  the  Treasury  fiscal  year  appropria- 
tion act,  authorizing  the  expenditure  of  funds  appropriated  for  unforeseen 
emergencies  of  a  confidential  diaracter,  provides  that  such  funds  l)e  allocated 
and  expended  under  the  direction  of  the  Secretary  of  the  Treasury  and 
accounted  for  solely  on  his  certificate.  Such  certificate  is  deemed  a  sufficient 
voucher  for  the  sum  therein  expressed  to  have  been  expended. 

4.  ALLOCATION  OF  FUNDS.  Funds  appropriated  for  unforeseen  emergencies 
of  a  confidential  character  shall  l)e  allocated  to  the  various  Bureaus  and 
Offices  on  a  quarterly  basis,  and  such  other  times  as  may  be  necessary,  by 
the  Assistant  Secretary  for  Administration.  Regular  quarterly  requests  for 
allocations  .should  be  submittetl  to  the  Office  of  the  Assistant  Secretary  for 
Administration  at  least  two  weeks  prior  to  the  quarter  in  which  the  funds 
are  to  be  exi)ended.  Emergency  requests  for  allocations  may  be  submitted 
as  the  need  arises. 

5.  DELEGATION  OF  AUTHORITY  TO  :\rAKE  CERTIFICATE.  By  virtue 
of  this  Order,  the  heads  of  the  various  Bureaus  and  Offices  which  have  been 
allocated  funds  are  authorized  to  exercise  the  power  and  authority  vested  in 
the  Secretary  of  the  Treasury  to  make  certificates  with  respect  to  expenses 
for  unforeseen  emergencies  of  a  confidential  character :  provided  that  each 
such  certificate  made  by  these  officials  shall  be  approved  by  the  Secretary  of 
the  Treasury. 

6.  SUBMISSION  OF  CERTIFICATE.  Bach  certificate  made  under  the  dele- 
gation of  authority  contained  in  paragraph  5  above  shall  be  submitted  to 
the  Assistant  Secretary  of  the  Treasury  for  Vdministration.  He  shall  be 
responsible  for  reviewing  the  certificate  and  making  recommendations  to 
the  Secretary  of  the  Treasury.  The  official  authorized  to  make  the  certificate 
shall  provide  such  information  as  the  Assistant  Secretary  of  the  Treasury  for 
Administration  may  reqiiire  for  his  review  and  recommendation  to  the 
Secretary  of  the  Treasury. 

7.  CASH  DISBURSEMENTS.  When  circumstances  require  the  immediate 
disbursement  of  funds  for  purpo.ses  stated  in  paragraph  3  above,  the  official 

authorized  to  make  the  required  certificate,  or  such   iier.son  designated  by 
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him,  may  authorize  disbursement  from  an  imprest  fund.  No  less  frequently 
than  quarterly  the  required  certificate  covering  the  disbursements  from  an 
imprest  fund  shall  be  submitted  to  the  Secretary  of  the  Treasury.  The  certifi- 
cate as  approved  by  the  Secretary  shall  constitute  the  support  for  the 
reimbursement  to  the  fund  and  recording  the  obligation  and  expenditure  of 
the  subject  expenses. 

8.  OTHER  DISBURSEMENTS.  All  other  disbursements  for  the  purposes 
stated  in  paragraph  3  above  shall  be  covered  by  the  required  certificate.  Each 
such  certificate  shall  cover  disbursements  for  a  period  not  to  exceed  one 
calendar  quarter  and  shall  be  submitted  for  the  approval  of  the  Secretary 
of  the  Treasury  no  less  frequently  than  quarterly.  The  obligation  and 
expenditure  for  the  subject  expenses  shall  be  recorded  on  the  basis  of  the 
disbursement  transaction. 

9.  EFFECTIVE  DATE.  The  provision  of  this  Order  shall  be  effective  as  of 
this  date. 

George  P.  Shtjltz, 
Secretary  of  the  Treasury. 


No.  150-82,  Revision  1,  November  16,  1973. — Delegation  of  Authority  To  Per- 
form Price  Stabilization  Functions 

Pursuant  to  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  the  delegation  of 
authority  to  me  as  Secretary  of  the  Treasury  by  Cost  of  Living  Council  Order 
No.  37,  including  Order  No.  37,  Amendment  1,  and  any  subsequent  amendments  to 
Order  No.  37,  unless  otherwise  expressly  provided  in  such  amendments,  it  is  or- 
dered that : 

1.  The  authority  to  perform  all  functions  delegated  to  me  by  Cost  of 
Living  Council  Order  No.  37,  including  Order  No.  37,  Amendment  1.  and 
any  subsequent  amendments  to  Order  No.  37,  unless  otherwise  expressly 
provided  in  such  amendments,  is  hereby  redelegated  to  the  Commissioner 
of  Internal  Revenue.  The  authority  is  to  be  exercised  subject  to  the 
policy  guidance  and  discretion  of  the  Director  of  the  Cost  of  Living 
Council. 

2.  The  Commissioner  may  redelegate  this  authority  to  any  oflScial  of  the 
Internal  Revenue  Service. 

This  Order  shall  become  effective  upon  issuance. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  228,  January  8,  1974. — Delegation  of  Authority  To  Perform  Compliance 
AND  Enforcement  Functions  on  Behalf  of  the  Federal  Energy  Office 

1.  Pursuant  to  the  authority  vested  in  me  as  Secretary  of  the  Treasury  and 
the  authority  delegated  to  me  by  Federal  Energy  Office  Delegation  Order  No.  3 
there  is  hereby  redelegated  to  the  Commissioner  of  Internal  Revenue  the  author- 
ity to  perform  compliance  and  enforcement  functions  on  behalf  of  the  Federal  En- 
ergy Office.  This  authority  is  to  be  exercised  subject  to  the  general  policy  guidance 
and  direction  of  the  Administrator  of  the  Federal  Energy  Office. 

2.  The  authority  hereby  delegated  includes,  but  is  not  limited  to,  the  following : 
The  authority  to : 

(a)  'Conduct  investigations  to  determine  compliance  with  the  Federal 
Energy  Office's  regulations  and  orders  issued  pursuant  to  such  regu- 
lations. 

(b)  Notify  persons  and/or  business  entities  of  probable  violations  of  the 
regulations  and  orders  of  FEO,  issue  remedial  orders,  monitor  reme- 
dial activities  and  approve  compliance  actions  with  respect  thereto. 

(c)  Sign  and  enforce  subpoenas  for  the  attendance  and  testimony  of  wit- 
nesses and  the  production  of  relevant  documents,  including  books 
and  papers,  and  to  administer  oaths,  all  in  accordance  with  Section 
206  of  the  Economic  Stabilization  Act  of  1970.  as  amended,  with  respect 
to  functions  delegated  by  this  order  and,  subject  to  the  concurrence  of 
the  General  Counsel  of  FEO,  seek  judicial  enforcement  of  such 
subpoenas. 


EXHIBITS  687 

(d)  Collect  civil  penalties  and  compromise  or  settle  cases  involving  civil 
penalties  for  violations  of  the  regulations  and  orders  of  FEO.  This  au- 
thority is  subject  to  review  by  the  Administrator,  FEO. 

3.  The  Commissioner  may  redelegate  to  any  official  of  the  Internal  Revenue 
Service  any  authority  included  in  this  order  which  may  be  necessary  to  carry  out 
the  functions  delegated  by  this  order. 

4.  This  order  is  effective  as  of  December  26, 1973. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  229,  January  14,  1974. — Fiscal  Service  Reorganization 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  in  Reorganization  Plan  No.  26  of  1950,  it  is  ordered  that : 

1.  There  is  established  in  the  Fiscal  Service  a  Bureau  of  Government  Fi- 
nancial Operations,  to  be  headed  by  a  Commissioner,  who  will  report  to  the  Fiscal 
Assistant  Secretary. 

2.  All  functions  of  the  Bureau  of  Accounts,  and  all  functions  of  the  Office 
of  the  Treasurer  of  the  United  States  except  the  functions  performed  by  its  Cash 
Division  and  those  functions  i>erformed  by  its  General  Accounts  Division  and  its 
Internal  Audit  Office  which  relate  to  the  custody,  issuance,  and  redemption  of 
currency,  are  transferred  to  the  Bureau  of  Government  Financial  Operations. 

3.  The  Treasurer  of  the  United  States  will  report  directly  to  the  Under  Sec- 
retary for  Monetary  Affairs. 

4.  All  provisions  of  law  and  regulations  dealing  with  the  transferred  func- 
tions on  the  effective  date  of  this  Order  will  continue  in  effect  under  the  super- 
vision of  the  Commissioner,  Bureau  of  Government  Financial  Operations. 

5.  All  positions,  personnel,  records,  property,  funds,  and  other  resources 
which  relate  to  the  functions  transferred,  as  determined  by  the  Assistant  Sec- 
retary for  Administration,  shall  be  transferred  to  the  Bureau  of  Government  Fi- 
nancial Operations. 

6.  The  internal  organization  of  the  consolidated  Bureau  of  Government 
Financial  Operations  will  be  established  by  the  Fiscal  Assistant  Secretary. 

7.  This  Order  shall  l)ecome  effective  on  February  1,  1974. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.   150-84,  January  24,   1974. — Price   Stabilization   Functions,  Delegation 

OF  Authority 

Pursuant  to  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950.  and  the  delegation  of 
authority  to  me  as  Secretary  of  the  Treasury  by  Cost  of  Living  Council  Order 
No.  48,  it  is  ordered  that : 

1.  The  authority  to  perform  all  functions  delegated  to  me  by  Cost  of  Living 
Council  Order  No.  48  is  hereby  delegated  to  the  Commissioner  of 
Internal  Revenue. 

2.  The  Commissioner  may  redelegate  this  authority  to  any  official  of  the 
Internal  Revenue  Service. 

This  order  shall  become  effective  upon  issuance. 

George  P.  Shultz. 
Secretary  of  the  Treasury. 


No.  229-1.  March  11. 1974. — Fiscal  Service  Reorganization 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
particularly  the  authority  conferred  in  Reorganization  Plan  No.  26  of  1950,  as 
amended  (.SI  T\S.C.  1001.  note) ,  it  is  ordered  that : 

1.  The  functions  assigned  to  the  Office  of  the  Treasurer  of  the  United 
States  by  paragraph  2  of  Treasury  Order  No.  229.  dated  January  14.  1974,  are 
transferred  to  the  Bureau  of  Government  Financial  Oyierations.  The  latter  bureau 
shall  make  periodic  reports  to  the  Treasurer  of  the  LTnited  States  showing  cur- 
rency held  in  custody,  issued,  retired,  and  in  circulation. 
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2.  The  securities  functions  that  are  performed  in  the  Securities  Division  of 
the  Bureau  of  Government  Financial  Operations  are  transferred  to  the  Bureau 
of  the  Public  Debt. 

3.  Any  provisions  of  law  and  all  regulations  issued  with  respect  to  the 
functions  transferred  hereby,  which  are  in  effect  on  the  effective  date  of  this 
Order,  shall  continue  in  effect  until  amended  or  superseded. 

4.  As  determined  by  the  Assistant  Secretary  for  Administration,  the  posi- 
tions, personnel,  records,  property,  funds,  and  other  resources  related  to  the 
functions  transferred  hereby  are  transferred  with  the  functions. 

5.  This  Order  is  effective  as  of  the  first  day  of  the  first  pay  period  following 

the  date  of  this  Order. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 


No.  190-2,  March  22, 1974. — Delegation  of  Authority 

By  virtue  of  authority  vested  in  the  Secretary  of  the  Treasury,  which  authority 
has  been  delegated  to  me  as  Assistant  Secretary  for  Tax  Policy  by  Treasury 
Department  Order  No.  190  (Revision  9) ,  I  hereby  delegate  to  the  Deputy  Assistant 
Secretary  for  Tax  Policy  (Tax  Legislation)  authority  to  act  on  requests  for 
changes  in  accounting  for  the  investment  credit  in  financial  reports  to  Federal 
agencies,  as  required  by  section  101(c)  of  the  Revenue  Act  of  1971  (P.L.  92-178). 
This  authority  may  be  exercised  by  him  in  his  own  capacity  and  under  his  own 
title,  and  he  shall  l^e  responsible  for  referring  to  the  Assistant  Secretary  for 
Tax  Policy  any  requests  for  changes  in  accounting  for  the  investment  credit  on 
which  action  should  appropriately  be  taken  by  him. 

Frederic  W.  Hickman, 
Assistant  Secretary  for  Tax  Policy. 


No.  165,  Revised,  Amendment  8,  June  14,  1974. — Delegation  Order  Amended 
AS  it  Relates  to  Waivers  of  the  Navigation  Laws 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  Reorga- 
nization Plan  No.  26  of  1950  (3  CFR.  194^-1953  Comp.  p.  1017)  and  pursuant 
to  authorization  provided  by  Treasury  Department  Order  No.  190,  Revision  9 
(38  F.R.  17517),  it  is  hereby  ordered  that  Treasury  Department  Order  No.  165, 
Revised,  dated  November  2,  1954  (T.D.  53654;  19  F.R.  7241),  as  amended,  is 
further  amended  by  adding  a  new  subparagraph  (k)  to  read  as  follows: 

(k)  Anv  decision  as  to  whether  to  waive  compliance  with  the  navigation 
laws  pursuant  to  the  Act  of  December  27,  1950,  64  Stat.  1120  (46  U.S.C. 
Chapter  1  Note),  shall  be  made  by  the  Secretary  of  the  Treasury,  except 
that  the  Commissioner  of  Customs  shall  waive  compliance  with  such  laws 
upon  the  request  of  the  Secretary  of  Defense  to  the  extent  deemed  necessary 
in  the  interest  of  national  defense  by  the  Secretary  of  Defense. 

David  R.  Macdonald, 
Assistant  Secretary  of  the  Treasury. 


No.  232,  June  23.  1974. — Establishment  of  the  Ofbtce  of  Trade.  Energy,  and 
Financial  Resources  Policy  Coordination 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  vested  in  me  by  Reorganization  Plan  No.  26  of  1950,  it  is  or- 
dered as  follows : 

1.  There  is  hereby  established,  within  the  Office  of  the  Secretary,  the  Office 
of  Trade,  Energy,  and  Financial  Resources  Policy  Coordination,  under 
the  supervision  of  an  Assistant  Secretary,  consisting  of  (a)  the  Office  of 
Trade  and  Raw  Materials  Policy,  under  the  supervision  of  a  Deputy 
Assistant  Secretary,  (b)  the  Office  of  Energy  Policy,  under  the  super- 
vision of  a  Deputy  Assistant  Secretary,  and  (c)  the  Office  of  Financial 
Resources  Policy  Coordination,  under  the  supervision  of  a  Deputy  Assist- 
ant Secretary. 
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2.     The  functions  of  the  Office  of  Trade,  Energy,  and  Financial  Resources 
Policy  Coordination  are : 

(a)  formulating  and  implementing  Treasury  positions  on  (1)  U.S. 
trade  and  commercial  policy,  in  general,  (2)  multilateral  and 
bilateral  trade  negotiations,  (3)  strengthening  of  U.S.  economic 
relationships  with  the  USSR,  Eastern  Europe,  China  and  such 
other  countries  and  areas  as  may  be  designated  by  the  Secre- 
tary, and  (4)  programs  in  relation  to  the  Secretary's  responsi- 
bilities for  trade  relations  with  Canada,  and  such  other  coun- 
tries and  areas  as  may  be  designated  by  the  Secretary  ; 

(b)  formulating  and  implementing  Treasury  positions  on  (1)  ques- 
tions relating  to  basic  natural  resources,  including  non-fuel 
minerals  and  agricultural  commodities,  and  (2)  oceans  policy 
matters ; 

(c)  providing  support  to  the  Secretary  in  his  role  as  Chairman  of  the 
Committee  on  Energy,  by  coordinating  energy  policy  and  im- 
plementation within  the  Administration  and  otherwise  ; 

(d)  being  responsible  for  relations  with  Middle  East  oil  producing 
countries,  including  providing  support  for  Joint  Commissions 
with  such  countries  and  coordinating  Joint  Commissions  with 
other  countries  as  the  Secretary  may  designate ; 

(e)  coordinating  Treasury  policy  with  respect  to  U.S.  capital 
markets,  the  formation  of  capital  and  such  related  matters  as 
the  role  of  commercial  banks  in  the  securities  business  ; 

(f)  developing  and  recommending  a  range  of  policy  positions  that 
the  Secretary  should  initiate  with  respect  to  the  present  and 
future  financial  problems  and  capital  needs  of  industry ; 

(g)  coordinating  Treasury  positions  on  legislation  affecting  U.S. 
capital  markets  and  serving  as  a  Treasury  focal  point  for  busi- 
ness, Congre.ss  and  the  public  in  this  area. 

3.  The  functions  of  the  Assistant  Secretary  for  Trade,  Energy,  and  Finan- 
cial Resources  Policy  Coordination  are  to  manage  the  Office,  serve  as  the 
principal  advisor  and  provide  staff  assistance  to  the  Secretary  with  re- 
spect to  the  foregoing  and  such  other  matters  as  the  Secretary  may 
designate. 

4.  There  are  hereby  transferred  to  the  Office  of  Trade,  Energy,  and  Finan- 
cial Resources  Policy  Coordination  all  programs  and  associated  per- 
sonnel, positions,  records,  personal  property,  and  Exchange  Stabilization 
and  "Salaries  and  Expenses"  Funds  heretofore  assigned  (a)  to  the 
Deputy  Assistant  Secretatry  for  Trade.  Office  of  the  Assistant  Secretary 
(International  Affairs),  except  those  associated  with  trade  financing 
(export  promotions)  :  (b)  elsewhere  within  the  Office  of  the  Assistant 
Secretary  (International  Affairs)  for  the  i>erforniai:oe  of  the  functions 
set  forth  above;  (c)  to  the  Office  of  Energy  Advisor  as  described  in 
Treasury  Order  No.  22.5:  and  (d)  to  the  Office  of  Natural  Resources  and 
Energy  as  described  in  Treasury  Order  No.  226. 

5.  The  Assistant  Secretary  for  Trade,  Energy,  and  Financial  Resources 
Policy  Coordination  is  authorized  to  reassign  programs,  functions  and 
associated  positions  and  resources  among  the  three  subordinate  offices 
established  above  as  he  deems  necessary,  consistent  with  the  policies 
and  procedures  governing  the  Exchange  Stabilization  Fund. 

6.  Treasury  Orders  No.  22,5  (May  11,  1973)  and  No.  226  (September  1, 
1973)  are  hereby  cancelled. 

William  E.  Simon. 
Secretary  of  the  Treasury. 

No.    2.33,    June    28,    1974. — ^Establishment    of    the    Office    of    Economic 
Stabilization  and  Delegation  of  Authority  to  Such  Office 

r?y  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
that  in  Reorganization  Plan  No.  26  of  19.50,  and  that  delegated  to  me  bv  Executive 
Order  117SS.  .Tune  IS,  1974  (39  F.R.  22113).  it  is  hereby  ordered  as  follows: 

1.  There  is  hereby  established,  within  the  Office  of  the  Secretary,  an  Office  of 
Economic  Stabilization  headed  by  a   Director  and  reporting  to   the  Assistant 
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Secretary  for  Administration.  It  is  the  function  of  sucli  Office  to  provide  for  the 
orderly  termination  of  the  Economic  Stabilization  Program. 

2.  All  the  powers  and  duties  delegated  to  the  Secretary  by  Executive  Order 
11788,  June  18,  1974  (39  F.R.  22113),  except  for  (a)  the  authority  contained 
in  subsections  5(a)  (2)  and  (3)  of  that  Order,  the  power  to  appoint  one  officer 
to  an  Executive  Schedule  position  aud  the  power  to  place  not  more  than  three 
positions  in  GS-16,  17  and  18;  or  (b)  as  otherwise  provided  herein,  are  delegated 
to  the  Director,  Office  of  Economic  Stabilization ;  provided,  however,  that  the 
authority  delegated  herein  shall  be  exercised  subject  to  the  supervision  and 
policy  direction  of  the  Assistant  Secretary  for  Administration. 

3.  Pending  the  issuance  of  delegations  of  authority  by  appropriate  officials 
of  this  Department  under  existing  delegations  from  the  Secretary  of  the  Treasury, 
and  with  the  exception  of  the  authority  to  procure  property  and  services  for 
the  Office  of  Economic  Stabilization,  which  is  hereby  reserved  to  the  Assistant 
Secretary  for  Administration,  the  Director,  Office  of  Economic  Stabilization  is 
hereby  authorized  to : 

(a)  appoint  cashiers  and  certify  financial  statements  ; 

(b)  subject    to    the    limitations    contained    in    sections    5   and    6    of 
Treasury  Personnel  Manual  Chapter  250,  to  : 

(i)  administer  and  conduct  personnel  management  and  training 

activities ; 

iii)  approve   and   effectuate   all   position    classification    actions 

which  involve  positions  up  to  and  including  GS-15 ;  and 

(iii)   take  all  necessary  personnel  actions,  including  appointments, 

position  changes,  suspensions,  and  separations. 

(c)  perform  all  other  operational  functions  normally  performed  by 
an  office  or  bureau  head. 

4.  All  existing  regulations,  rules,  instructions  and  forms  heretofore  issued 
or  adopted  by  the  Cost  of  Living  Council  and  others  for  the  administration  of 
the  Economic  Stabilization  Program  pursuant  to  the  Economic  Stabilization 
Act  of  1970,  as  amended,  are  hereby  continued  in  effect  as  regulations,  rules, 
instructions  and  forms  of  the  Office  of  Economic  Stabilization,  Department  ot 
the  Treasury,  until  superseded  or  revised. 

5.  Regulations  for  the  purpose  of  carrying  out  the  powers  and  duties  dele- 
gated to  the  Director,  Office  of  Economic  Stabilization  including  the  revision  or 
supersession  of  regulations,  rules,  instructions  and  forms  referred  to  in  section  4 
of  this  order,  may  be  issued  by  the  Director,  Office  of  Economic  Stabilization. 

G.  The  authorities  delegated  by  this  order  may  be  further  redelegated, 
except  that  the  authority  to  redelegate  to  officials  not  within  the  Office  of  Eco- 
nomic Stabilization  is  hereby  reserved  and  delegated  to  the  Assistant  Secretary 
for  Administration. 

7.  This  order  is  effective  July  1, 1974  and  shall  continue  through  December  31, 
1974. 

William  E.  Simon, 
Secretary  of  the  Treasury. 
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